
fees and taxes paid by those who directly benefit.

Creative Financing Methods Inadequate-Generol Obligation
Bonding Needed

We recommend that the Legislature present /0 the voters for their ap
proval an amendment to the California Constitution that would give
localities access to the general obligation bond market. SpecificaJJy~ we
recommend that the voters be asked to approve a constitutional amend
ment permitting localities to increase temporan7y their properly (/IX rates
above the current 1 percent Jjmit~ for the express purpose ofamortizing
debt issued to finance voler-approyed public facilities.

Financing methods which currently are available to local government
could provide a significant portion of the funds needed for public im
provements. However, we do not believe that the entire infrastructure
problem can be solved without resort to general obligation bonds. General
obligation bonds are a preferable means of financing many projects (and
perhaps the only means for some) because (1) they are backed by the full
faith and credit of the issuing agency; (2) they require approval by the
voters; and (3) they generally provide for a better match between who
pays and who benefits over the life of a project. Further, the use of general
obligation bonds may permit some projects which could be financed un
der alternative financing mechanisms to be completed at lower cost, due
to the superior security they offer.

Furthermore, we find no basis for precluding the use of general obliga
tion bonds by local governments for projects which a majority of voters
are willing to support. Accordingly, we recommend that the Legislature
take action to give localities access to the general obligation bond market.
Specifically, we recommend that voters be asked to approve a constitu
tional amendment permitting localities to temporarily increase property
tax rates above the current 1 percent limit, for the express purpose of
servicing debt issued to finance voter-approved public facilities.

V. LEGISLATIVE CONTROL OF THE BUDGET

A. COLLECTIVE BARGAINING FOR STATE EMPLOYEES

How Can the Legis/ature Carry Out Its Responsibilities Under the
States Collective Bargaining Laws in a Meaningful Way?

Background
In 1983--84, compensation increases for state employees will, for only the

second year, be subject to determination through the collective bargain
ing process.

In this section, we focus primarily on the state's initial experience with
collective bargaining-analyzing what happened and what can be learned
from the process-in order to provide the Legislature with a framework
for considering similar compensation matters in the budget year and
beyond. Our Analysis of the 1982-83 Budget Bill (page B-44) contains a
more detailed description of the bargaining process for state employees.

SEERA, The State Employer-Employee Relations Act (SEERA),
Chapter 1159, Statutes of 1977, provides for a formal bilateral employee
relations system for most civil se.vice employees, Under its provisions, the
Governor or his designee is required to "meet and confer in good faith"
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with employee organizations which have been selected by a majority of
employees within individual bargaining units in an effort to reach agree
ment relative to the "wages, hours, and terms and conditions of employ
ment:'

The negotiated agreements resulting from this process are to be formal
ized in memoranda of understanding (MODs). Any provision in such a
memorandum requiring the expenditure of funds (for example, negotiat
ed salary or benefit increases) or a change in law must be approved by the
Legislature. If provisions requiring the expenditure of funds are not ap
proved or fully funded, either party may reopen negotiations on all or part
of the MOU. Mediation is required if the parties are unable to reach
agreement.

HEERA. The Higher Education Employer-Employee Relations Act
(HEERA), Chapter 744, Statutes of 1978, established a similar system with
respect to academic and nonacademic employees of the University of
California (UC), including the Hastings College of Law, and California
State University (CSU). Unlike SEERA, if the Legislature or Governor
fails to fund an MOD fully, the entire MOD must be referred back to the
parties for further meeting and conferring.

Employeel Affeded by Colledive Bargaining
Most state civil service and related employees are covered by collective

bargaining. Of the state's 142,213 full-time employees (excluding higher
education), 115,882, or 82 percent, have been assigned to specific bargain
ing units. As shown in Table 73, the remaining 26,331 employees are not
subject to collective bargaining, due primarily to (1) their responsibilities
as managerial, supervisory or confidential employees or (2) specific statu
tory exemptions for (a) staff of state agencies with a direct role in the
collective bargaining process, such as the Public Employment Relations
Board (PERB) and the Department of Personnel Administration (DPA);
and (b) statutory officers whose salaries are set directly by the Legislature.

Table 73
State Civil Service and Related Employees

Covered by State Employer-Employee Relations Act ISEERAI

Estimated Personnely,=
Category
Employees in bargaining units
Employees not St,bject 10 bargaining:

Managerial and supervisory .
Confidential ..
Excluded specifically by SEEM.. . ..
Exempt employees nol in bargaining units .

Tolal (excluding legislative slaff) ..

Number Percent
1lS,882 81.5%

20,152 14.2
1,186 •"'2' <7
1,168 •-

142,213 100.0%

Decisions on compensation for those employees who are not covered by
a collective bargaining agreement are made as follows:

• The Governor, through the Department of Personnel Administration,
proposes changes in existing conditions of employment for nonrepre
sented civil service and related employees.

• The UC Regents and CSU trustees propose such changes for UC and
CSU nonrepresented employees, respectively.
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• The Legislature then acts on the proposals. either:
(a) Through the normal budget biU process (for provisions which

require an appropriation), or
(b) By enacting a separate bill (for provisions which require changes

to existing law).
Neither the provisions of the SEERA, nor the salary-setting procedure

for non-covered employees apply to staff employed by the Legislature.
Compensation increases for these employees are set by the Legislature,
outside of the process established by SEERA.

Effective July I, 1982
to June 30, 1963
Effective July 1, 1982

Effective July I, 1982
to June 30, 1963

MOVSbltus
Effective July I, 1982
to JWle 30, 1984
F.JJective July I, 1982
to June 30, 1~
Effective July I, 1!lfl:2
to June 30, 1984
Effective July 1, 1982
to June 30, 1984
Effective July I, 1982
to June June 30, 1963
Effective July I, t!lll!
to June 30, 1963
Effective July 1, 1982
to June 30, 1964

3.7 California Association cl
Highway Patrolmen

&..5 California Correctional Offi·
cers Association

3.9 Coalition of Associations
and Unions cl State Em·

2.6 ~ Department of
Forestry, Employees' As
sociatiOll

4.l Professional Engineen in
California Government

U <:sEA

"" <:sEA

4,716

1,4<1

3 Education and Library

•Office and Allied

5 Highway Patrol

•"""""'"
7 Protective~ and Public

Sol,.

•F"lTefighter

9 Professional Enf)neer

10 Professional Scientific

Status of ColI.dive Bargaining Implementation
SEERA. The PERB has designated a total of 20 separate bargaining

units for state civil service and related employees. Exclusive bargaining
representatives have been selected for each unit. Table 74 identifies the
distribution of state civil service employees among bargaining units and
the status of any MOD covering the members of each unit. It shows that:

• 14 of the 20 units are operating under MOUs that cover both the
current and the budget years; the MOUs for 5 units will expire at the
end of 1982-83; and 1 unit, the psychiatric technicians, will operate
under the same MOD until the end of 1984-85.

• 45 percent of the state civil service and related employees in bargain·
ing units are part of either the administrative, financial and staff
services or office and allied occupational groups.

• 10 out of the 20 units have the California State Employees' Association
(CSEA) serving as their exclusive representative.

Table 74
Distribution of Stete Civil Service and Related Employees

Among Bargaining Units and Current MOU Stetus
'982-83

F..stim3ted
Vml Pent:JnneI Yt2/'S
Number OmJpIltiooaJ Croup Number" Perrent ErdusiYe &presenblb'f(l

AdministratiYe, Financial and Staff 22,156 19.1'; California State Employee's
Services Association (aiEA)

2 Attorney and Hwing Officer 1,831 1.6 Association cl California
State AttorTley$, Inc.

1.8 (SEA
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to June:xl, 19S1
II Engineering and ScientifIC Techni· 2,811 H <:sEA Effective July I, 1982

ci= to June:xl, 1984
12 Craft and MaintelWlce 9,m .. <:sEA Effective July I, 1982

to June:xl, 19S1
13 Stationary Engineer '" 0.' Internalional Union of ap. Effective July I, 1982

erating Engineers, Station- to July I, 19S1
ary F.ngineers' Division

I' Printing Trades IlI3 ., <:sEA Effecti\'e July I, 1982
to June XI, 1984

13 Custodial and Services 5,145 .. <:sEA EfFective July I, 1982
to June:xl, 1984

16 Physician, Dentist and Podiatrist 81' 0.7 Union of American Physi· Flfeclive July I, 1982
cians and Dentists to June:xl, 1983

17 Registered Nurse 1,595 L' <:sEA Effective July I, 1982
to June:JJ, 19S1

18 Psychiatric Technicians 7,,," <6 Communication Workers of F1feclive July I, 1982
America, Psych Tech Union to June:JJ, 1985

I' Health and Social SeMcesIProfes. 2,115< 2.5 American Federation of EiJeclive July I, 1982
"'Mi Shte County and Municipal to June 30, 19S1

""pIoy~

'" Medical and Social Services/Sup" 1,438 12 <:SEA Effective July I, 1982

"" to June XI, 1!l84

ToO! US,832 1IX1.~

• A5 of May 1982

California State UIJiversity. The PERB has designated nine separate
statewide bargaining units for CSU employees. Currently, exclusive repre
sentatives have been selected in eight of the nine CSU bargaining units.
The undecided unit, consisting of CSU faculty, includes the majority (52
percent) of the system's employees. Table 75 shows the distribution of
CSU employees among bargaining units and each unit's current MOU
status. The table indicates that of the eight represented groups in the
current year, four MOUs were finalized, one tentative agreement was
reached, and three MOUs are still in negotiation.

Table 75
Distribution of CSU Employees Among Bargaining

Units and Current MOU Status
'982-<13

Unit Occupational ErnploYeff Exclusive
N=w Croup Number' Percent Representative MOUStatU$

I Physicians ll' 0.4% Union of American EfJef:tive July I, 1982
Physicians and Dentists to August 30, 1983

2 Health Care Support '" 0.' CSEA Currently in negotia·
tions

3 Faculty 15,967 51.6 Undecided

• Academic Support 1,363 ••• United Professors of Currently in negotia·
California lions

5 Operations Support ~192 7.1 CSEA Effective July I, 1982
Services to June 30, 1985, Skilled Crafts 9<0 30 State Employees Trades Tentative agreement

Council reached in Novem·
ber,l982
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7 Clerical Support 7,fHT ",9 CSEA Effective July I, 1982
to June 30, 1985

8 Police ZI7 0,7 Slate University Police Effective July 1, 1982
Association to June 30, 1984

9 Technical Support U83 7.0 CSEA Currently in negotia·
Services lions
Total 30,924 100.0%

·50= California State Univenity.

University of California. The PERB has designated 19 separate bar
gaining units for DC employees, 18 of which are structured on a system
wide basis. The remaining unit, number 7, consists of printing trade em
ployees working at three printing plants in the DC system. Unlike the
status of collective bargaining in state civil service and within the esu
system, exc1usive-'cepresentatives have been selected for only two of the
DC units, as shown in Table 76. Thus, the DC system is still in the begin·
ning stages of the collective bargaining process.

Teble 76
Distribution of UC Employee. Among Bargaining Units

1982-83

(lmt Emphytres """""Number TI7" tkcujMti<YW Croup Number" P_I Re~tIlb·~

I Systemwide p"", l!ll 0.4" Statewide University
Police As9xiatioo, Com"" Faculty (Santa Cruz) '" 0,' Faculty Ass9ciation, UC

"". <»a
3 Lob Lawrelll:e Uvennofe Na- .n ., Underided

tiona! Labontory (LL~L)

"""" Cnfu• Com"" UC Berkeley/Lawrence I~ .,. Undecided
Berkeley Skilled Crafts

S Com"" UC San Francisco Skilled 116 " Undecided
Cofu, Com"" Uel.'. Skilled Crafts '" .. U""'""'"7 Printing Planu Printing Trades II' " U""'""'"8 Lob lLNL Technical 1,6SJ ,. U""""'"9 Systemwide Technieal 3,9Z7 " U""""'"

I' ub ll.NL Service '" L1 Undecided
II Systemwide ""'" 6,174 13.3 Undecided
I' Systemwide aerical and A1Iied Senices I.... ",0 U,docidoI
13 Health care Patient Car-Technical 4,214 9.1 U""""'"
I' Health care Residual Patient Car&- l"" 3.3 U""""'"

"""""'"I' Health care Registered Nurses .'" .. U""""'"
I' ub LLNL Professiooa! Scien- 3~

., Undecided
lists and Engineer1

17 Systemwide ProFt5Siona1 Ubrarian5 '" U U""'""'"19 Systemwide Nonacademie Senate In- Undetennined Undecided

""""""19 Systemwide Researeh and Allied Profes. Undetermined Undecided

""'"r,1>I ...,., 100.0'"

"Source: PERB and Uc.
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For those 17 UC units without exclusive representatives, elections are
expected to be completed during 1983-84. Consequently, it is uncertain at
this time how compensation increases for these UC employees will be
determined for the budget year.

Table 76 indicates that of the 46,388 employees in the UC system that
have been assigned to bargaining units, the largest single group is clerical
and allied services (40 percent of the total).

Colledive Bargaining During 1982-83
Cin1 Service Employees. Throughout 1981--82, the DPA (representing

the Governor) met and conferred with those organization that had been
recognized as the exclusive representative of employees in a specific bar
gaining unit. The parties' task was to negotiate a compensation package
for 1982-83. in the form of an MOV. Once these negotiations had been
completed, the Director of the Department of Personnel Administration
presented to the members of the bud~et conference committee those
MOV provisions which, in the director s judgment. required legislative
action. This presentation was made orally; the MODs themselves were not
presented (in some cases, they had not even been reduced to writing).

While negotiations were in process f0f state employees covered under
collective bargaining, DPA also was preparing a compensation package
for those state employees excluded from the coverage of an MOV. This
"management" compensation package encompassed many of the same
benefits that ultimately were included in the negotiated MOVs.

The funds required for the fiscal provisions of the MOUs and the "man
agement" compensation package were appropriated in Item 9800 (aug
mentation for employee compensation) of the 1982 Budget Act. The two
companion bills to the 1982 Budget Act, Chapter 327 and 1125, Statutes of
1982, formally approved the fiscal provisions of (a) the MODs, by refer
ence to the agreement for each bargaining unit and (b) the management
compensation package.

GSU Employees. Vpon completion of negotiations for 1982-&1 cover
ing four of the system's eight units, CSU notified the Legislature, by letter.
that the financial provisions included in the agreements contained the
same increases as those provided to state civil service employees in Item
9800. The MOUs themselves, however. were not submitted for legislative
review. Instead, CSU advised the Legislature that because no additional
legislative action was required. the CSU letter fully satisfied the statutory
notification requirements.

Even though CSU saw no need for any further action by the Legislature.
the Legislature "approved" the MOVs. using a process similar to the one
followed for the MODs covering civil service employees. Chapter 1125.
Statutes of 1982 (AB 1363), approved the fiscal provisions of the MODs for
CSU employees.

Changes in compensation for CSU employees not covered by MOUs
were decided upon by CSU officials. Once the Legislature appropriated
funds for employee compensation, CSU officials proposed, and the Board
of Trustees approved, a benefit package that was consistent with the
appropriations.

Fiscal Impact of the MOUs in 1982-83
Both the administration and CSU officials have assured the Legislature
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that the total fiscal impact of the MOUs agreed to for 1982--83 is reflected
in the appropriations made explicitly for employee compensation in the
1982 Budget Act. Any additional benefits provided to state employees by
the MOUs, these officials maintained, will be "absorbed" within existing
appropriations, and thus do not represent an increase in costs to the state.

Subsequent to the ratification afthe MOUs, we asked the DPA and CSU
to provide a detailed cost accounting of all provisions of the MODs, and
to designate whether each provision required a new appropriation or was
considered "absorbable" within existing appropriations. We also asked, for
comparative purposes, that the DPA and CSU provide the same informa
tion on the costs of each new benefit provided ~o employees not covered
by the collective bargaining process in 1982--83.

Based on our review of the information submitted by the DPA and CSU,
we believe the provisions of the 1982--83 MOUs can be divided into the
following three categories:

• Provisions with no fiscal effect;
• Provisions that received direct appropriations or consideration within

the 1982 Budget Act;
• Provisions considered absorbable within the current-year appropria

tion.
Items with no Fiscal Effect. Most of the 1982--83 MOUs contain provi

sions that grant certain privileges and benefits but do not have any forsee
able fiscal impact. For example, the agreements include provisions grant
ing access to available bulletin boards for the posting of information and
establishment of various committees. These provisions have little or no
implications for state costs or legislative policy.

Provisions Having a Direct Fiscal Effect. In the Budget Act of 1982,
the Legislature appropriated $93.9 million from all funds ($61.9 million
from the General Fund) to fund the following collective bargaining provi
sions:

• A cost-of-living increase to maintain the state's percentage contribu
tions for employee health insurance premiums.

• The continuation of an employee dental care program for civil service
and related employees only. (Additional funds for this purpose were
included in the support budgets of UC and CSU.)

• An increase in shift differential and certain overtime pay (for civil
service and related employees only).

Our analysis indicates, however, that the actual cost of these provisions
in the current year will be closer to $85.1 million or 9.4 percent less than
the 1982 Budget Act appropriations. As seen in Table 77, this is because
the appropriations for these provisions from the special funds and other
funds were overestimated by $11.6 million.

The Governor's Budget for 1983-84, however, identifies a Ceneral Fund
deficiency of $13.8 million in the current year for employee compensation.
As shown in Table 77, the deficiency is caused by two factors: (1) an
increase in expenditures beyond what was anticipated in the 1982 Budget
Act ($2.8 million) and (2) the failure of the six-month reduction in em
ployer contributions to the PERS to generate sufficient funds to support
the employee compensation item ($11 million).

Provisions Considered Absorbable Within Existing Appropriations.
Our review of the agreements and cost estimates provided by the DPA
and CSU reveals that various provisions in the MOUs and noncovered
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Table T7
Summary of Fund Adjustments

For Employee Compensation Increases
in 1982-83

(in thousands)

e-JFlmd SpeOOFunds OthuFwxb Toal. AllFunds
J!IfI1 J!IfI1 J!IfI1 J!IfI1

BOOg<t -' - -Ad Em=t<d Ad Em=t<d Ad Em=t<d Ad Em=t<d
"-, J!KiU3 ~ "-, J!KiU3 a."g, Amout!t 1!JtJt.8J a."g, "-, J!KiU3 a."g,
143,707 "''''' -0406 19,'" ...... -lS52 ...... I3P71 -l<,87' $61,991 $.56,IOB -''-'''16,219 17,726 '''''' 6,378 ',998 -1,382 ~Io; "'"' -3-'" 28,783 25,082 -3,701

IpI>; 3,225 1)'3/ '" II' -452 ". 43 -'" 3,00) 3;JOJ 300

ErpenditrJres
Health Insurance .
Dentallnsurance . .
Shift Differential and Overtime Pay .
Employee Compensation for Legisla-

"'"Totals.. $61,914
510

164,712
510

",'" 116,3&) 113,994 -12,386 115,560 $6,374 -19,186 193,854
510

"',1101
510

-$8,714

Funding
Transfers From Departments for

Retirement Adjustment of January
1,1983.......... . .

Deficiency Allocation Required ..
Totals .

$61,914

,--
$61,914

$50,915
13,797

164,712

-110,999
13,79'7

12.'"

II6,3&) 113,9904 -12,386 115,560 $6,374 -19,186 $93,854

316,3&) 113,994 -12,386 115,560 $6,374 -$9,186 193,854

171,283 -S22,571
13,797 13,797

1&5,0Il0 -18,714



employee compensation packages affecting various conditions of employ
ment will require the expenditure of an additional $61.3 million from all
funds in 1982-83. No funds have beep specifically appropriated by the
Legislature to cover these costs. Instead, funds appropriated by the Legis
lature for other purposes will be used to finance these benefits. It is in this
sense that the $61.3 million in additional costs are considered absorbable
within existing appropriations.

Table 78 shows the "absorbable" costs identified by the DPA, the De
partment of Finance, and CSU officials.

Table1S
Employee Compensation Costs Absorbed by Stete Agencies and CSU

1982-03
(in thousands)

EmplOyee Croup
CiVIl &dooM

"mi" From CcJJective
snd Related (SU Bargaining or

(:()vered Covered !'I'ot Covered
Provisions byMOUs by MOUs byMOUs Totals
Special pay.. $21' $214
Change in rest periods ............................... 14,717 14,717
Credit for Saturday holidays 10,152 I,m 3,552 I 15,628
Adjustment of vacation lllXruals .............. 5,765 3;l<1' 9,152
Sick leave (includes bereavement leave) '158 " 1,421' 3,631
Uniform allowances 810 10 154' ""Changes in work week ... 3 3
Overtime ............... 689 99 788
Overtime holidays .... 24 24
Training ...... .........................•... 688 688
Safety... ....................... ................... , ,
Increase in per diem rate .................... 8,191 15 3"" 1l,711
Increase in mileage rate. 1,744 8U' ,,,,,
Miscellaneous ........................................,.. 1,175 1,175

To""- .................................. ....,.. 12,1'" '12,830 161;9.64:

I Includes costs for civil service and related employees only. Data are not available for CSU employees.
'Includes costs for civil service and related employees and CSU employees.

Table 78 shows the "absorbable" costs identified by the DPA, the De
partment of Finance, and CSU officials.

The $61 million in "absorbable" costs shown in Table 78 is a minimum
estimate of these costs for 1982--83. This is because the costs of providing
Saturday holiday credits, vacation accrual adjustments, and changes in sick
leave benefits for CSU employees that are not covered by an MOU were
not available at the time this Analysis was completed. As Table 78 shows,
the three benefits for which full cost data are not available account for a
significant portion of the "absorbable" costs incurred on behalf of exclud
ed civil service employees. Thus, we anticipate the actual cost to the state
of these benefits will be significantly in excess of $61 million.

Of the total cost to be absorbed in 1982-83, $48.4 million, or 79 percent,
is attributable to the various provisions of the state civil service and CSU
MOUs. The remainder is attributable to benefits provided for employees
outside thiS year's bargaining process.

The employee benefit provisions which result in the greatest "absorba
ble" costs are:

193



• Changes in rest periods ($14.7 million);
• Credit for Saturday holidays ($15.6 million);
• Adjushnent of vacation accruals ($9.2 million);
• Changes in sick leave provisions, including the provision of bereavz

ment leave ($3.6 million) and
• Increases in per diem and mileage rates ($14.3 million).
Our review indicates that the size and nature of these "absorbable"

costs raise three important issues, all of which have relevance for legisla
tive control of the budget:

L Absorption ofAdditional Costs May Subvert Legislative Pdodties.
Each year, the Govemcr submits to the Legislature a program budget
setting forth each agency's programs and activities, and the costs associat
ed with each. During its deliberations, the Legislature revises the budget
to (a) establish its own priorities, and (b) eliminate any "slack" in the
budget. Consequently, when agencies are directed to absorb costs for
employee compensation provisior.s, programs or activities funded by the
Legislature may be eliminated or cut back in order to free up the funds
needed to pay for the employee compensation increases. The decisions as
to which programs and activities will be cut back are made on the basis
of the administration's priorities, rather than the Legislature's.

The specific effects of requiring departments to absorb significant unan
ticipated costs is unclear. Provisions deemed absorbable, such as higher
per diem rates, additional time off for holiday credits and increased vaca
tion accruals, will force departments to consider certain administrative
options for keeping expenditures within the amount appropriated, such
."

• Reducing the amount of travel.
• Reducing staff.
• Modifying service levels, either by deleting functions or delaying

service availability.
2. "Absorbable" Costs Increase General Fund Expenditures. Experi

ence indicates that most departments will not spend all funds available to
them in a given year. There are several reasons for this. On the one hand,
needs for which funds have been budgeted may not arise. On the other
hand, departmental budget control procedures designed to ensure that
expenditures remain within budgeted levels may result in some appro
priated funds being held back from obligation.

Using such unanticipated savings for other purposes, however, may still
increase General Fund expenditure beyond the total shown in the budget.
This is because the Legislature counts on unidenhl1ed savings in putting
the budget together, and typically appropriates more money than it antici
pates will be available for expenditure. For example, the 1982 Budget Act
is premised on there being unidentified savings of at least $50 million, and
the 1983--84 budget assumes similar unidentified savings of $60 million.
Consequently, to the extent that what would otherwise turn out to be
savings are instead used to fund additional employee benefits, state ex
penditures may exceed what the Legislature intended, or can afford. This,
in fact, is what appears to be happening in 1982--83. Whereas the Legisla
ture originally counted on unidentified savings of $50 million this rear, the
Department of Finance is now estimating that these savings wi! be only
$20 million.

In this sense, then, the "absorbable" costs turn out to be direct costs. Put
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another way, what a department can absorb is not absorbable by the
General Fund.

It may be that in the future, departments will request additional funds
through the budget process to support these previously absorbed costs.
This will put the Legislature in the difficult position of having to consider
a request to fund something "which the Legislature itself has already
approved,"

3. The Legislature is Kept in the Dark About Significant Policy Changes
UntH After the Fact. For both civil service and CSU employees, informa·
tion about the cost of the provisions itemized in Table 78 was not present
ed to the Legislature when it was asked to approve the MOUs in the
budget companion bills. As a result, the Legislature was denied the oppor
tunity to enforce its funding and policy priorities on decisions made by the
administration.

In summary, the collective bargaining process, as conducted for 1982
83, (1) did not comply with the statutory requirement that the Legislature
review and approve all MOU provisions requiring the expenditure of
funds, (2) resulted in $61 million in state costs, in addition to the $85
million in so-called direct costs, which will continue in future years and (3)
necessitated the diversion of existing program funds thereby circumvent
ing the legislative process and reducing legislative control over the alloca
tion of limited resources.

1982-83 Fiscal Effect Summary_ Our analysis indicates that collective
bargaining agreements and the compensation package for noncovered
employees resulted in current-year costs of approximately $146 million,
consisting of $85 million in costs reviewed by the Legislature (including
recent adjustments) and $61 million in costs which were never presented
to the Legislature tor its consideration.

Problems With the Process for Legislative Review of MOUs
Under SEERA and HEERA, the Legislature must approve MOU provi

sions which require either (1) the expenditure offunds or (2) a change
in the law before the provisions can be implemented. Last year's experi
ence indicates that the existing process for extending to the Legislature
an opportunity to review and approve these features of MOUs is not
satisfactory. Specifically, the Legislature was given only a short time in
which to act on the MOUs, and was not given the information it needs in
order for the review and approval process to be meaningful. Moreover,
the process is too fragmented to allow adequate legislative review. This is
because information on MOUs for state civil service and related em
ployees, CSU employees, and eventually UC employees is submitted se
quentially, using different formats, rather than concurrently, using the
same format.

In 1982-83, the Legislature received no written documentation that
would enable it to determine the implications of the MOUs which it was
asked to' approve. Instead, the budget conference committee received
only a brief oral presentation on what the administration claimed were the
direct fiscal provisions of the MOUs, shortly before it completed its work
on the 1982 Budget Bill. There were no detailed cost estimates--or even
descriptions--of the provisions available to permit an evaluation of the
MOUs by legislators and legislative staff. Even if this information had been
available, there was virtually no time afforded the Legislature for review
of the agreements.
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Written copies of the MOUs, with the complete package of provisions,
were not submitted to the Legislature at the time of its deliberations
because the MOUs had not been prepared. In fact, three months following
legislative action on the MOUs, printed copies of some MODs still were
not available. As a result, the Legislature often learned about some of the
specific provisions contained in the MOUs when legislation was proposed
to provide similar benefits to employees excluded from the collective
bargaining process. For example, during its deliberations on the manage
ment compensation package discussed earlier (Chapters 327 and 1125,
Statutes of 1982), the Legislature learned that it had approved several new
benefits for most state civil service employees, including bereavement
leave (through a change in sick leave policy), increased vacations and
vacation credit for Saturday holidays.

This clearly hampers the Legislature's ability to carry out its oversight
functions in employment compensation matters.

Legislative oversight of contract provisions is further hampered by the
lack of administrative guidance to state departments on how to budget for
current and future contract provisions. This problem is compounded be
cause agreements are developed on a unit, rather than an agency, basis.
Agencies with employees in various bargaining units are likely to encoun
ter difficulties in assessing their budget needs, since these needs are de
pendent on the fiscal effects of several agreements. In addition, a set of
diverse administrative practices may arise as a consequence of agencies
having to make budget adjustments in order to handle the cost of contract
provisions. Central direction is needed to insure that all agencies imple
ment the agreements consistently.

Legislative Control and Collective Bargaining
With collective bargaining, the Legislature is faced with a new process

for determining the compensation levels for state employees. This process
raises the important issue of how legislative review and control over con
tract provisions can be assured without hampering unduly the duties of
the state's representative in the negotiations.

In summary, our review indicates that in 1982--83 the Legislature ex
perienced three serious problems in carrying out its duties under collec
tive bargaining:

• The Legislature had onI,-· a short time to review the contract provi
sions presented to it by administration and CSU officials.

• The information that was presented did not give a precise picture of
the fiscal ramifications of the provisions within the MOUs.

• No process exists to ensure the consistent management and adminis
tration of the contract provisions.

In order that a collective bargaining system for state employees is
managed consistently and with appropriate legislative oversight:

We recommend that legislah'on be eJ!.actec£ requiring that:
1. The DPA, UC and CSU submit to the Legislature by May 15 all

MOUs and otherproposals for compeIJsation increases for 198J-..1J4. This
will provide the Legislature with an opportunity to consider and act on
such proposed increases as part of the regular budget process.

2. The Department ofFinance, UCand CSUannually submit a compre
hensive cost summary ofproposed and negotiated compensation changes
for their respective employees. These cost swnmaries should be submit-
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ted to the Legislature along with MOUs, and should include long-range
cost estimates for changes in benefits and working conditions which would
have a delayed cost impact.

3. The Department ofFinance review all cost estimates prior to legisla
tive budget heanngs, to verify their reJiabJ1ity and consistency. This will
provide the Legislature with cost estimates that are reviewed and coor
dinated by one central agency.

4. The Department of Finance provide guidance to agencies, in the
form ofmanagement memos, 8S to standardprocedures For implementing
the various cost provisions contained in the MOUs. This will provide a
consistent approach to implementing and budgeting the various provi
sions in the MOUs.

B. THE STATE PUBLIC WORKS BOARD

How Can the Legislature Assure that Capital Outlay Projects Are Car
ried Out in Accordance With Its Intent?

The State Public Works Board is charged with the responsibility for
determining ifand when site acquisition, improvements, and the purchase
of equipment shall be undertaken for capital outlay projects approved by
the Legislature. Specifically, it must approve preliminary plans before
amounts appropriated by the Legislature for working drawings and con
struction can be allocated. Once the board approves preliminary plans, no
further review or action---except to augment construction costs-is taken
by the board. The board consists of three voting members-the Director
of the Departments of Finance, Transportation, and General Services. Six
legislative members act as advisers to the board, but do not vote.

Specific Authority for the Board
Legislative control and oversight ofcapital outlay appropriations is exer

cised through control Section 8.00 of the annual Budget Act and the Gov
ernment Code (Section 15752, et. seq). Section 8.00 is not contained in the
proposed Budget Bill, but its provisions are included in Section 44 of the
1983 budget trailer bill.

Chapter 808, Statutes of 1982, attempted to strengthen the board's proc
e!S by establishing new oversight, review and reporting requirements for
capital outlay projects. Specifically, the board s review of preliminary
plans must ensure that the project is:

• consistent with legjslatively approved cost and scope
• carried out with all due speed and diligence.
Moreover, as of January 1, 1983, the state agency conducting the capital

outlay project must submit a quarterly report to the board detailing the
project s progress. At the time this Analysis was prepared, however, the
board had not identified administrative procedures to implement the act's
requirements, despite the fact that the measure had been in effect for
more than one month.

Legislators' Expedations versus Public Works Boord Adion
The board serves a useful purpose in that if its duties are properly

executed, the Legislature's intent in appropriating funds for capital outlay
will be implemented and capital expenditures will be undertaken in a
timely fashion.
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For the past few years, however, we have become increasingly con
cerned over the manner in which the state's capital outlay program is
processed through the State Public Works Board. Although the Legisla·
ture has attempted to strengthen the process through various changes to
Section 8.00 and the Government Code, our review indicates that the
process continues to deteriorate rather than improve.

This problem is caused, in part, by the Department of Finance's failure
to adequately review projects submitted to the board. Several years ago
the Legislature attempted to improve the department's review of these
projects by requiring (in Section 8.00) that the Department of Finance
certify, in writing, to the chairperson of the Joint Legislature Budget
Committee, the chairpersons of each fiscal committee and the legislative
members of the board, that each project submitted to the board meets
legislatively approved scope and cost.

The department, however, has not performed this responsibility as the
Legislature intended. The prior director did not review or sign the letter
of certification required by Section 8.00. Instead, she delegated this re
sponsibility to staff. Frequently, the letter of certification failed to identify
those projects which did not meet legislatively approved scope and cost.
In many cases, for example, the certification failed to identify proposals
which involved:

• augmentations to project costs
• changes to the project scope
• requests for allocation of funds prior to satisfying Budget Act language
• requests for approval of preliminary plans when the preliminary

plans are neither complete nor available.
Moreover, in those instances where the Department of Finance identi

fies a change in scope or cost, the department generally does not comply
with Section 8.00, because it does not detail either the change or the
associated cost implication of the modification.

The board, itself, is no better in complying with legislative intent. Gen·
erally, unless the requested action is in direct conflict with specific budget
act language, the board approves all requests submitted by the depart
ment, even when discrepancies of the type cited above are brought to its
attention. Thus, neither the Department of Finance nor the board is
providing the measure of control \\::.hich the Legislature believes exists
when it appropriates funds for capital outlay. In order to establish better
control measures, we, therefore, recommend that the Director ofFinance
personally assume the responsibI1ity of certifying in writing that the
projects taken to the board meet legislatively approved scope and cost.

Status of Capital Outlay Funds Needs Monitoring
The board's duties include determining if and when capital outlay

projects shall be undertaken. Implicit in this responsibility is making the
determination that funds are available to undertake the project. The
board, however, has not met its obligations in this area.

As far back as January 1982, the Department of Finance indicated that
the condition of these funds was uncertain. Accordingly, in April 1982, our
office advised the Chairman of the Joint Legislative Budget Committee
that the Department of Finance had placed projects on the board agenda
with the stipulation that board approval was recommended, contingent on
the availability of funds. At that time, we recommended that the Depart-
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ment of Finance provide a fund status report prior to board action.
The department chose not to provide any written information on the

condition of these funds. Instead, department staff merely informed the
board verbally that adequate funds were available for each project.

In November 1982, the Department of Finance staff, without explana
tion, began to withhold projects funded from the Special Account for
Capital Outlay from the board's monthly agenda. In each of these months,
our office advised the Chairman of the Joint Legislative Budget Commit
tee of the department's action, and recommended that the board obtain
a fund status report from the department. The board, however, chose to
ignore this recommendation and a report has not yet been provided,

As we discussed earlier in this document, the Department of Finance's
assurances offunding availability now appear to have been incorrect. Data
from the State Controller's Office showing the fund balance for various
tidelands oil funds differ significantly from the data shown in the Gover
nor'sl~ Budget. Table 79 compares the estimates of fund balances
obtained from these two sources.

Tabla 79
Selected Funds Receiving Tidelands Oil Revenue

State Controller's Balances and
Governor's Estimated Balance as of June 30. 1982·

(in thousands)

Fund
Capital Outlay Fund for Public Higher Education:
1. Reserve for ewnomic uncertainties .
2. Reserve for unencumbered balances ofcontinuing appro·

priations .
Energy and Resources Fund:
I. Reserved for ewnomic uncertainities ..
2. Reserve for unencumbered balances ofcontinuing appro-

priations .
Slate Park and Recreation Fund:
1. Reserve for ewnomic uncertainties.
2. Reserve for unencumbered balances ofcontinuing appro-

priations .
Special Account for Capital Outlay:
I. Reserve for ewnomic uncertainties
2. Reserve for unencumbered balances ofcontinuing appro-

priations .

As estJinated
As reported in the

by G<wernors
Controller Budget DiHefCJI(:e

-$6,274 1523 $6,797

4," 1,452 -2,953

-8,998 -8,825 173

8,4&1 2,1" -3,168

I'" -184 ~12,786

35,731 36109 1,108

-40"'" 12,612 52""
M,002 23,300 -41,779

• Sources: State Controller (as of 1·14--83); Govo>rnOT" Budget for 1963-84.

Table 79 shows that, according to the State Controller, three of the four
capital outlay funds which receive tidelands oil revenue were overcom
mitted on June 30, 1982, The State Park and Recreation Fund was the only
one with a rositive year-end balance.

In view 0 the data discrepancies between the State Controller and the
Governor, it is apparent that the board has been acting without sufficient
information, and as a result may have overcommitted the various funds,
To avoid this problem in the future, we recommend that the State Con
troller provlde to the board. on a quarterly basis, a written fund status
report for each of the Funds that provide financing for capital outlay.
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Board Membership Should Be Changed
In the past, we have recommended that Section 15770 of the Govern

ment Code be amended to revise the composition of the State Public
Works Board by removing the Director of General Services and adding
the Director of HOllsing and Community Development. In 1981, the Legis
lature approved 5B 681 which would have made this change in the board's
composition. The Governor, however, vetoed the bill.

We continue to believe this change is warranted. The Department of
General Services, by way of its "service agency" role to other state agen
cies, participates in the development of a substantial number of projects
on which the board must act. Thus, many issues which come before the
board directly involve decisions made by the Department of General
Services. This places the Director of General Services in a position of
constantly having to approve--or disapprove-proposals that are devel
oped by the Director's staff, and that in many cases have already been
approved by the Director himself. This puts the Director in a difficult
position by, in effect, giving him a direct stake in the outcome of the vote
which he must make.

The Director of Housing and Community Development would not be
subject to the same conflicting pressures. Further, the Director's interest
in the state's acquisition and construction projects and their impact on
community development would be an asset to the board. Accordingly, we
recommend that legislation be enacted to change the State Public Works
Boardmembership byreplacing the Director ofGeneralServices with the
Director ofHousing and Community Development.

Staff Accountability Needed
The Director of Finance serves as chairman of the Public Works Board.

The secretary to the board, however, is located in the Department of
General Services, Real Estate Services Division. Staffing for the board is
provided by two departments as follows: staff of the Department of Gen
eral Services handle property acquisition matters and preparation of
board agendas, while Department of Finance staff review capital im
provement projects. The Legislative Analyst's office traditionally has
served as staff to the legislative members of the board.

The division of duties between the Department of Finance and the Real
Estate Services Division results in dual standards being applied to state
capital outlay projects. Moreover, this arrangement, in effect, assigns to
the Real Estate Services Division a responsioility for assessing the policy
and cost implications of proceeding with an acquisition project. These
statewide policy and cost matters are outside the division's normal real
estate property purchase/management expertise. These matters more
properly fall within the Department of Finance's area of statewide fiscal
expertise. Consequently, we recommend that the Legislature assign re
sponsibility For providing staff support For the board exclusively to the
Department ofFinance.

Summary of Proposed Changes
As discussed above, the Public Works Board serves a useful purpose. Its

performance in carrying out its responsibilities, however, must be im
proved if the Legislature is to have any assurance that the capital program



it funds is carried out in accordance with its intent. If the process is not
improved to the point where it is able to provide this assurance, there is
no point in having the board, and the Legislature should withdraw the
board's authority to change or augment the capital program.

In an effort to improve the Public Works Board process we believe the
following changes should be made:

• The Director of Finance should be required to personally assume the
responsibility for certifying in writing that the projects taken to the
board meet legislatively approved scope and cost.

• The State Controller should be required to provide a written quarter
ly fund status report to the board.

• The composition of the board should be changed by removing the
Director of General Services and adding the Director of Housing and
Community Development.

• All administrative staff to the board should be located within the
Department of Finance. In our review of the Real Estate Services
Division, the Department of General Services (Item 1760-001-666 of
the Analysis), we have recommended that this responsibility be trans
ferred to the Department of Finance.

• The Legislature should provide clear direction on the scope and cost
of each approved project. This can be accomplished through the
budget act and by adopting supplemental report language.

Many of these changes could be made administratively. In the past,
however, relying on administrative changes has not been successful.
Consequently, we recommend that these changes, where appropriate, be
made through specific legislation or Budget Act language.

C. COURT DECISIONS OVERTURN LEGISLATIVE ACTIONS

How Can the Legislature Protect Its Policy and Funding Decisions
From Being Overturned by the Courts?

Recent Court Decisions Have Reduced Budget Sovings
Over the last two years, estimates of General Fund revenues have been

repeatedly reduced as the recession took its toll on the state's economy.
Budgets, which initially were balanced were, by midyear, in defiCit. In an
attempt to keep the state solvent, the Legislature was forced to adopt
numerous program reductions and reforms in the course of the fiscal year.
Similarly, the state's deteriorating fiscal condition required the Legisla
ture to make major reductions in baseline expenditures in preparing the
annual budgets for 1981-82 and 1982-83.

Some of the anticipated savings from these legislative actions have been
delayed, changed or reversed oy the courts. Table SO shows that during
1982-83, court decisions issued since legislative action on the 1982 Budget
Act was completed have increased General Fund costs by $400 million,
and reduced revenues by $31 million, for a total negati\re impact on the
state's General Fund of$431 million. In 19&:hS4, these decisions will in
crease General Fund costs by $197 million.

Thus, as a result of the court's actions, even deeper reductions in other
program areas will be necessary to keep the budget in balance.

Medi-Cal. The program area most affected by court decisions during
the current year is Medi-Cal. Seven decisions will increase 1982-83 costs
under the Medi·Cal program by $202.5 million. The one with the largest
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fiscal impact, handed down in the case CallForm's Hospital A~ocjah'on v.
Department ofHealth Services, overturned the 6 percent cap imposed by
AB 251 (Chapter 102, Statutes of 1981) on the increase in reimbursements
for hospital inpatient services.

Three other court decisions have also thwarted the Legislature's effort
to reduce the cost of the Medi·Cal program. [0 ]eneski v. Myers, for
example, a superior court delayed implementation of drug formulary con
trols imposed by the LeRislature in AB 799 (Chapter 328, Statutes of 1982),
one of the Medi-Cal reform bills. Ultimately, the controls were imple
mented as provided in the legislation. The delay, however, increased
General Fund costs by $6.4 million in the current fiscal year.

A court decision in the Turner v. Woods case has increased General
Fund costs under both AFDC and Medi-Cal. SB IX (Statutes of 1981)
specified that the standard work expense deduction shall be in lieu of
mandatory deductions, such as federal and state taxes, when calculating
income for purposes of determining AFDC grants. To the extent that
AFDC recipients were no longer qualified for aid as a result of this factor,
Medi-Cal caseloads would also decline. In July 1982, a U.S. District Court
ruled that this treatment of income deductions violated federal law. As a
result, $14.1 million of anticipated General Fund savings will not be real
ized during 1982-83.

PERS Contn'butions. On February 9, 1983, the court of _appeals, in
deciding Valdes v. Cory overturned Ch. 115/1982, which withheld state
employer payments to PERS during the last three months of 1981--82. This
decision adds $177.1 million to the current-year General Fund deficit.
Other court decisions, unrelated to recent budget reforms, have had an
impact on the General Fund condition. For example:

Pn'ncipaJ Insurance Office Deduction. A recent appellate court deci
sion overturned the Board of Equalization's interpretation of when the
insurance tax principal office deduction was terminated. InJune 1976, the
voters adopted a constitutional amendment which repealed this deduc
tion. A companion statutory measure, which took effect almost seven
months later, also repealed this deduction. The court ruled, in effect, that
the effective date of the statutory measure prevailed. As a result, insur
ance companies were able to claim this deduction for one additional year,
and the state had to pay back $31 million to these insurance companies.

Destruction ofArrest Records. A superior court decision, in the case
of Hooper v. Deukmejian, essentially voided the self-financing mechanism
which the Legislature established in 1975 for the destruction of pre-I976
marijuana arrest records. As a result, the General Fund will have to bear
the costs for this program, which are estimated at $1.4 million in 1983-84,
and $5.6 million over a four-year period.
Number of Appeals Heard by Courts Likely to Increase

The large number of adverse court decisions on budgetary issues have
two important implications for legislative control and priority setting.
~irst, ~he~e deci~ions r.efl~~t the increasing difficulties that.the.Legi~lature
1S havrng m settmg pnonties through the budget and makmg Its pnorities
stick during the course of the year. Second, these decisions make it dif
ficult for the Legislature to control expenditures so as to keep the state's
budget in balance.

The two problems reinforce each other. To the extent the courts do not
allow the Legislature to cut low priority expenditures, the Legislature
must reduce higher priority expenditures.
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Tabla 80
Increased Ganaral Fund Costs/Ravanua Lossas

Due to Court Decisions and Settlements
1982-83 and 1983-84

(in millions)

1!J82...83 1!KJ3-81
I. Medi·Ol1

I. Ol1/lomia Hospital Association v. Department of Health Servfces-...6
percent hospital reimbursement cap (AB 251) .

2. Jeneski v. Myen-drug formulary (AB 799) .
3. Richardson v. Myerr-nonemergency medical transportatkm (AB 799)
4. Minor v. Myers-maintenance need leveh (AB 799) ...
5. Tumer v. Woods-AFDC income deductions (SB Ix) ..
6. Beltran v. Myers-property transfers ..
7. Ramos v. Myers-beneficiary notification .
8. Other cases

Subtotal, Medi·Cal .
II. WeJ{Rre

1. Turner v. Woods-AFDC income deductions (58-Ix)
2. Lowry v. Woodr-<:osts of child care provided by household memhers

not on AFOC.. . ..
3. Seibert v. Woods-AFDC emergency shelter costs .
4. Green v. Obledo---elimination of maximum limit on work·related trans-

portation expenses for AFOC recipients .
5. Fan"as v. Woods-placernent of foster children with nonparent relations

Subtotal, Welfare .
III. Attorney General

1. Hooper v. .Deu.bneJian-d~truction of marijuana llIT~t records
IV. InslJrJH100 Tu

1. CaIi{omia CompenSJItion IlJId Fire Comp8lly v. Board ofEqualization
-timing of elimination of the principal office deduction .....

V. PERS
I. Valdes v. CoJ)'--"(lvertumed the transfer of surplus reserve funds which

were to replace General Fund . .

Totals ..

Adions 10 Minimize Adverse Court Decisions
The Legislature could take several steps to minimize the potential for

the courts to overturn legislative decisions and thus ensure that the state's
expenditure program reflects its priorities. These steps include:

1. Defining more explicitly legislative intent in proposed statutes.
Legislation containing general intent provisions and measures which
delegate policy decisions to the administrative agencies leave more
room for the courts to decide how acts of the Legislature should be
implemented.

2. Reviewing the procedural requirements which administrative agen
cies must follow when implementing new statutes. Many of these
requirements are designed to prevent precipitative action by ad·
ministrative agencies. These same restrictions, however, impede the
rapid implementation of legislative decisions and thus thwart legisla
tive intent.
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Recommendation
Court decisions are playing a bigger and bigger role in determining

how-and how much-funds are spent by the state. Traditionally, this has
been one of the most zealously guarded powers of the Legislature. As a
result~ we recommend that the fiscal committees of both houses hold
oversight hearings on how the process for enacting and implementing
legislation can be improved so as to prevent the courts from overturning
legislative spending and policy decisions.

D. THE NEED FOR BETTER BUDGET INFORMATION

How Can the Legislature Improve the Fiscal Information On Which It
Is So Heavily Dependent?

Our review of the fiscal information which traditionally has been pre
sented to the Legislature indicates the need for improvements in the
timing, accuracy and comprehensiveness of this information. We believe
that improvements are necessary and achievable in four specific areas:

(1) The preparation and reporting of General Fund fiscal forecasts;
(2) The updating of revenue estimates for special funds;
(3) The timely updating and accuracy of budget data in the California

Fiscal Information System (CFIS); and
(4) The development and updating of information on state personnel

years.

1. Improvementl in Fiscal Forecasts
We recommend that the Legislature enact legislation requiring the De

partment ofFinance to include specific information in its fiscal Forecasts,
and to present these forecasts OIl four separate occasions during each fiscal
year.

We believe that the state's current approach to fiscal forecasting has a
number of limitations. These shortcomings become especially important
when the state is operating close to the "fiscal margin" (that is, without
a large General Fund surplus or reserve).

In our opinion, the single most important objective of fiscal forecasting
is to provide the administration and the Legislature with the most current
and accurate picture possible of the state's fiscal situation. Only then can
the Legislature make informed decisions regarding the budget. The fore
casting process should, in a sense, be "built around" the state's budget
process, and should provide updated information precisely when the
Legislature is making key budgetary decisions. In this way. fiscal forecast
ing can alert the Legislature promptly to the frequent and often unexpect
ed changes in factors affecting state revenues and expenditures. These
factors include new economic developments. revisions in existing eco
nomic data which change the economic outlook for the future. updated
state revenue and expenditure information, and changes in federal gov·
ernment spending plans.

To achieve this objective, we believe that it is necessary for the Depart
ment of Finance to:

• Present additional estimates of revenues, expenditures, and the Gen
eral Fund condition at specified points in time;

• Regularly prepare, in addition to the current-year and budget-year



fiscal estimates, forecasts for the Four-year period following the
budget year;

• Develop these forecasts in an appropriate amount aEde!ail, including
an itemization of specific economic assumptions and possible error
margins; and

• Submit similar fiscal estimates for Biternah've economic assumptions,
for the purpose ofshowing the sensih'vityof the state's projected fiscal
outlook to differing economic developments.

In some of these areas, the department already has taken steps to im
prove its reporting. During 1982, for example, it provided revised General
Fund fiscal estimates in March and November, in addition to the normal
May revision. In other areas, however, improvements are still needed. For
example, the Governor's Budget for 1983--S4 provides no long-term fiscal
perspectives. There is no forecast of revenues beyond the budget year, nor
any information on how projected expenditure trends beyond the budget
year relate to projected trends for revenues.

To remedy these deficiencies in the forecasting process, we recommend
that the Legislature enact legislation requiring the department to produce
the four categories of information listed abOve. Specifically, we believe
that legislation should be enacted containing the following erovisions;

Timing ofForecast Reyisions. In addition to the regular January and
May estimates, the Department of Finance should provide fiscal forecasts
at three other points in time: (a) in early March (when new data pertain
ing to the national economy and the federal budget are available); (b) in
early August (following legislative and executive action on the budget,
after state ballot measures have been decided in the primary election, and
prior to legislative action on fiscal legislation; and (c) in Noyember (after
the books have been officially closed on the preceding fiscal year, so that
the surplus estimates can be adjusted for revenue and expenditure revi
sions and fiscal legislation) . These additional forecasts would not necessar
ily require the preparation of estimates from the "ground up", as is done
for the January and May forecasts. In many cases, the Legislature's needs
could be met if Finance simply provided updates, reflecting only the most
relevant adjustments to the basic estimates. For example, the March up
date could selectively incorporate such factors as the effects on various
state programs of changes in the proposed federal budget, cash flow devel
opments, and new or revised economic data.

Causes for Reyisions in Fiscal Forecasts. The Department of Finance
should routinely prepare and publish an itemized list of the factors respon
sible for any change in the estimated year-end General Fund balance.
Specifically, this report would separately identify any changes to the sur
plus estimates resulting from the following factors: changing economic
conditions (including explicit reference to the forecasts for specific eco
nomic variables); changes in the underlying relationships between tax
collections and economic conditions; cash-flow patterns in both the reve
nue and expenditure areas; actions by the Legislature; actions by the
executive branch; actions by the judicial branch; and changing participa
tion rates in entitlement programs.

This report would provide data similar to information currently pub
lished by the Office of Management and Budget, the Congressional
Budget Office, and the Office of Tax Analysis (U.S. Department of Treas
ury) in their reports on federal government expenditures and revenues.
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(See for example, A Review of the Accuracy of Treasury Revenue Fore·
casts, 1963-1978, Congressional Budget Office, U.S. Congress, February
1981.)

The Degree of Uncertainty Surrounding Fiscal Estimates. The De
partment of Finance should routinely provide the Legislature with more
complete information about the degree of uncertainty surrounding its
fiscal estimates. This might include providing estimates of the range with
in which the year-end General Fund balance will most likely fall, given
economic forecasting uncertainties and error margins associated with the
particular statistical estimating techniques being employed. It should also
include information on the sensitivity of surplus estimates to changes in
the rates of inflation, employment growth, and personal income growth,
as well as to the approval of pending ballot measures and major financial
legislation.

Alternative Fiscal Forecasts. The department should regularly pre
pare fiscal estimates, particularly for revenues, based on the economic
scenarios envisioned by various other forecasters. These other forecasters
could include the major California banks, leading econometric models
(e.g., Chase Econometrics, Data Resources, and UCLA), and the federal
authorities (e.g., Office of Management and Budget, Council of Economic
Advisors, and Congressional Budget Office). The effect of "Iess likely"
although still "realistically possible" economic scenarios should also be
considered. One such possible scenario might be a recession which, al
though not actually predicted by any individual forecaster, is felt by many
forecasters to have at least a 30 percent chance of occurring.

We believe that these steps would significantly improve the fiscal fore
casting process in California and the ability of the Legislature to make
informed decisions regarding the budget.

2. Special Funds Revenue Estimates
We recommend that legislation be enacted to require tbe Department

ofFinance to present updated estimates ofmajor special Funds revenues
concurrent with the presentation of updates for General Fund rellenues
dunng the fiscal year.

In past years, the Department of Finance has generally provided a
comprehensive estimate of special funds revenues only once a year-in
January, as part of the Governor's Budget. As discussed in Part II, howev
er, special funds revenues have played an important role in financing the
General Fund budget in 1981--82, 1982-83, and 1983--84. Especially impor
tant has been the use of monies from two sources--the Motor Vehicle
License Fee Account in the State Transportation Fund, and tidelands oil
revenues. Because of this increased reliance on special funds revenues to
help solve General Fund budget problems, and the fact that special funds
revenue estimates are subject to the same forecasting errors as are Gen
eral Fund revenue estimates, special funds revenue estimates for the
major sources should be updated frequently.

Accordingly, we recommend that the department be statutorily re
quired to present updates of the major special funds revenues several
times each year. These revisions should be made at the same time that the
department's General Fund revenue revisions are made. By having more
timely est1mates of special funds revenues, the Legislature will be in a
better position to make decisions regarding the overall funding of state
expenditures.



3. The California Fiscal Information System Needs Timely Budget Data
The California Fiscal Information System (CFIS) is intended to (al

provide a centralized fiscal and program data base for forecasting, mode·
ing, and revenue monitoring of the state's budget, and (b) improve the
availability of state expenditure and program performance data. In at
tempting to utilize CFIS, we have found three areas where improvement
of the system could lead to better and more accurate information on which
to base legislative policy decisicns. They are (a) the timely updating of
expenditure data, (b) the timely updating of the legislative information
system, and (c) the presentation of summary by object data in a format
which reflects the source of funds.

a. Budget Information
We recommend that supplemental report language be adopted direct·

JiJg the Department ofFinance to update CFIS General Fund and special
Fund budget data For th'e prior year, current year~ and budget year immedi
Jltely Following published rel'isions of expenditure data by the Depart·
ment ofFinance in May and November.

Budget data contained in CFIS could be used for two distinct purposes:
analysis of historical trends in state expenditures and analysis of current·
year and budget-year expenditures. Unfortunately, the data contained in
CFIS are not updated during the fiscal year to reflect revisions in expendi
ture data published by the Department of Finance, or to reflect legislative
action on the budget or other legislation. Due to these problems, CFIS is
not capable of providing assistance in questions involving an up-to-date
analysis of expenditures, which is one of the primary reasons the Legisla
ture authorized the system in the first place. Accordingly, we recommend
adoption of the following supplemental report language:

"The Department of Finance shall update CFIS General Fund and
special fund budget data for the prior year, current year and budget
year (when applicable), immediately following published revisions of
expenditure data in May and November."

b. legislative Information System
The CFIS Legislative Information System (LIS) is designed to produce

up-to·date information on the location and fiscal effect of all legislation.
Until recently, this system worked independently of the legislative track
ing system used by the Department of Finance to prepare its annual
financial legislation report. As a result of maintaining two parallel, ret
distinct systems, fiscal estimates for legislation in one system often differ
from the estimates entered in the other. The reconciliation of these two
systems is a time-consuming process, and prevents the Legislature and the
executive branch from relying on LIS for accurate up-to-date information.

Recently, the Department of Finance has taken steps to integrate these
two systems as a means of avoiding the reconciliation problem and provid
ing more accurate information on the fiscal effects of legislation.

Our analysis of the LIS, however, indicates that there is another prob
lem which the system integration project will not resolve. Entries to the
system often lag two to three days behind actions taken by the Legislature.
This again results in the inability of the Legislature to rely on LIS for



accurate, up-ta-date information, particularly toward the end of the ses
sion. Accordingly, we recommend that the Department ofFinance act to
insure the timeliness of information contained in the GFlS Legislative
InFormah"on System.

c. Summary by Objed, by Fund Source
We recommend that supplemental report language be adopted direct

ing the Department of Finance to include in GFIS expenditure data a
summary by object schedule, categonzed by funding source.

The Governor's Budget contains a schedule of expenditures, summa·
rized by object, for each item. The schedule details operating expense and
equipment expenditures, such as travel, data processing, and consultant
services. In addition, it provides detailed information on each depart
ment's personal services, including positions, workload adjustments and
salary savings. This object schedule, however, is not categorized by fund
ing source. Thus. the system cannot be used to determine how much the
General Fund is spending for statewide travel or consultant services
questions frequently asked by the Legislature.

It is our understanding that the Department of Finance has recently
begun to categorize expenditures for operating expenses and equipment
by funding source. So that the Legislature may have better information
on which to base its decisions, we recommend that personal services also
be categorized by funding source, and that the entire summary by object,
categorized by funding source, be available on CFIS. Accordingly, we
recommend the adoption of the following supplemental report language:

"The Department of Finance shall include. in CFIS expenditure data,
a schedule categorizing objects of expenditure. including personal serv
ices, by funding source."

4. More Information Needed on State Personnel-Years
We recommend the adoption of a new control section in the 1983

Budget Act requiring the Department of Finance to publish the total
number ofpersonnel-years and estimated salary savings for each depart
ment and agency periodically during the year.

As we discuss in Part I of this document, the Legislature encounters
great difficulty in tracking the number of state employees during the
budget year. Once the Governor rroposes his budget. there are four ways
in which the proposed number 0 state personnel-years may be changed.
First, the Governor may amend his proposal through the submission of a
Department of Finance budget amendment letter. As a result, the num
ber of state employees (personnel-years) proposed by the Governor in·
variably will differ from the number shown in the printed budget docu
ment. For example, our analysis indicates that the previous Governor
submitted amendment letters to his original 1982-83 budget which in
creased the proposed number of personnel-years by 1,152.

Second, the Legislature may alter the number of personnel-years
through its actions on the state budget. In 1982--83, for example, the Legis
lature reduced the number of personnel-years requested by the Governor
by 1,505.

Third, after the Budget Bill is adopted, the executive branch may make
changes in the number of state personnel by administratively establishing
positions without legislative review. In most cases, the Department of



Finance will notify the Joint Legislative Budget Committee of these
changes. This is not true, however, of all administratively established posi
tions.

Finally, changes in employment will occur naturally due to vacant posi
tions, leaves of absences, and delays in filling new positions. Because these
vacancy factors are reflected in estimates of salary savings in the original
Governor's Budget, the total number of personnel-years is affected only
by the difference between these estimates and the actual level of salary
s[lvings realized.

Tabla 81
Changes in Personnel-Years

From Proposed Amounts to Actual Levels
1980-81 to 1982-aJ

Governor's Prop:;lSlll" . .
Budget As Enacted b ,.............•.....•...

Difference ., .....
Midyear Revision' , , ,..

Change from Budget as Enacted .
Actual' ..

Change from Budget as Proposed...
Change from Dudget as Enacted .
Change from Midyear Revision .

JfIIK).8J
221,117.8
221,158.0

40.2
226.473.3

5,315.3
225,567.4

4,449.6
4,409,4
-905.9

/9S/-&2
226,743.3
225,984.0

-7.59.3
229,099.5

3,115,3
228,813.4

2,070.1

""'.4-286.1

J_

231,375.3
231,0'22.3

-353.0
233,386.7

2,364.4

• Sourre: Governor's Budgets.
b Source: Department of Finance.
< 1982-S3 actual will not be available until the submission of the Governor's 1964-&'i Budget.

Table 81 compares the number of personnel-years originally approved
by the Legislature with the actual number of personnel-years, for the last
two years. It also shows the number approved by the Legislature and
mid-year estimate for the current year. In each year, the actual number
(midyear revision) is significantly higher than the number approved by
the Legislature. For example, in 1981--82, actual personnel-years were
2,829 higher than the number approved. Part of this difference may be
due to the effects of legislation enacted after the budget. The major por
tion of the increase, however, is attributable to administratively estab
lished positions and to revisions in salary savings estimates. The magnitude
of these subsequent changes may indicate that the administration has
more flexibility over the number of state employees than the Legislature
intends.

To facilitate greater legislative control over the number of state em
ployees, we recommend the establishment of a Control Section to require
publication of an updated estimate of the total number of personnel-years
four times during each fiscal year. This recommendation, along with
proposed language, is also discussed in our analysis of general control
sections (please see the concluding section of the Analysis "Analysis and
Recommendations with Respect to General Control Sections".)
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VI. EMERGING ISSUES

A. THE IMPACT OF REFUGEES ON CALIFORNIA

How Is the Influx ofRefugees Affecting the States Budget?

During the last few years, California has experienced a significant influx
of refugees from around the world. Although since the end of the Vietnam
war the majority of the refugees have come from Indochina, othf!rs have
come from such diverse places as Cuba, Africa, and the Soviet Union. The
large influx of refugees has led to considerable additional pressure on state
and local resources and services, particularly medical services, cash assist
ance, education, and social services, as discussed below.

California has not been able to exert much control over the influx of
refugees or the resulting impact of this influx on state and local programs
and expenditures because immigration quotas and placement arrange
ments reflect decisions made by the federal government. In addition, the
federal government limits the amount of funds it makes available for the
support of refugees.

California's Disproportionate Share of Refugee.
According to estimates prepared by the Department of Finance

(DOF), as of October 1982 there were a total of 297,000 refugees living in
California. Of this total, 230,000, or 77 percent, were Indochinese refugees;
54,000, or 18 percent, were non-Indochinese refugees; and 15,000, or 5
percent, were Cuban/Haitian entrants who did not have refugee status.

As regards the Indochinese refugees, California has a disproportionate
share of the total residing in the United States. For example:

• California's Indochinese refugee population is larger than that of the
eight states with the next largest Indochinese refugee populations
combined.

• California has more Indochinese refugees per capita than any other
state, and twice as many as Texas, which has the second highest per
capita concentration of this immigrant group.

• There are more Indochinese refugees living in Los Angeles County
than in any state in the union, and more in Orange County than in
any state except Texas.

Within California, Indochinese refugees are concentrated in a few coun
ties. Eighty-two percent of the Indochinese refugees live in the five coun
ties of San Francisco, Orange, Santa Clara, San Diego, and Los Angeles,
yet these counties make up only 56 percent of the state's total population.

Federal Support of Refugee.
Federal policy recognizes that manr refugees will require specialized

services and support upon their arriva in this country and for a period of
time to follow. These services include cash and medical assistance, social
services, and educational assistance. Cash assistance consists of cash grants
provided through various programs, such as Aid to Families with Depend
ent Children (AFDC). Medical assistance includes medical care rrovided
through the Medi-Cal program. There are a wide range of socia services
available to refugees, including In-Home Supportive Services and child
welfare services. Educational services encompass such programs as bilin
gual education and community and social orientation.

Table 82 shows the amount of federal funds budgeted for support of
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Amount Percent
-$30,417 -8.0~

-400 -2..3

---,;;;;;-~5 0.1
S30,812 -7.6%

Prop=d
J!J113-84
$349,634'

17;300

~
$374,649

Cash and Medical Assistance ..
Social Services .
Education . .

Totals . ..

services provided to refugees in 1982--83 and 1983--84. As the table shows,
federal support of $374.6 million is anticipated for services to refugees in
1983--84. This is $30.8 million, or 7.6 percent, Jessthan current-year federal
expenditures. This decrease reflects a reduction in the number of refugees
on aid who are eligible for 100 percent federal funding.

Tabla 82
Federal Funds for Support of Refugees

1982-83 and 1983-84
(in thousands)

Estimated
J98S-83
~,Q51'

17,700
7,710

$405,461

• Does not include the federal oosts of medicalllSliistanee for refugees who have been in this country for
36 month.! Or mOre.

Federal Funds for Cash and Medical Assistance are limited
The amount of federal funds available for the cash and medical assist·

ance costs of a refugee depends on the length of time the refugee has been
in this country. The federal government pays 100 percent of these costs
for refugees who have been in this country for less than 36 months (re
ferred to as "time·eligible"). The federal government, however, pays only
a part of the cash and medical assistance costs of refu~ees who have been
in this country 36 months or longer (referred to as ' time-expired").

Cash assistance is available to time-eligible and time·expired refugees
through the following programs:

• Aidto Families with Dependent Children (AFDC). The AFDCpro
gram provides cash grants to children and their parents or guardians
whose income is insufficient to meet their basic needs. Eligibility is
limited to families with children who are needy due to tile death,
incapacity, or continued absence or unemployment of the parents or
guardians.

• Supplemental Secudty Income/State Supplementary Payment (SSII
SSP). The SSI/SSP program is a federally·administered program
which is jointly funded by the federal and state governments, under
which needy and eligible aged, bhnd, and disabled persons receive
financial assistance.

• Refugee Cash Assistance (RCA). The Refugee Cash Assistance pro·
gram provides cash grants to refugees who meet the income and need
requirements of the AFDC program but who are ineligible for AFDC
payments due to household composition (for example, the family has
no absent or incapacitated parent). Only time-eligible refugees quali
fy for this program.

• County Ceneral Assistance. Needy California residents, including
refugees, may receive aid through county general assistance pro
grams. Eligibility criteria for these programs are established by each
county.
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Table 83 shows the nwnber of time-eligible and time-expired refugees
receiving aid in 1982-83 and 1~, under each of California's four cash
assistance programs.

Table 83
Refugees Receiving Aid

Time-Eligible and Time-Expired
1982-83 and 1983-84

Change
1982-83 19!i3-84 Am~' Percent

Time-Eligible:
AFDC 96,576 73;1J1 -23,000 -23.8%
SSI/SSP .............................................. 8m4 5,088 -~088 -25.9
Refugee Cash Assistance ........................... 15,595 1~042 -3»3 -22.8
General Assistance .. '... '91l3 -1,912 -".--

Subtotals.... , .................................. 126,140 95,578 -»,562 -24.2%
Time-Expired:

AFDC ......... .............................. 32,392 68,692 313;300 1l2..l%
SSI/SSP ....................................... ',em 5,682 3,245 123.1
General Assistance ... 3,114 7"" 4,168 133.9

Subtotal .-....................................... 38,143 "... 43,713 114.6%
Totals .. 164"" rn,434 13,151 8.0%

Table 83 shows that:
• Approximately 177,400 refugees will receive some form of cash assist

ance in 1983-S4. This is an 8.0 percent increase over the number of
refugees receiving assistance in the current year.

• Of the 177,400 refugees on aid, approximately 142,300 (73,600 time
eligible and 68,700 time-expired) are receiving AFDC payments. As
a result, refugees will make up 8.9 percent of the state's total AFDC
caseload (1,601,459) in 1983-S4.

• The number of refugees who are 'eligible for 100 percent federal
funding will decrease in 1983-S4, as increasing numbers of refugees
reach their 36th month in this country. Accordingly, the number of
time-expired refugees will increase significantly-by 115 percent
between 1982-83 and 1983-84.

Fiscal Impact on California of Limited Federal Funds
As a result of the 36·month time limit on federal funds, state and local

costs for cash assistance will increase significantly between 198~ and
1983-84. Table 84 shows the costs of cash assistance provided to time
expired refugees in the current and budget years. The table shows that:

• General Fund costs for cash assistance to time-expired refugees will
total $60.9 million in 1983-84, an increase of $31.3 million, or 106
percent above the current year.

• County costs will total $26.3 million in 1983-84, an increase of 126
percent over 1982-83.

The expenditures shown in Table 84 understate the total costs to the
state and local governments because it does not include the cost of medical
assistance provided to time-expired refugees. Because of the time limit on
100 percent federal funding, state and county costs will continue to in
crease in 1984-85 and beyond.
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1ll6.5.
117.7
lIT.6

112.9%

102.6%
138.5

123.2%
134.6%

116.4%
105,7%
125.6%
122,5%

16,029
10,""

'16,922
$7,316

181,221
1J/$17
/14,655
H/$9

Amount Percent

$23,114 ""97'6"" 13,574
25,829 ""1515.5:ns $118,761

$5,87' $11,903
7/!& 18,7~

$13,739 $30,661
$5,437 $12,753

$74,9.54 $162,175
$29,588 $liJ,ll75
111,672 $2$,327
S3J,694 $74,97J

Table 84
Costs of Cash Assistance
For Time-Expired Refugees

1982-83 and 1983-84
(in thousands)

Esb"mated Proposed
19tJ2..SJ 1!l83-1HProgram/Funding Source

1. AFDe'
8. General Fund... . .
b. County Funds .
c, Federal Funds

Subtotals, AFDe
2. SSI/SSP

a. General Fund .
b. Federal Funds .

Subtotals, SSIISSP ..
3. General Assistance County funds .

Totals , , ..
General Fund...... . .
County Funds .
Fedenl Funds . ..

• Includes grant and administrative C<XIls,

Delays in Federal Funding ta Pay far Refugee Cash and Medical Assistance
California has experienced significant delays in receiving federal funds

for refugees whose cash grants and medical assistance are eligible for 100
percent federal support. Each quarter, the federal government advances
refugee funds to the state based on a federal projection of eligible state
spending during the upcoming quarter. The first quarterly advance to
California for federal fiscal year (FFY) 1982 was received on November
10, 1981-more than half way through the first quarter of FFY 82. Subse
quent advances were made in a more timely fashion, but were in amounts
far less than the state's actual expenditures. As of December 31, 1982,
California had submitted bills to the federal government totaling $281.4
million for cash and medical assistance for refugees during FFY 82. Of this
amount, the federal government had paid $240.5 million, or $40.9 million,
less than the amount billed. California is the only state which has not yet
received an allocation sufficient to meet 100 percent ofestimated expendi
tures for FFY 82.

Thus, at a time when California is facing a cash-flow crisis that is unprec
edented in modern times, it is having to make interest free loans to the
federal government from the General Fund.

Whenever the federal government fails to advance refugee funds in a
timely manner, the state must temporarily use General Fund monies to
pay the costs of cash and medical assistance yrovided to time-eligible
refugees. This temporarily reduces the Genera Fund balances available
for spending for other General Fund programs or for short-term invest
ment. We estimate that the federal delays in advancing federal funds
during FFY 82 resulted in a loss of $1.9 million in potential General Fund
interest earnings. ,

In a letter dated November 2, 1982, the Secretary of the federal Depart
ment of Health and Human Services informed the Governor of California
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that no additional funds would be granted to California for expenditures
made by the state duTing FFY 82 until the completion of an audit of the
state's claim for the remaining $40.9 million. Normally, such audits are
conducted after payments are made and any portion of the claim disal
lowed is repaid by the state. The Secretary's decision therefore casts some
doubt as to whether the state will be fully reimbursed for costs incurred
in FFY 82. Future delays, or even shortfalls, in federal funds seem likely.
For example, as of December 31, 1982, California had yet to receive refu-
gee funds adequate to pay for estimated spending during the first quarter \
of FFY 83.

There is nothing that the Legislature can do either to limit the number
of refugees for which it bears a financial responsibility, or require the
federal government to provide funds on a timely basis on behalf of those
for which it is responsible. In our analysis of the State Suoplementary
Payment (SSP) Program (Item 5180-111-(01), we recommena adoption of
Budget Bill language requiring that General Fund monies not be expend
ed when the federal government fails to advance sufficient refugee funds
on a timely basis.

B. WORK FOR BENEFIT PROGRAMS

Does "Workfare" Offer a Means to Increase Welfare Recipients' Eflrn
jngs and Employment or Reduce State Costs?

Introduction
Work-for-benefit programs (referred to as workfare) require employa

ble public assistance recipients to perform public service work without
pay as a condition of eligibility for assistance. The purposes of such pro
grams are many-to provide needed public services to the community, to
provide on-the-job training and work experience for public assistance
recipients, and to reduce the cost of welfare by enhancing the employabil
ity and earning power of recipients and by discouraging employable in
dividuals from seeking assistance in the first place.

Workfare programs have existed in a number of states for over forty
years. State and local agencie~; providing general relief to indigents have
often required recipients to provide labor to public agencies as a condition
of receiving cash assistance. Until recently, however, federal law prohibit
ed establishment of workfare requirements for recipients of Aid to Fami
lies with Dependent Children (AFDC) or food stamps.

In 1971, Congress authorized demonstration projects for AFDC work·
fare. Several states, including California, established workfare programs
under this authority. California's program, known as the Community
Work Experience Program (CWEP), operated in 35 counties from 1972
to 1975. The Food Stamp Act of 1977 authorized local jurisdictions to
operate food stamp workfare demonstration projects. Seven projects were
established nationwide between July 1979 and November 1980, and an
additional 14 projects, including one in San Diego County, were imple
mented in January 1981.

In 1981, Congress expanded its previous authorization and enacted
legislation allowing states, at their option, to establish statewJde workfare
programs. The Omnibus Budget Reconciliation Act of 1981 (P.L. 97-35)
permits states to establish workfare programs for recipients of AFDC. This
program, like California's 1972-75 effort, is known as the Community
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Table 85.
Comparison of Program Structure
WIN and CWEP (AFDC Workfare)

Wl'" CWO
A. State Participation
B. Program Stvpe

C Qient Participation

D. Qient Responsibilitiesl
Available Services

E. Wages/Benefits

F. NQIICOIIlpJiance:
Sanctions/Definitions

G. Funding

ManohtoT)'
Statewide or selected art'a$. ~l (':l)UIl!ies

currently participate.
Mandatory for all Af'DC recipients and

applicants in participating (':l)UIl!ies.
&<mp(iMs
I. Qients lmder age 16, over age 64.
2. Qients age 1610 19, if attending high

scbooI or seeondary vocational education,
3. Oients who are ill or disabled.
4. Qients who are caring for an incapacitat·

ed member of the household.
5. Parents of duklren under age 6 who pro

vide full·time care,

6, Qients who work at least 30 houfl per
week in unsubsidiud employment.

7. Qitnts who are geographically remote
from a WIN site.

Nonerelflpt participants must register for
work, conduct a job search and accept
suitable employment. Available services
include job search ~ance, on·the-job
training (OfT), worl:: eljltrience, public
service employment (PSE), and child

=
W.rga- Participants enrolled in Orr or PSE

must receive at !east minimum wage. If
income disregard is not available,
monthly wages must be at least as moch
as the monthly AFDC grant the
participant would be entitled to receive.

Other JJene!jts: Job search eljltlUe5, work
eljltrience and training allowance (up to
$II per month), and relocation 3$$i$tance.

Mmromp!WJre· Refusal to register or to
accept suitable employment.
~: Loss of parent's share of AFDC

grant FOf 3 months (first OC'CIIJTence) or 6
months (subsequent occurrences).

Federal funds cover 00 percent of program
costs, including training, supervision,
materials, administration, day care, and
transportation. No federal fWids for
participant wages (except PSE).
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0pti0uJ
Statewide or ldected art'a$.

Mandatory for AFDC recipients only in
participating counties.

&<mp(iMs
1. Same.
U .....

3. Same.
4. Same.

5. Parents of children age 3 or under or
under age 6 if flO chiJd care is
available.

6. Cients who work at least !II hours
per month and earn at least
minimum wage.

7. Cients For whom AFDC grants woukI
be Jess than $10 per month.

Nonexempt participants must work off
AFDC benefits by providing public
service work to a public or private
nonprofit agency. Maximum monthly
houn equal 10 monthly family grant
divided by minimum wage. Federal
law does not require states to provide
any training or supportive services.

W.rga- None.

0tiJer Benefits Oient expenses (such as
transportation and child care), up to
$25 per month, and 'oI-"OIker's
t'QrIIperuation.

NOiU'OI11p/idnce: ReFusal 10 interview or
to accept work assignment.

Sandion: Same as WIN.

Federal funds cover 50 percent of
AFDC administrative and participant
reimbursement costs (up to $25 per
montb}. No federal funds For capital
outlay, equipment, materials, or
supervision of participants,



Work Experience Program (eWEP). (Hereafter, eWEP denotes the na
tional program, unless otherwise indicated.) In addition, the Food Stamp
and Commodity Distribution Amendments of 1981 (P.L.97-98) authorizes
states to establish workfare programs as a component of the Food Stamp
program.

Through 1982, 23 states had established workfare programs authorized
by P.L. 97-35 in at least one county. Six of these states-Idaho, Ohio,
Oklahoma, West Virginia, Vermont, and Iowa-have chosen to establish
the program statewide. In California, one county-San Diego-has estab
lished a eWEP demonstration project (September 1982) in conjunction
with its state-funded Employment Preparation Program (EPP). (EPP
provides job-search assistance and supportive services to AFDC applicants
and recipients in selected counties throughout the state.)

Structure of Current Work Programs and Workfore Programs
The federal government currently requires the state to participate in

two work programs for public assistance recipients. The Work Incentive
(WIN) program provides job-search assistance, training, and supportive
services to AFDC recipients and applicants, within the limits of the fund
ing available. As a result, not all eligible clients receive employment
related services. The Food Stamp Recipient Registration program pro
vides job-search assistance to food stamp recipients.

Table 85 displays the current structure of WIN, and compares it to the
structure of the optional AFDC workfare program, CWEP. The most
significant differences between WIN and CWEP are as follows:

• State participation in WIN is mandatory; CWEP is a state option.
• Nonexempt participants in WIN are required to register for work and

accept suitable employment; those in CWEP are required to work
without pay as a condition of eligibility.

• Federal funds cover 90 percent of WIN services. including training
and supportive costs; federal funds cover 50 percent of CWEP ad
ministrative costs and participant costs of up to $25 per month, but do
not cover training, supportive services, or supervision.

Table 86 shows the current structure of the Food Stamp Recipient
Registration program and compares it to the structure of Food Stamp
workfare. Food Stamp workfare is similar to CWEP because (1) it is an
optional program, (2) it requires participants to work for their food stamp
benefits, and (3) the federal government supports 50 percent of the pro
gram's administrative expenses.

Issues in Designing Workfare Programs
If the Legislature elects to establish either CWEP or Food Stamp work

fare, it will be faced with a number of choices regarding the design of the
programs. While federal regulations establish various requirements for
client participation, work requirements, services, and funding of these
programs (see Tables 85 and 86). the state retains some legislative and
administrative flexibility, as summarized below.

Program Scope. The state may select participating counties for CWEP.
although county cooperation is a practical prerequisite for successful im
plementation. Counties may establish their own Food Stamp workfare
programs independent of the state.
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Table 86
Comparison of Program Structure

Food Stamp Registration and Food Stamp Workfare

A. State Participation
B. Program Scope

C. Client Participation

D. aient Responsibilitiesl
Available Services

E. Wagt$

F. Noncompliance,
Sanctions/Definitions

C. Funding

Food St2mp Registntion Program
Mandatory.
Statewide or selected areas. 14 coonties

in California currently participate.

Mandatory For aU Food Stamp recipients
in participating counties

£remptions:
I. Oients under age 18 or over age:l9.
2. Students enrolled at Iea.st one-half

time in school, training programs. or
higher education.

3. Unemployable due 10 physical or
mental disabi~ty.

~. Parent of child under age 6, or
hetween ages 6 and 12 if no child
care is available, or between ages 12
and 18 if another parent is registered
for work or employed.

5. Caretakers of incapacitated persons.
6. (1ients working atlea.st.'Xl hours per

week, or earning at least $IOO.so per
_k

1. Regular participants in drug addiction
or alcohol rehabilitation program.

& AFDC recipients participating in
WIN.

g. Clients receiving unemployment
(:OOIptJl$iItion benefits.

NOIIelempl participants must register
for work, conduct a job search, and
accept suitable employrnent. Services
are limited to job search assiWce.

NIA. No training or employment
5eTVices provided.

NI)fI('(I(Jlpfjmce: Refusal to register for
,,"'Ork or accept suitable employment.

SMIction: Lctss of entire household's food
stamps for 2 months

IOO'k rederally funded.
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Food StRmp WodWe
Optioml
Statewide or selected areas. Loc.al

jurisdictions may establbh prognm
without state initiative.

Mandatory for all Food sl1mp recipients in
participating coontie:s.

Exemptions:
I. Same.<S,,,,.

3. Same.

4. Same.

5. Same.
• s.m..

7. Same.

& Same unless client is enrolled in WIN
training less than 00 hours per week.

NOlIerempl participants must work off food
stamp benefits by providing public
service work to • public or private
nonprofit agency. Maximwn monthly
hours equal to monthly value of food
stamps divided by minimwn wage. Total
hours, including CWEP hours, may oot
elreed :xJ hours per ....eek.

None.

NonrompliMre Refusal to interview or to
accept work assignment. Any eligible
household member may complete the
....ork obligation of another member.

~:Same.

Federal funds CO\"tr 50 percent of
administrative costs, including
transportation and participant expenses
(up to $25 per month). No federal funds
for site equipment, training, materials, or
supervision of participants.



Client Participation. State flexibility is limited to the exemption of
clients in nonparticipating counties. Federal law specifies requirements
for participating jurisdictions.

Work Assignments. State and local governments have discretion over
most types of work assignments. Federal law, however, prohibits states
from assigning workfare participants to jobs which (1) displace regular
agency employees, (2) involve participation in political activities, (3)
require unreasonable commute distances, or (4) violate labor agreements
or health and safety standards.

Training Bnd Supportive Services. Although state and local govern
ments can provide training and supportive services to workfare partici
pants, federal funding is not available for these purposes.

Funding. States are required to provide a 50 percent match for the
administrative costs associated with workfare programs. The state must
determine the extent to which local governments will share in these costs.

EFFect ofSimilar FundingArrangement on California CWEP. Like the
national workfare program authorized in P.L. 97-35, the California CWEP
program, which operated in 35 counties from 1972 to 1975, provided no
financial assistance to counties and special districts for many costs they
incurred in administering the program. For example, counties were not
reimbursed for their costs related to training and supervision of CWEP
participants. for purchasing additional equipment, or for providing re
quired worker's compensation coverage to CWEP participants. These
costs were an important factor in many counties' refusal to participate in
the program, and in other counties' decisions to delay participation.

EHediveness of Workfare Programs
The effectiveness of workfare programs is a controversial issue. Propo

nents assert that workfare programs provide needed work experience and
training for welfare recipients, and discourage employable recipients
from applying for aid. The result, they argue, has been to enhance welfare
recipients' earning power, to reduce their dependence on aid, and to
reduce the cost of public assistance. Opponents of workfare have criti
cized the program on grounds that it is used to punish and harass welfare
recipients by forcing them into performing menial tasks in make-work
jobs with no training or supervision. They argue further that workfare
programs do not reduce welfare caseload or expenditures.

In actual practice, workfare programs have varied considerably in their
primary objective,!rogram design, and in the attitude of program ad
ministrators towar welfare recipients. As a result, individual examples
can be found to support the assertions of both workfare's proponents and
its critics.

Research on workfare programs is limited, and some of the available
research suffers from methodological and data collection problems. Nev
ertheless, a discussion of the available literature on workfare may prove
llseful to the Legislature in considering this important policy issue. To
provide a basis for such a discussion we examined evaluatic.1. research
covering four workfare programs-the California Community Work Ex
perience Program (California CWEP) , the Food Stamp Workfare Dem
onstration Projects, the Utah Work Experience and Training Program
(Utah WEAT) , and the Massachusetts Work Experience Program (Massa
chusetts WEP)-as discussed below.

California CWEP. This program was established by the state Welfare
Reform Act of 1971, and operated from 1972 to 1975 in 35 counties. The
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program design was similar to the CWEP program established by P.L.
97-35. We primarily examined an evaluation of the.program prepared by
the Employment Development Department (EDD), dated April 1976.

Food Stamp Demonstration. We examined an evaluation of the seven
Food Stamp workfare demonstration projects published by the U.s. De
partment of Agriculture inJune 1982, as well as an evaluation ofSan Diego
County's program published by the county's Department of Social Serv
ices in September 1982.

Utah W.E4 T. This program was established in 1974. Ali able-bodied
general assistance and AFDC clients in Utah's WIN unassigned recipient
pool were required to work without pay for up to 96 hours per month. We
reviewed an evaluation of this program conducted by the federal Depart
ment of Health, Education and Welfare in 1978.

Massachusetts WEP. This program was established in January 1978
and operated for 15 months. Technically, it was a WIN work experience
demonstration project, not a workfare program. Nevertheless, its overall
program design is similar to CWEPprograms. We reviewed an evaluation
of the program published by Brandeis University in October 1980, under
contract with the U.S. Department of Labor.

In judging the performance of these four workfare programs, we
focused on findings with respect to two broad issues-the impact of work
fare on participants' employability and earning power, and the impact of
workfare on welfare caseloads and costs.

Impact on Participant Employability and Earnings
Of the four evaluations we examined, only two-Food Stamp Demon

strations and Massachusetts WEP-:ollected and analyzed data regarding
program impact on participants' employability and earning power. Table
87 summarizes these research findings.

Table 87
Effectiveness of Selected Workfare Programs

Impact on Participant Employment and Earnings

No data.
No significant effect on wages. Because of

effects of less frequent employment, total
earnings of males were $152 less O\"ef a
three-month period COllIpared to the
control group. Beeause of effects of more
frequent employment, tob1 earnings of
females were $186 more over.
three-mooth period compared to a
rontrol group.

No data.
No significant effect on wages or earnings.

EmpJoyment
No data.
M~gnificant decrease in frequency

of employment compared to control
","p.

F'ernales--fignifit increase in
freqlJeflC)' of employment compared
to control group.

No data.
No stafutk:ally significant effect OIl

employment. 63 percent of
participants had entered employment
within 9montm after participation, as
did 57 percent of nonparticipants.

The effect of these two workfare programs on the participants' employ-

C. Utah WFJr.T
D. Massachusetts WEP

Itognm
A. California CWEP
B. Food Stamp Workfare

Demonstration Projects
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ability and earning power was not significant. In the first year of the Food
Stamp demonstration projects, the earnings of men actually declined after
leaving workfare, compared to those in control groups. Women's earnings
increased slightly, due to more frequent employment, but the average
wage ofboth men and women was unchanged. In the Massachusetts Work
Experience Pro¥ram, there was no significant impact on the frequency of
the participants employment compared to that for a control group, and
no significant impact on average earnings.

The absence of a significant positive impact on employment and earn
ings is not unexpected, given that the majority of workfare programs have
placed participants in low·skilljobs with minimal training and supervision.
In the Food Stamp workfare program, the primary jobs held by partici
pants were in the clerical, maintenance and groundskeeping, laundry, and
child care areas. In the Massachusetts WEP, 65 percent of the jobs were
of the type that required minimal skills, such as janitorial and park mainte·
nance positions.

Impact on Welfare Caseload and Costs
Reductions in AFDC and Food Stamp caseload and benefit payment

costs attributable to workfare could refl0.ct two separate factors:
1. For nonparticipants, workfare could establish a "deterrent" effect.

Employable individuals would find the work requirement unattractive,
and would be discouraged from applying for aid.

2. For workfare participants, increases in employment due to enhanced
vocational and job-seeking skills could result in grant termination or re·
duction. Also, application of sanctions for failing to comply with program
requirements would result in the loss or reduction of benefits.

Deterrent Effect. The question of whether workfare deters employa
ble individuals from seeking public assistance is largely undocumented in
available research. If workfare assignments consist of menial jobs without
training or supervision, then participation may in fact be unattractive. The
opposite effect is also possible. If a workfare program is operated in con·
junction with training programs, then applying for aid may actually
become attractive for some individuals who might not apply otherwise.

Participation Rates Limit Potential Case/oad Impact. Table 88 shows
that the level ofparticipation in workfare progr!YfiS has been very low. For
example, in 1975,8 percent of AFDC recipients in participating counties
were eligible for the California CWEP program. Of this number, however,
only 2.6 percent of the participants were actually placed in work assign
ments. In San Diego County's Food Stamp workfare program in 1981-82,
6 percent of the county's Food Stamp heads of households were affected
by workfare registration, and 38 percent of those were actually assigned
to work. During a 6-month period, 5.1 percent of the AFDC caseload was
subject to the Utah WEAT program, and 44 percent of these persons were
assigned to work. In Massachusetts, 2.5 percent of AFDC heads of
household were subject to the WEP program in a IS-month period and 13
percent of those were assigned to work.

With such low participation rates, the potential effect of workfare pro
grams on total caseload and costs cannot be large. Even if workfare partici
pants were more successful in finding employment than nonparticipants
(which, according to these studies, they are not), the absolute number of
AFDC and Food Stamp recipients going off aid or having their grants
reduced would not be large in relation to the total number of AFDC and
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Food Stamp recipients at anyone time. Also, even though workfare pro
grams have applied financial sanctions more frequently than work regis
tration programs, the absolute number of persons having their grants
terminated or reduced would not be large.

Table 88
Participation Rates in Selected Workfare Program8

Prognm
A. CaIifurnia CWEP (1975) .
B. Food Stamp Workbre Demonstration Projero

I. Nationally, 1979-al_. . . ._.__.
2. San Diego County, 1~1-82 __._ _._..•

C. Utah WEAr (1m) _ ..
D. Massachusetts WEP (l978} _ " .

Welfare Savings. In fact, the workfare programs we reviewed have not
resulted in decreased welfare caseloads or grant payments. Table 89 shows
that, in the California CWEP. participating counties actually experienced
larger caseload increases than nonparticipating counties. Further, there
was no significant difference in the average- AFDC grant between par·
ticipating and nonparticipating counties. In the Food Stamp demonstra·
tions, participating females experienced an average decline of $10 per
month in Food Stamp grants, but males experienced none. The reduction

Table 89
Effectiveness of Salected Workfare Programs

Impact on Welfare Caaeload and Costs

B. Food Stamp Workfm
Demonstration Projects

C. Utah WEAT

D. M~uselt$ WEP

ImplCt (JD CIseJoIti
CWEP counties tqleriellC'ed a7.5 percent

increase in the number of AFDC
applications, compared to. 1.7 percent
increa.se in non.cwEP counties. There
was no significant differetll:e in the
number of AFDC cases discontinued
between CWEP:mcI non-CWEi' counties.

No evidence was found of a decline in Food
Stamp caseload attributable to workfare.

27 percent of participants entered
employment, but no data available on
impact on caseload.

No significant effect OIl caseIoad detected.

021

Impld ()n We~Cnnis
There was no significant difference in

the average AFOC grant between
CWEP and Qon.{.WEP counties. No
AFDC savings were identified, but
both the state and counties incurred
substantial administrative costs.

For females, the effects ci inC'rease:l in
employment and increased sanctions
resulted in an average reduction of
$10 per month in Food Stamp grant,
For ma1es, the el£ectJ of decreases in
earnings and inerwed Sll\Ction$ Wl'l"e
offietIing, multing in no !igniflCWIt
change in average Food Stamp
grants. Net $Iving1 {grant savings les:s
administrative C'OSb} were not
stalisticalJy significant.

No data OIl grant reductions or AFDC
sa~ings.

No significant reduction in average
AFDC grants relative to a control
goo>



in grant amounts for women, however, did not result in a significant
number of recipients going off aid. The evaluation of the Utah WEAT
program provided no evidence of decreased AFDC caseload or grants
attributable to the program. The evaluation of the Massachusetts WEP
program concluded that there was no evidence of decreased participation
in AFDC or average grant amounts compared to a control group.

Summary
We conclude that the effectiveness of past workfare programs in achiev

ing their objectives has generally fallen short of expectations. None of the
evaluations we examined provided clear evidence that workfare programs
have enhanced clients' emplc.yabHity or earning power, or resulted in
reduced AFDC and Food Stamp expenditures. To a great extent, the
divergence of expectations and performance has been a result of inflated
performance objectives rather than poor program performance. For ex
ample, the effect of the California CWEP on the AFDC caseloads between
1972 and 1975 fell far short of the administration's initial forecasts. The
initial forecasts, however, were unreasonably optimistic given the low
participation rates that occurred.

We also note that poor performance in some workfare programs is
attributable to program design faults that are not necessarily inherent in
all workfare programs. For example, workfare programs that provide par
ticipants with no training or supervision and place them in jobs perform
ing menial tasks for which no labor market demand exists cannot be
expected to enhance participants' employability and earning power.
Workfare programs operated in conjunction with training programs may
be more effective than those thus far evaluated.

In judging these results, it is important to remember that the federal
government recoups 50 percent of any AFDC savings attributable to
workfare. The state and counties recoup 45 percent and 5 percent, respec
tively. In the case of food stamps, the federal government recovers 100
percent of any savings attributable to workfare. For this reason, all re
search analyzing the cost effectiveness of Food Stamp workfare programs
concludes that state and local governments do not benefit financially from
the establishment of such programs. Because of the limitations of the
research conducted thus far, it is mote difficult to reach a conclusion
regarding the fiscal effect of AFDC workfare programs. Nevertheless, no
clear evidence has yet been established demonstrating that state or local
governments benefit financially from the implementation of these pro
grams.
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