
PART 2

MAJOR FISCAL ISSUES FACING THE LEGISLATURE
This section contains a discussion of some of the broader issues· facing

the Legislature as it beginsits deliberations on the Governor's Budget for
1982-83. We have grouped these issues into five major categories.

State Revenue Issues. .The first category of issues relates to state reve
nues. Specifically, we discuss a number·of tax policy issues, including tax
expenditures and tax simplification procedures. We also present alterna
tives for increasing state revenues from existing sources, including tax
increases, user charges, and transfers from special funds. Finally, we exam
ine the existing system for earmarking the distribution of tidelands oil
revenues, and explain how this system limits legislative flexibility.

State Expenditure Issues. The second largest category of issues relates
to state expenditures. Here, we discuss the effects of the reduced rate of
growth in federal aid to California, and the implications of shifting federal
support for a number of program areas from a categorical to a block grant
basis. In addition, we identify a number of issues relating to the allocation
of funds for cost-of-living adjustments.

We alsoexamine the Governor's proposals for reducing state operations
budgets by 5 percent, controlling toxic substances, and the Investment in
People Initiative. Finally, we discuss in this category various capital outlay
issues, including those related to new prison facilities.

Fiscal ReliefIssues. The third category of issues involves fiscal relief
to local governments. Specifically, we analyze the Governor's proposed
fiscal relief package which provides for a $503 million reduction in aid to
cities and counties, as well as the proposal that would allow counties to
recoup some of the loss by implementing a new procedure for reassessing
property. We compare these proposed reductions with those that would
occur under the AB 8 deflator, and identify other options for allocating
reductions among local governments.

We also analyze the Governor's proposal for reforming procedures for
reimbursing local agencies for· state mandated programs, and recommend
other options for evaluating the effectiveness of existing mandated pro
grems.

Broad Fiscal Issues. The fourth category of issues involves broad fiscal
trends. Here, we examine the ability of existing revenue sources to finance
a "workload" budget in 1983-84. We also include a discussion of the Re
serve forEconomic Uncertainties, and point out the need to increase this
reserve, if possible.

Collective BargainingIssues. The fifth and last category consists of the
issues the Legislature will face in implementing and funding the first
collective bargaining contracts with state employees.

I. REVENUE ISSUES

A. Tax Policy Issues
The primary focus of our analysis of the Governor's Budget is on the

direct expenditures which support both new and existing programs of
state government. In addition, we attempt to identify various expendi
ture-related issues which may not involve specific funding requests at
present, but which could be important from either a fiscal or policy per
spective in the near future.

In acting on the Governor's Budget, however, the Legislature also needs
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to consider the "other half" of the adininistration's fiscal plan-the reve
nue side of the budget. By far the largest component of revenues is tax
collections. Because the state's overall fiscal balance is dependent on both
expenditures and revenues, the revenue side of the budget, in theory,
should receive the same regular review as does the direct expenditure
side. This review should include an evaluation of existing tax policies, as
well as an identification of tax-related issues which have significant fiscal
and!or policy implications.

In this section,we discuss several major issues regarding the tax revenue
side of the budget. These are

1. "Tax expenditures," which are already embedded within the state's
tax laws;

2. Tax simplification; and
3. Other taxation issues, including unitary apportionment, urban enter

prise zones, windfall profits taxation, and indexing income taxes for
inflation.

Tax Expenditures
The Governor's Budget for 1982-83 proposes an increase in General

Fund expenditures that is just a little more than 5 percent above estimated
current-year expenditures. That same budget, however, reveals a 24 per
cent increase in another "spending" category: General Fund tax expendi
tures.

The term tax expenditures refers to various tax exclusions, exemptions,
preferential tax rates, credits, and deferrals, which reduce the amount of
revenue collected fromthe basic tax structure. Although there are several
reasons why tax expenditures may be enacted, the principal ones are: (1)
to provide incentives for taxpayers to alter their behavior in certain ways
(for example, tax deductions for mortgage interest is intended to encour
age homeownership), and (2) to exempt certain types of income from
taxation. The. tax expenditure concept is used not to suggest that all in
come "belongs" to the government,but as asystematic means for identify
ing those revenues foregone by the state for policy reasons, in order that
the "costs" of these .policy decisions may be compared to the results.

In 1981-82, identifiable tax expenditures were estimated at $7.9 billion.
For the budget year, however, the corresponding amount is $9.8 billion,
or 24 percent more than the current-year level. This growth is explained
in part by the large increase in tax expenditures through the inheritance
and gift tax f>rogram which resulted from recent changes in law, and in
part by rapidly increasing mortgage interest deductions by homeowners.
As a result of the increase, total tax expenditures in 1982-83 are expected
to be 41 percent of estimated General Fund expenditures in that year.

Although tax expenditures are an appropriate means of accomplishing
legislative objectives, there are two basic reasons why their use needs to
be closely monitored. First, tax expenditures may not be effective tools in
influencing taxpayer behavior. For example, because California's income
tax rates are low relative to federal tax rates, certain deductions allowed
by California law do not result in large tax savings to individuals; It is
doubtful that those state tax expenditures which provide a relatively mod
erate amount of tax relief per return have much impact on taxpayer
behavior. These types of tax expenditures, however, can result in signifi
cant amounts of foregone revenue.

Second, tax expenditures weaken the Legislature's control of the
budget. Once a tax expenditure has been established in law, the revenue
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loss occurs automatically thereafter. Unlike regular expenditure pro
grm:ns, funds for which must be appropriated annually in the Budget Act,
tax expenditures need not come under annual legislative review.

Furthermore, tax expenditures are like entitlements in that there is no
limit on the number of persons who can claim the corresponding benefits.
While the Legislature can place a maximum "cap" on an otherwise open
ended appropriation, tax expenditures cannot be controlled in this fash
ion. In short, once a tax expenditure is enacted, the Legislature-for·all
practical purposes-loses control over the amount of state resources al
located to the accomplishment of the particular objective. In this regard,
the unlimited deduction of mortgage· interest payments is not unlike a
direct housing subsidy program that provides grants to as many homeown
ers as file for them.

Reevaluation o/TaxExpenditures. Because of the state's present fiscal
condition, expenditure programs financed from the General Fund are
undergoing a much more careful scrutiny than they have in the past.
There are several reasons why the Legislature might also wish to give a
more careful scrutiny to tax expenditures.

a. Windfall Benefits. Many tax expenditures provide benefits to tax
payers whose behavior is unaffected by the tax incentive. For instance, it
is highly unlikely that the state tax deduction for charitable contributions
affects many taxpayers' dec.isions on charita.ble. donations, ye.t everyone
claiming the deduction receives the benefits from the tax expenditure.

b. TaxExpenditures Contrary to OtherState Goals. Some tax expendi~

tures appear to be contrary to the objectives of other state programs. For
example, the Legislature has made clear its intent to encourage energy
conservation through both tax and regular expenditure programs. At the
same time, the statecontinues to provide a partial subsidy to consumers
of energy through t.p.e income tax deduction for gasoline taxes.

c. T~$xpenditui;es at Cross-Purposes. Some tax expenditures work
at cross-.p...•.tlr.:poses W.,i...th. each other. For instan.ce, the state provides an
income tax deductiop for interest paid on consumer debt, which in effect
subsidizellconsumerspending. On the other hand, the .state provides an
incomet#exemptign for individual retirement accounts, which is intend
ed to encourage saf1ip.gs.

d. Changed Priorities. Given the state's current fiscal condition, many
tax expenditures may not have the same priority to the Legislature that
they had when enacted. In this regard, the Legislature might want to
consider eliminating such tax expenditures as:

• The sales tax exemptions for candy and periodicals.
• The income tax exclusion of up to $1,000 for military pay. .
• The percentage depletion allowance under the income taxes (the

state allows a flat percentage allowance, rather than a depletionallow
ance based on cost).

In addition to eliminating low-priority tax expenditures, the Legislature
might also wish to limit certain tax expenditures. For instance, it is estimat
ed that the tax expenditures. for energy credits will cost the state in fore
gone revenues approximately $100 million in 1982-83. This cost could be
reduced substantially by: (1) reducing the percentage credit allbwed, (2)
allowing a state credit only for expenditures not eligible for the· federal
credits, or (3) disallowing the credit forthe purchase of those items which
the taxpayer already has a strong economic incentive to purchase. The
revenue loss from most tax expenditures can be reduced in similar ways.
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Tax Simplification ,,-
One method ofsimplifying the state's tax structure is to make it conform

with federalla:w. At present, state and federal income tax laws are general
ly comparable; however, there are still literally hundreds of differences
between the two.

In· past years, the Legislature has pursued conformity on a· selective
basis. That is, the Legislature has acted to conform specific provisions of
state law with federal law. For instance, this past November the Senate
and Assembly Revenue and Taxation Committees evaluated the extent to
which the state should conform with the individual federal income tax
changes made by the Economic Recovery Tax Act of 1981.

The Legislature, however, also has considered measures that would
provide for total conformity with federal income tax laws. SCA 14 of the
current session, for instance, would allow the state to bring its tax laws into
conformity with federal laws on a prospective basis (that is, it would
provide for automatic changes in state tax laws whenever federal tax laws
change). ... .. ..

The advantages of either limited or widespread conformity are (1)
red.u.ced taxpayer compliancecosts (in time and money) and (2) lower
costs to the state for administering tax programs.

On .the other.hand, .there are two major disadvantages to automatic
conformity. First, with automatic conformity, the state loses control over
its tax policy. In effect, the state must accept the federal government's
judgment as to what is an equitable and efficient tax base. Second, the
state. may lose control over income tax revenues in the short run. For
instance,. had there been automatic conformity to the provisions of the
Economic Recovery Tax Act of 1981, California would have lost hundreds
ofmillions of dollars in 1981-82 unless an offsettingincrease in the tax rates
was enacted. The short-terrn loss· of control can be a particular problem
when the state is experiencing difficulties in balancing its budget.

Specific Tax Issues
In addition to questions involving tax expenditures and tax simplifica

tion, there are several specific tax policy issues which the Legislature is
likelyto face in the coming year.

a.Unitary Apportionment. In applying the bank and corporation tax
to multinational firms, the Franchise Tax Board (FTB) allocates income
to California through a unitary method of apportionment. This method
uses three factors-sales, payroll and property-as a measure of a firm's
California business a.ctivityrelative to its total business activity. During the
current session. of the. Legislature, several bills have been introduced
which. would prohibit FTB· from applying unitary apportionment to for
eign-basedmultinationals. In addition, a bill pending in.the United States
Congress would prohibit the application of unitary apportionment to any
foreign. operations.

b. Urban Enterprise Zones. The Reagan Administration has proposed
theestablislunent of urban enterprise zones within economically de
pressed areas. Within these zones, various federal tax incentives would be
provided in order to stimulate business development. State legislation
providing comparable tax incentives has also been introduced during the
current legislative session (AB 416).

c.. WindfallProfits Tax. The state's existingBank and Corporation Tax
Law allows firm.sto deduct certain taxes (such as sales and property taxes)
but not others (such as federal income taxes) in determining their taxable
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income. The FranchiseTax Board has issued a preliminary opinion hold
ing that firms arepermitted to deduct the federal windfall profits tax from
income on their state returns. The administration has proposed legislation
(AB2361.and SB 1326) which would prohibit the deductibility of windfall
profits taxes.

d. Indexing. The Legislature has provided for automatic annual ad
justments to personal income tax brackets to offset the effects of inflation
for increases in the California Consumer Price Index exceeding 3 percent.
There remain, however, three major policy issues involving indexing
which are still subject to legislative debate:

• What is the appropriate index to use for adjusting tax brackets-the
California Consumer Price Index? the U.S. Consumer Price Index?
the WageslUld;~SalaryIndex? etc.

• Should the brackets be fully or partially adjusted to offset the effects
of inflation?

• Should certain elements of the tax base (such as capital investments)
also be ind~~eq. t() avoid state taxation of inflation-induced gains that
are not income in a real sense?

B.Altft!,natives for Inc:reasing State Revenues
Given the uncertainty about the path of the economy in 1982 and 1983,

it is possible that 1982-83 revenues could differ significantly from the
budget's projections. To the extent revenues exceed the projections,addi
tional funds would be available to (1) replenish the Reserve for Economic
Uncertainties, (2) maintain existing service levels under various state
programs, (3) fund new orexpand existing programs, or provide addition
al tax relief. It is, of course, possible that actual revenues will exce~d the
forecast, as occurred in the middle and late 1970's.

On the other hand, should a revenue shortfall occur, the state would
have to either reduce expenditures or augment its revenues in. order to
avoid a General Fund deficit.

There are several approaches the Legislature could consider ifit is faced
with the prospect of having to augment budget year revenues. For exam
ple:

The Legislature Could Enac:t a General Tax Inc:rease
A general tax increase could be applied to one or more of the state's

three major revenue producers-th~sales and use tax, the personal in
come tax, and the bank and corporation tax. In most years, these taxes
account for over 85 percent of total General Fund revenues.

The simplest way of implementing and administering a general tax
increase would be to increase existing tax rates. For example:

• A quarter-cent increase in the state sales arid use tax rate--currently
4% cents-would generate over $450 million in 1982-83. .

• A one percentage point increase in the bank and corporation tax
rate-currently 9.6 percent-would generate about $360 million in
1982-83.

• A 5 percent surcharge on marginal personal income tax rates-which
presently range from 1 percent to 11 percent-would generate about
$430 million in 1982-83.

It should be noted that the net cost· to most California taxpayers from
such revenue-raiSing.· measures would bele.:s'sth.an the amounts ofaddition
al revenue received by the state, because state tax payments can be de-
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ducted when computing federal income tax liabilities.

The Legislature Could Increase Selective Excise Tax Rates
Th~ state currently levies a variety of excise taxes, including taxes on

cigarettes, horse racing wagering, and alcoholic beverages. In 1982--83,
revenues from these items are projected to be over $530 million.

In last year's Analysis (pages A-85throughA-87) and ina subsequent
report entitled·The Taxation ofCigarettes, AlcoholicBeverages andHorse
Racing Activityin California (Report 81-18, October .1981), we indicated
that there are several reasons why the Legislature might wish to consider
increasing these taxes. One reason is to adjust the tax rates to reflect
inflation that has occurred, since these rates were last changed. Most of
these rates have not been changed for many years. In the case of the taxes
on alcoholic beverages and cigarettes, which are levied on a physical-unit
basis, the passage of time effectively reduces the tax rate because inflation
causesit to represent a smaller and smaller percentage of the taxed items'
selling price.

Should the Legislature decide to increase these selective excise tax
rates, the revenue gain would depend on the size of the increase. The
potential yield from an increase in these taxes can be seen in the following
examples:

• Ifthese excise tax rates were increased to the average rates levied by
other states, maximum additional revenues would total about $280
million. .

• If these excise tax rates were adjusted for jnflation since 1970-71,
maximum additional revenues would total over $250 million.

Actual revenues could be somewhat less than these amounts if consum
ers reduced consumption of the. taxed items. in response to higher prices
caused by the higher taxes.

The. Legislature Could Increase User Charges
A third alternativefor increasing revenues is to transfer the responsibili

tyfor supporting the cost ofcertain government services from the General
Fund to those who benefit most directly from those services. For example,
the administration has proposed to:

1. Extend the concept ofuser funding to all utilities under the jurisdic-
tion of the California Public Utilities Commission (PUC) .The1982
83·budget indicates that the PUC will seek legislative approval to
auth<.>rize assessments to offset the costs of regulating gas, electrical,
water and sewer, and· communication activities. These assessments,
which would increase revenues by $24 million, are included in the
budget's revenue estimates.

2. Save the General Fund approximately $27 million by shifting certain
units in the Department of Industrial Relations. to a self-funding
reimbursement basis.

Our analysis indicates that several other changes of this type are war
t ranted, including the following:

• In our analysis of the Department of ForestrY,we have recommended
(a) that a system of gr;:tduated permit fees be used to finance the
Forest Practice Act, and (b) that the Fire Protection program be
made partially self-supporting through a system of landowner assess
ments. In addition, we have recommended that the Department of
Fish and.Game. make its streambed alteration permit. program self-
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supportiJ:lg by levying fees. These thtee recommendationseould save
the General Fund close to $35milJion.

• The Department ofFood and Agriculture currently provides funds to
cover countycosts for issuing pesticides permits, for the operation of
state veterinary labs, and for state inspection of fruits, nuts,and vege
tables. General Fund support fot these programs in 1982-83 will
amount to over $9 million. Some portion of these costs coUld be offset
by user fees and charges. .

• The California Department of Transportation currently spends over
$15 million fortheop~rationand adrriinistration bfinter-city rail serv
ice. Part of these costs, which presently are paid for by General Fund
sales and use tax revenues transferred into the Transportation Plan
ning and Development (TP&D) Account, coUld beoffsetby user
charges.

The Legislature Could Transfer Special Fund BalCincestothe General Fund
In the 1981 Budget Act,over $700 millionin special fund balances were

transferred on a one-time basis tothe General Fund, to help balance the
current-year budget. Most of this money represented tidelands oil reve
nues.

In 1982-83, •. the Governor proposes·a •one-time ,transfer of over $450
million from special funds tothe General Fund. Thisprimarily represents
monies in the MotorVehicle License Fee Account. The budget, however,

"still shows special fund revenues totaling $3.4 billionih 1982-83, including
$510 million in oil and .gas revenue from state lands that woUld bespent
through various special funds established in 1980. ..

In many cases,depositing revenues into special funds is desirable, par-
ticUlarly whe.n the.sem,.. o.nies arec,ollected tosup....J?... ort specificp, r,og,nuns, as
they are in the case;of most licensing and regulatory programs. In other
cases, however, depositing monies intospecial purposefunds,though ap
propriate from a po~icy standpoint, tends to· complicate the Legislature's
review of stat~ expenditures and narrow the Legislature's options in al
locating statEjresou:r;ces.

TheLegislatureri1~y wish to consider transferring to theGen~ralFund
special fund 'balances that were not raised for the .express .purpose of
financing specific activities. A prime candidate for such a transfer, should
a 1982-83 revenlleshottfall arise, is tideland oiltevenue.

C. Allocating Tidelands Oil Revenues

Allo.cation Priorities Under Current Law
Chapter 899, Statutes of 1980, provided for the redistribution of tide

lands oil and gas revenue that underprior law would have been deposited
in the Capital Outlay Fund for Public Higher Education. (COFPHE) ..

Prior to.1980-81; California received approximately $110million in tide
lands oil revellUe annually. About $70 million ofthatamount wentto the
COFPHE. Unprecedented increases inthe price ofoil, however, resulted
in an almost five fold increase in tidelands oil revenues. Thus, in 1982-83,
California will receive approximately $510 million in new revenues from
this source.

In enacting Chapter 899, the Legislature established a priority sequence
for. the distribution ',of tidelands oil revenues. Under this measure, six
special funds are, recognizedas'eligible,to receive the funds. Rather than
distribute a fixed amount ora fixed percentage of available money to each
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of.these six special funds, Chapter 899. arranges the funds in descending
orderofpriority and establishes a target funding level for each. Under this
arrangement, no fund gets anyallocation oftidelands oil revenues untilall
funds having a higher priority get theirfuD target amounts. Put another
way, a shortfall in revenues is not appportioned among all six funds, but
instead is borneby one or more funds at the bottom of the list. The existing
b~~~~ sequence and the target distributioIls fpr each fund are shown

• $125 million__COFPHE
•.• $200million-State School Building· Lease/Purchase Fund
• $120 million-.:.Energy .and Resources Fund (ERF)
e$35 million-State Parks. and Recreation Fund
• $25 million-Transportation, Planning and Development Fund
• Remaining Balance-Special Account for Capital Outlay
In the case of the COFPHE and ERF, any unused balances remaining

in the fund from the prior year are deducted from the target amount. In
the case ofthe other funds, however, no such deductions are made. Thus,
for example,the State Schqol Building Lease/Purchase Fund may have
available more than $200 million in any year, if balances are carried over
from the previous year. .

Legislative Flexibility Restricted
F'roman analytical standpoint, tidelands oil revenues are indistinguisha"

ble from General Fund revenues. They are not raised for a particular
function of state government,· and may be used for ... any public purpose.
Depositing tidelands oil revenue into special purpose funds tends to limit
the .Legislature's .options in allocating. available state resources. among
state"supported programs and activities19ur analysis suggests that there
are two major weaknesses in the existing'distribution of these revenues:

1. The priority sequencearrangemeht implies that the lowest priority
capital outlay project funded in anyone of the top five tiers is needed

. more than the highest priority project in the next lower tier. Thus, for
example, the logic of the allocation mechanism implies that the lowest
priority at, say, the communitycolleges, is more important than the ener
gy and resources project offering the most dramatic energy savings to the
state. Similarly, the energy and resources project with the lowest pay-off
is given a higher priority than fire, life safety and environmental improve
ments .at a state hospital.

2. Capital outlay projects·financed from tidelands revenues are given a
higher priority than all other state programs because they are funded from
dedicated revenues, and need not compete for funding with these other
programs. Incontrast,·state operations and local assistance must compete
with each other for funding. .

The Legislature recognized these problems in acting on the. 1981
Budget Act and provided for the transfer of balances frpm the tidelands
oilspeci.al funds to the GeneralFun.d.. The Governor proposes to make a
much smaller traIlsferin the 1982-83 Budget Bill.

While such transfers offet a way of overcoming the weaknesses in the
e~sting distribution of tidelands oil revenues, they are not easilyaccom
plished once specific projects are proposed for funding from individual
special purpose funds. . .

To.improve the Legislature's fiscal flexibility in responding to the fiscal
problems facing the. General Fund, we recommend that either:

1. Tidelands revenues be deposited directly into the General·Fund, or
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2. These revenues be deposited into a single capital outlayfund from
which all capital outlay needs would be .funded on a statewide-priority
basis.

Governor's Proposed. Distribution of Tidelands Revenue
Table 1 shows the distribution. of tidelands oil.revenue under existing

law, as well as the distribution proposed in the Governor'sBudget. Im
plementation of the Governor's proposal is provided forin Section 90 of
AB 2361 and SB 1326.

Table 1
Distribution of Tidelands Oil Revenue

Existing law Compared to Governor's Budget
(in thousands)

Existing Law

1982..83
Governor's

Budget
Revenues:

Current estimate , .
Distribution:

State Lands Commission and refunds to local governments .
Water Fund ; .
Central Valley Water Project.. .
Sea Grants ; ..
Capital Outlay Fund for Public Higher Education (COFPHE)
State School Building Lease-Purchase Fund , .
Energy and Resources Fund (ERF) ..
State Parks and Recreation Fund (SPRF) , ..
Transportation Planning and Development Account (TPDA) ..
Special Account for Capital Outlay (SAFCO) ..
Off-Highway Vehicle Acc()unt , ..
Reimbursement to Genet:al Fund for Energy Tax Credits .

$510,000

8,050
25,000
5,000

500
125,000
247,200·
98,250b

c

$510,000

8,050
14,710

475
116,000
100,000·
120,000

11,000

78,000

61,740

• Includes repayment of$47.~ million loan pursuant to Ch 998/81.
b Based on Governor's Budget, this fund has a balance of $3,957,000 June 3(1, 1982. Thus, under existing

law $116,043,000 would be deposited if there were sufficient tidelands oil revenues. Revenues, howev
er,coupled with othero!lOmrnitments would leave $98,250 available for the Energy and Resources
Fund.,

C Revenues will not be sufficient to provide the $35 million and$25 million prescribed by existing law for
the SPRF and TPDA, respectively.

d SAFCO receives balance of revenues not deposited in the other funds. Estimated revenues in 1981-82
are not sufficient to reach the SAFCO.

e Repayment of loan pursuant to Ch 998/81.
rUnder existing law, reimbursements ofup to $42 million and $3 million are to be made from the SAFCO

and from the ERF, respectively, not from undistributed tidelands oil revenue.

As shown in Table 1, under the Governor's proposal the ERF,SPRF, and
SAFCO would receive tidelands oil revenue at the expense of the state
water projects, K-12 school construction, higher education, and transpor
tation.. The ERF, however, is the only fund that would· receive more
tidelands oil revenue than existing law would. prOVide..This reflects· the
priority which the administration places on energy and resourceconserva
tion capital outlay projects. In fact, the Governor's Budget also includes
$3.7 million from theCOFPHE and $10.9 million from theSAFCO for
energy conservation projects,in addition to the $103.7 million proposed
from the Energy and Resources Fund for these projects. Thus, a total of
$118.2 millionis budgeted for energy/resource conservation projects in
1982-83. If transportation funds and bond funds are excluded, this amounts
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to 51 percent of the$233;lmillion proposed in the Governor's capital
outlay program.

Table·2 summarizes the appropriations from the tidelands oil special
funds proposed in the Governor's Budget, and the balances that would be
available in each fund on June 30, 1983 if the budget were approved as
submitted.

Table 2
Appropriations and Amounts Available

Special Fundl$ Receiving Tidelands Oil Revenues
As Proposed in Governor's Budget

(in thousands.)

1982-83
Capital Outlay Fund for Public Higher Education (COFPHE):

Carry-over from previous year .
Tideland oil revenue ..
Budget Bill appropriations· .

Balance available for appropriation· , ..
State School Building Lease-Purchase Fund (SSBLPF):

Carry-over from previous year .
Tideland oil revenue .

Balance available (continuously appropriated) .
Energy and Resources Fund (ERF):

Carry-over from previous year .
Tideland oil revenue ; .
Budget Bill appropriations ..

Balance available for appropriation ; .
StateParks and Recreation Fund (SPRF):

Carry-oveifrom·previous year ; ; .
Tideland oil revenue..; ..
State Park System ·Revenues , .
Transfer from Highway Users Account, State Transportation Fund ..
Budget Bill appropriations , ..

Balance·available for appropriation ; .
Transportation Planning and Development Account:
.. Carry-over. from previous year ; .

Retail Sales and Use Tax .
Surplus Money Investment ; ..
Transfers ..
Budget Bill a.ppropriations , .
Reserve for Unified Trans Fund (locals) ; ..

Balance available (deficit) ; ..

Special Account for Capital Outlay (SAFCO):
. Carry-over from.previous year ..
Tidelands oil revenue ..
Budget Bill appropriations ..

Baianceavailable for appropriation , , , .

$116,000
-114,180

$1,820

$1,000
100,000

$101,000

$3,957
120,000

-103,654

$20,303

$607
11,000
7,500
1,500

__ 19,937

$670

$13,205
155,000
17,200
4,970

-191,122
-13,000

-$13,747

$23,954
78,000

-72,712
$29,242

The •distribution of. funds. proposedhy .the budget bill may cause the
SAFCO· to be oversubscribed.. There are two reasons for this.

SAFCD Funds May be Needed for New Prison Construction. The
bu.d.ge..t. in.. eludes $161.8.mill.. ion. for...the De.:partm.ent of Corrections' New
Prison Construction· Program. These funds, however, will be available
onlyif the voters at theJune 1982 election approve the New Prison Con
struction Bond Act of 1981. .. The Budget Bill contains language specifying
that, ifthis bond program is not approved, $69.3 million for a new prison
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at Tehachapi is to "be recognized asa priority project and shall be avail
able from the Special Account for Capital Outlay." Should these funds
have to be used for. the Tehachapi prison, the capital outlay program
proposed to be supported from the Special Account for Capital Outlay
would be virtually eliminated, since the entire program funded from the
SAFCO totals only $72.7 million-$3.4 million more than the cost of the
prison.

Problems With Energy Tax Credit Funding. A further complication
resulting from the distribution of tidelands oil revenue· proposed by the
Governor has to do with energy tax credits. The budget proposes to trans
fer $61.7 million in tidelands oil revenues directly to the General Fund for
reimbursement of solar and other energy tax credits which are estimated
to cost $100 million in 1982-83. Existing law(Ch 904/80), however, re
quires $42 million to,be transferred from SAFCO to the General Fund. as
a reimbursement for energy conservation tax credits. As AB 2361 is draft
ed, the $61.7 million would be in addition to the statutory allocation of $42
million. Thus, the entire estimated cost for solar and other. energy tax
credits would be paid from tidelands oil revenue if AB2361 is approved
as introduced. ·(It is possible that the budget may have intended that $61.7
million come fromtheSAFCO.)

Taking both of these factors into consideration, the budget envisions
commitments of $184 million against the SAFCO. According to the Gover
nor's Budget, however, the SAFCOhas a balance available of $101.9 mil
lion-$82.1million less than the. maximum potential commitment.

Legislative Priorities
We recommend that the Legislature make an early decision regarding

the relative priority of the various claims on tidelands oil revenues. In lieu
of the allocation of tidelands oil revenues proposed in the budget, the
Legislature may chose to (1 ) redirect a larger portion of these revenues
to the General Fund where they would be available to fund legislative
priorities in all program areas, or· (2) place a higher priority on capital
outlay in such areasJl.s state office buildings, higher education, .. or K-12
schoqlconstruction.Jn any case, we urge the Legislature to make a deci
sion an the allocation of these funds at the outset of the budget process
so that (1) individual capital outlay projects proposed in the budget and
other statewide needs can· be evaluated on a. consistent. basis during
budget hearings, and (2) funds are not committed to individual projects
before the overall needs of the state are identified.

In our <:tnalysisof the various departmental capital outlay programs, we
have dividedthose projects funded from tidelands oil revenues, which our
analysis indicates are justified, into seven descriptive categories. These
categories are provided as an aid to the Legislature in evaluating capital
projects in the event (1) the Tehachapi project must be funded from
SAFCOand the balance of the. state capital outlay.program must be
reduced significantly, or (2) the Legislature decides to restructure •• the
prioritiesfor tidelands oil revenue, either by increasing the transfer to the
General Fund or by modifying the emphasis on the type ofcapital outlay
projects funded.

In addition, wherever we have .• recommended reductians to capital
outlay programs funded with tidelands oil revenue, we have recommend
ed that the resulting savings be transferredto the General Fund. We have
made this recommendation with the intent of increasingthe Legislature's
fiscal options. Any unappropriated balance remaining in the tidelands oil
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special funds would be available only to finance programs and projects of
a specific nature. By transferring these balances to. the General Fund, the
Legislature would broaden its options in meeting high-priority statewide
needs.

II. EXPENDITURE ISSUES

A.Federal Budget Reductions
During. recent years, .the task of preparing a budget for the state has

become increasingly difficult because of the uncertainties regarding fiscal
and economic policy at the federal level. The state's experience in adopt
ing and implementing a budget for the current year is a case in point.

Uncertainties Surrounding the Federal Budget for 1982
The Governor's Budget for 1981-82 was prepared in the fall of 1980 and

submitted to the Legislature on January 10, 1981. The Legislature enacted
the budgeton June 15, 1981, and it b~came.l~w on June. 28.. This budget
assumed that·the amount of federal aId proVlded to CalifornIa would be
at a certairdevel.

Six weeks.• later, however, m.ajor Ch.·anges. in £.ederal expenditures and
revenues were signed·into·law by President Reagan. These changes in
validated a number of key assumpti()ns underlying the state's budget for
1981-82.

The Omnibus Budget Reconciliation Actof1981 revised maximum au
thorizationsfora large number offederal programs in 1982, 1983, and 1984,
and provided for spending cuts in many of these programs. These cuts
were.made in response to President Reagan's economic plan. ThePresi
dent's original economic plan .proposed to reduce the rate. ofgrowth of
total federal spending over the next five years, and to shift federal priori
ties fr()mnondefense. to defense-related spending. The President's plan

.
proposed·net spending reductions ·of$270. billion during ·.. the five-year
period 198L to 1984. Aportionaf these reductions would be offset by
spending increases, for a net reduction·of $201 billion.

Spending decreaseswere spread across a variety of programs, but tend
edtofall disprop()rtionatelyin a few areas-'-particularly federal grants to

.state and local governments.
The Omnibus Reconcilation Act established revised authorization levels

for most programs in .• 1f)82, 1983, and 1984.• These authorization levels,
however, do not make funds available for distribution. to the states. They
merely establish the maximum amount that may be appropriated for a
particular program in a given year.The Congress must then pass specific
appropriation bills to determine the level of funds that will be available
to pr()gramswithin the maximum authorization. .

Because Congress failed to· enact appropriation bills by the beginning
of federal fiscal year (FFY) 1982,.it. passed a series. of continuing resolu
tions---on October 1, 1981, November 21; 1981, and December 11, 1981-to
provide short-term funding for federal programs and activities. Continu-

. ing resolutions authorize spending for specific programs, pending enact
ment of an appropriationmeasure, at one of the following levels: (a) the
level authorized in the previous fiscal year, (b) the level authorized in the
Reconciliation Act, or (c) the level in the appropriation bill being cons
dered by each house af Congress-whichever is lower. The effect of the
latest.continuing resolution was to make further reductions in program
spending levels, bringing them below the levels authorized by the Recon-
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ciliation Act.. Once an appropriation bill is enacted, the·funding.level.it
contains supersedes that provided for in the continuing resolution, retro
active to the beginning of the federal fiscal year.

Since October 1981, 10· of the 13 appropriation bills have been signed
into law. The three appropriation bills which remain to be approved,
however, accOunt for a significant portion ofthe fed.eral budget, and well
over half of the money provided by the federal government to the state.
These three bills· include funding for labor, health, human services, and
edu9atiop programs; state,justice, and commerce activities; and treasury
and postal service operations.

The current continuihg resolution expires March 31,1982, with six
months left in FFY82. Weare unable to predict whether Coilgress·will

~~~:~~=~~~~~~~~~t=~
what the spending levels authorized in those measures will be. As a result,
the level· of federal spending for many. programs in FFY 82 still remains

~:ut~'Jl~6:t~ab;~~~:~~~~:T~tc~~~~~~c~d~~~~~ifMg::l
June 30, 1982), the difficulties presented by these uncertainties are easy
to see.

Recent Trends in Federal Aid· toCalifol"nia

th~;~i~o~it~!t¥~St~~u~~~H3~.t~~~~t~~~hi~~~fAnlfedb~~~a
on estimates presented in the Governor's Budget for 1982-83. Because the
budget in some cases assumes that federal funding will be provided at the
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Chart 1

Expenditl.lres of Federal Aid
Granted,to the·St~teof California
1978-79 through 1982-83 {in biUion$)8

o FedElr'¥lUunds (totaldollars)

lim Federalfunds (realdollars)b

11.1 11.3

82-83
(prop.)

81-82
(est.)

8Q,-81
Fiscal Year

79-8078-79

a Source. Governor's Budgets.
b'''Aear', lederal dollars equal total federal dollars deflated'to 1978-:-79 dollars using the Gross Nationa.l Product price deflator

for state and local purchases of goods and services.
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levels authorized in the OIIlIlibus Reconciliation Act, rather than atthe
lower levels provided for.. in the contiIluing resolutions, the levels of aid
shown ill the9hart for 1981-82 and 1982-83 are likely to be optimistic.

.. A review of this chart indi9ates two things: .
1. The rate Of growth in federal aid to Cali[orhiaisexpected to be

minimal ill the budget year, . ..••. ..• ....• ..• . .
2.. In terms ofpurchasing power,there has beenrelatively little growth

ill federal aid since 1978-79.. . ... .... .. ... . . .

doft:s.C~WltSfsr':~t~"Jdjf:-ede1ia~~ttt~C~~e~t>I~h:::e':~~·.put6h~~~;
power) . In terms· oftotal.actual dollars, fedepilexpenditures haye. grown
from nearly $7.5 billioninJ978-79 to$1l,3billionin 1982-83. During the
first two years of that f~)Ur-yearperiod,total federal expenditures grew at
an. average >annual rate of .. 16.9 Percent.. Dllring 1981-82 •and J982-83,
howevet,total federal. expenditures are .expectedto. grow. at an .• average
annualra,te of only 5~3percent.

In terms.• of "real".or. deflated dollars, federal expenditures have •grown
from $7.5hillionin 1978-79to $8.2 billionin1982-83. Real federalexpelldi
turesgrew at an average annual. rate of 8.8 percentduring the twocyear·
period J978-79 to 1980-81. During 1981-82 and 1982-83, however, they are
expected to decrease by 3.1percellt.

The Prospeetsifor Fed.ral.Aici in the Future
....•• Sta,te and local govemrnelltscan expecfturtb.er cutbacks .infederalaid
In theye3.l:s .ahead. The· sPelldingreducti0Ils pr()Posedby the President
and enacted by the Congress cannot be viewed as one-time occurrences.
Noris itlikelythatfederalgrants tostate and local governmentswill begin
rising once again in the near future..The ·.Omnibus Reconciliation Act
pr.. op....0.....sed.s.lP.•.endi.. ·n.g... reduction.. s of$3.8. b.i.lli.on. in.. FF..Y... 82.and.$1.05. b.i.. ll.io.n in.FFY83 and FFY84, for a total of $143 billionduring the five-year period
from 1981 to .1984. This still leaves an•additional$127hillion<in spending
reductiollswhich must be implementedifthe President wi,shes to achieve
hisgQal of $270 billion in total reductions by 1984.. ... . .... ....

Furthermore; the Economic RecoverYrax Act of1981.will all buHorce
further spending reductions to be made. We estimate that this act will
red\lce total federal tax revenlles hy $38 billion in FFY 82,~93 billion in
FFY 83, and $150 billion inFFY 84, for a total revenue redllction of $282
billion over the entire J981to19!M period. .... ... .. .

Most of the growth in federal expenditures which may occur in the
futureis likely to he absorbed by the entitlementprograms and, to aJesser
extent, by the federal defense hudget. Any growth in federal grants to
state and local govemments, however, is likely to fall far short of the
amount needed· to offset the effects of inflation.

B.FedercdBlockGran.tli
The Omnibus BudgetRecollciliation Actqf 1981 {PL 97-35}, in conjunc

tion with the Education Consolidation and. Improvement Act of 1981,
collapsed 57 federal categorical programs into the following nine block
grants.

1.. TitleXXSocial ServiceS-includes social services, day care, and relat
ed •training.

2. ·r.,ow-Income. Home Energy/Assistance (LIHEA)-restructures the
low~income energy assistance program.
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3. Alcohol, Drug Abuse, and Mental Health-combines alcohol abuse
and drug abuse categorical programs with the community mental health
centers program. ..

4. Community Services-restructures the community action program
which provides anti-poverty services.

5. Maternal and Child Health (MCH)--combines the maternal and
child health, crippled and disabled children, lead~basedpaint poisoning
prevention, sudden infant death syndrome, hemophilia, adolescent preg
nancy, and genetic disease programs.

6. Preventive Health Services-combines the health incentive grants,
risk reduction and health education, rodent control, fluoridation andhy
pertension, home health services, rape crisis services, and emergency
medical services programs.

7. Primary Care Services-restructures. the community health centers
program.

8.· Community .Development-restructures the existing small cities
community development block grant program.

9. Education--'-Consolidates 31 educational programs authorlzedili six
separate' federal acts.

Federal ReCluiremenfs
Federal law established procedures that states must follovv in order to

assume responsibility for administering block grants. Federal law also
identifies matching requirements for program and adrninistrativefunding
(if any), formulas for distributing funds to various states, restrictions on
the use of funds, and provisions for the transfer of funds from one block
grantto another.

In most cases, Eederallawestablishes' a. transition period during' Which
re~ponsibility for~e administration of block grants.is to be shifted from
thEifederalgovez;llment to the states. States, however, were required to
aS~).lIIleadrninistr~tive responsibility for the Social Services and LIHEA
blgck grantshyOp!ober 1, 1981. They are required to take over the follow
ingblock grantsn9t later than October 1,1982, or foregoJederal funding:
Alqohol,Drug AbJise, and Mental Health; Community Services; MCH; and
PreventiveHeal~l,i.Federal law regarding the education block grant
becomes effective' October .1, ·1982, but· requires the· states ·to assume re
sponsibility for thatblock grant retroactive to July 1, 1982, when payment
of federal funds would begin. Finally, federal lawpermits but does not
require. states to assume responsibility for the Community Development
block grant inFFY82 and the Primary Care block grant in FFY 83. In the
event the state chooses not to directly administer either of these block
grants, the federal government is authorized to continue direct adminis
tration of the programs.

Federal Funding Impact
TableS identifies the impactof the federal funding changes that accom

paniedtheswitchfrom categorical to block grants. This table is based on
information presented in the A-pages of the Governor's Budget.

As the table indicates, prograln funding under the federal block grant
arrangement in 1981-82 Will be 9.3 percent below what was anticipated
before the federal reductions Were made. The·federal level will be further
reducedby 7.9 percent in. 1982-83.
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Table 3
Federal Funding Changes
For Block Grant Prograrns

1981-82 and 1982-83·
(in thousands)

Funding Level
A; 1981~ticipa.ted before federal reductions .
B. 1981-82-linticipated following federal reductions

L Community provider share .
2. State share ; .

3..Subtotal ..
C. 1982-83 .

• Source: 1982-83 Governor's Budget.

DoDars
$634,136

134,392
440,820

$575,212
$529,817

Percent
Change

-9.3%
-7.9%

Table 3 identifies general trends in funding under the block grants.
Funding levels for individual block grants, however, should be. viewed
with a great deal of caution. In our discussions of the individual block
grants later in this Analysis, we point out a number of errors or overly
optimistic assumptions reflected in the amounts estimated for the block
grants in the Governor's Budget. For example:

• .The amollnt of funds proposed for. the Maternal and .Child Health,
Preventiv,e Health Services, and Alcohol, Drug Abuse and. Mental
Health block grants for 1982--83 is based on.the·.amountsauthorized
in the Omnibus Budget Reconciliation Act. The most recent continu
ing resolution, however, appropriated from 6.8 percent to 15.1 per
cent less money for these programs than the amounts authorized in
the Reconciliation Act. Asa result, the level ofanticipated federal
funding shown in the budget may be too optimistic..

•• The administration counted a portion ofblock grant funds forPreven
tive. Health twice, thus overstating the total·level. of federal funds
available to the state by more than $1 million. .

• The amount of funds budgeted for the Maternal and Child Health
block grant t.ails. to take. into .ace.. ount the fact that the act allows the
federal government to ."set aside" .up .to 15 percent·of total funds
available nationwide to. support special projects. The Governor's
Budget anticipates' receiving these funds for continuing activities
which may not meet the federal criteria for special projects. Asa
result, the amount of funds budgeted for the ~aternalandChild
Health block grant in 1982--83 may be overstated by as much as $2.5
million.

• The Low Income Home. Energy Assistance block grant amount in
cludes $600,000 which will be allocated directly bythe federal govern
ment to Indian, tribes, rather than to the state, thus overstating the
amount of funds actually available for direct state expenditure.

We also note several instancesinwhich theinformation containedin the
budget on block grant funding levels is either contradictory or incom
plete:

• In the case of the Preventive Health, Maternal and Child Health,and
Social Servicesblock.grants, the budget presents conflicting detail on
the amount of block grant funding in its A-pages, the budget narra
tive, and individual back-up budget detail.

• The administration was unable to verify how it had estimated the
amount offunding proposed in the Governor's Budget for the Mental
Health blockgrant portion.
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State Enabling Legislation
Chapter 1186, Statutes of 1981 (AB 2185), which hecame effective Janu

ary 1, 1982, establishes provisionsfor state administration of the federal
block grants during 1981-82 and sub~equentyears.Itdirects the state to
assume administrative responsibility for the LIHEAand Social Services
blockgrants during 1981-82. It also states that thefollowing six block grant
programs "shall not be assumed by the state until July 1, 1982": Preventive
Health; MCH; Primary Care; Alcohol, Drug Abuse and Mental Health;
Community Services; and Community, Development. Another provision
of Chapter 1186 requires the Governor to submit information for "all
federal programs to be administered ,by the state as of July 1, 1982."

Because of the language contained in Chapter 1186, there is some confu
sion regarding when the six block grants must be taken over by the state.

10/1/82

10/1/81

10/1/81

Governors
Budget

1981-S2

1981-S2

7/1182 "

10/1/81

1011/81

No later than
1011/82

Table 4
Implementation ,Dates

for State Administration of Block Grant Programs,
As Specified by Federal and State Law

and the Governor's Budget

Federal State Law
Law . (Ch 1186/81)Block Grant Program

L Social Seryices--Deparbnent ,of, So-
cial,Seryices :..

2. LIHEA-Office,ofEconomic'Oppor-
tunity .; ;.•..; ; .

3. Alcohol, Drug Abuse and Mental
Health-Deparbnents" ,. of ' Mental
Health ,arid Alcohol and Drug Abuse

10/1/82

10/1/82

711/82"

7/1/82"
4.Comniuriity Services--Office of Eco-

,mmric Opportunity................................ No laterthan
10/1/82

5.M:atemal and ChlldUealth-Depart-
ment of Health Seryices ;.......... No later than

10/1/82
6. Preventive HealthSerVices--Depart

)ment of Health Services and Emer-
gency Medical Services Authority .... No later than

10/1/82
7/1/82 " 10/1/82

10/1/82

10/1/82

Allow federal
government to
continue to ad-

minister

7/1182"

7/1/82 "

7/1/82 C

FFY 83 b7., Primary Care , ..

8.• Community Development-Depart
mentofHousing and Community De-
velopmimt ; ; ;..; .

9. Education-Deparbnent of, Educa-
tion ; : . Does not

specify
"Legislative Analyst's assumption. Weare awaiting anopinioIl. from Legislative Counsel regarding the

requirements of Chapter 1186.
b Federal law permits the federal government to continue to administer the Primary Care and Commu

nity Development block grants if, the state opts not,to assume direct administrative responsibility for
them. ' ," ' " " ..'

C Federal law becomes effective October 1, 1982, but its provisions regarding the paymentoffederal funds
to the states are retroactive to July 1, 1982.
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The administration is interpreting the provisions ofChapter 1186to mean
that the state must assume administrative responsibility for these block
grants nosooner than July 1, 1982, rather than on July 1, 1982. As a result,
the Governor's Budget proposes to let the federal government continue
to administer the Primary Care block grant and to have the state take over
the remaining five block grants on October 1, 1982. We have requested a
legal opinion from the Legislative Counsel to clarify this issue.

Table 4 compares the implementation dates for state administration of
block grants under federal law, Chapter 1186 (assuming a July 1, 1982
implementation date for the six block grants), and the Governor'sBudget.

Chapter 1186 does not specify the date on which the state must assume
responsibility for administration of the education block grant. It does,
however, require that a Governor-appointed advisory committee make
recommendations on the allocation of education block grant funds by May
1, 1982. It also requires the Superintendent of Public Instruction and the
State Board of Education to make recommendations by July 1, 1982.

Budget Reporting Requirements
Chapter 1186 requires all affected departments to report to the Legisla

ture no later than October 15, 1981 on the new block. grant programs.
These reports are to include a summary ofprograms, funding levels, con
tracting progress, clients.affected by funding reductions during 1981-82,
and a description of transition programs.

The Department of Finance has indicated that because of federal delays
and uncertainty regarding the federal budget for 1982, most departments
do not have sufficient information to prepare the required reports. As a
result, the Department of Finance has instructed individual departments
to submit this information to the Legislature as it becomes available. The
information will be submitted in the form of a letter prepared under the
provisions of Section 28 ofthe Budget Act of 1981.

As ofFebruary 1, 1982, one Sectibn28letter-covering the Social Serv
ices block grant-had been submitted by the Department of Finance to
the Legislature. That letter addressed some,·but not ali, of the reporting
requirements identified in Chapter 1186.

Chapter 1186 also requires the Governor to submit, as part of his
proposed 1982-83 budget, the following information related to block
grants: program identification, estimates and descriptions of clients affect
ed, estimates of federal funding levels, and a proposal for the structural
and administrative organization of block grant programs to be adminis
teredby the state as ofJuly 1, 1982. The Governor's Budget acknowledges
that due to uncertainties regarding federal funding and delays in federal
rules and regulations governing the block grants, several ofthe proposals
included in the budget. are incomplete. The budget states that m.. ore spe
cific information will be provided before or during budget hearings.

Below, we summarize our findings regarding the adequacy of informa
tion submitted in the Governor's Budget regarding the block grants, and
our recommendations for requiring the submission of additional informa
tion. Detailed discussions of eachrecommendation are found in our analy
sis· of individual budget items.

1. The administration is proposing to spend less than the full amount of
the Community Services block grant allocation for the budget year. Be
cause this will result in a reduction in available funds from prior year
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levels, we recommend that the administration report on, how funding
priorities will be established and whether it will redu,c~ the level or num
ber of awards to local agencies.

2. Carry-over funds from Community Services block grant awards
made in prior fiscal years are available to the state in the budget year. As
a result, we recommend that the administration report on both the block
grant amount as well as any carry-over amount available in the budget
year to ensure legislative control over the expenditure of all block grant
funds.

3. The administration has failed to meet many of the reporting require
ments identified in Ch 1186/81 for the Preventive Health Services, Mater
nal and Child Health, and Alcohol, Drug Abuse and Mental Health block
grants. As a result, we recommend that the administration submit the
required information, including (a) a description of programs and clients
affected, and (b) proposals for administering the block grants, including
expenditure plans, staffing requirements, and a discussion of options for
integrating federal and state programs.

4. The budget does not include adequate information on staffing re
quirements 'for the administration of (a) preventive health service funds
by the Emergency Medical Services Authority, (b) community mental
health centers funds by the Department of Mental Health, and (c) small
cities community development grants by the Department of Housing and
Community Development. In each case, California has not previously had
a role in the administration of these funds.

The budgets fol"'the Emergency Medical Services Authority and the
Department of Mental Health do not explain how necessary staff and
administrative resources will be provided. In addition, the budget forthe
Department of Housing and Community Development proposes $652,000
in state and federal funds for 15 positions to administer the block grants,
but the department has been unable to provide workload estimates or
other materials toj;llstify the requested amount. In each case, we .recom
mendthat the necessary material be provided so that the Legislature can
assure that adequate resources will be available to administer these new
state programs."

5. Eederal Fund~Jor the education block grant are expected to be 35.4
percent less than funds for programs consolidatedinto the block grant. Yet
the budget proposes a $1.6 million increase in funding for state operations.
We recommend that the Legislature withhold action on total proposed
funding for state operations, pending receipt of adequate justification
from the administration and final action on allocations by the special
advisory committee.

C. Cost-of-Living Adjustments
We recommend that the Legislature:
1. Repealstatutory COLAs and provide inflation adjustments through

the budget process to all programs that warrant such adjustments.
2. Base state employee salary adjustments for those employees not cov

ered by memorandums of understanding on pay levels for'comparable
occupational groups in nonstate employment, rather than on changes in
the cost-of-living indices.

3. Use the two GNP price deflators, with certain exceptions, as a basis
forjudging how inflation is affecting private citizens generallyand state
and local governments.

4..Give highestpriority to programs which can demonstrate that a re-
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duction in. state funding will lead to a direct andproportionate reduction
in essential services.

5. Require that each program administrator.identify (a) how COLAs
willbe llsedand(b) whatprogram adjustments willbe madeifthe COLA
providedis not sufficient to maintain current services.

Discretionary. andStCitutoryCOLAs
Existirig law authorizes automatic cost-of-living adjustments (COLAs)

for 17 differ~nt programs, most of them in the health, education, and
welfare areas. These adjustments generally are referred to as statutory
COLAs. In 1982-83, statutory COLAs will range from 4.6 percent (Medi
Cal drug ingredients) to 13.95> percent (teachers' retirement). Those
COLAs with the largest costs are K__12 apportionments ($520 million) ,
SSl/SSP($170million) and AFDG($130 million). Iffullyfunded, statutory
COLAs would increase General Fund expenditures by $1.3 billion in 1982
83.

Many other local assistance·programs generally have received COLAs
onadiscretionarybasis, through the budget process. If these programs are

~~~~i~~:::rG~h;r~~~~e::e~:~~~~~~cfn~~~:~~b~o~d:idttio~~
$0.7 billion in 1982-83.

Governor's.Budget Proposal
The budgetproposes full statUtory COLAs for SSI/SSP, AFDC, In-Home

Supportive Services, and apportionments for K-12 education, county of
fices of education, master plan.for special education, and community col
leges~ The Governor has sponsored provisions ofAB 2361 and SB 1326 that
would. suspend the operation Qfall other statutory COLAs in 1982-83.

The budgetproposes to provide an increase of5 percent to most of the
remaining •. programs .. which .. have· received. statutory or discretionary
COLAsinpast years. Theone exceptionis that the budget proposes no
COLAfor Medi-Cal hospital inpatient services, drug ingredients, and
other Medi.Cal providers.

The budget proposes a total of $1.5 billion from the General Fund for
.. COLAs.This is $523 million; or 26 percent, less than whatwould be needed

to provide full increases for all programs with statutory COLAs and to
maintain current services in programs which traditionally have received
discretionl;lry COLAs.

Legislative Issues Regarding .Determinationof COLAs.
There are a number of issues which the Legislature may wish toconsid

er in deciding how much of a COLAto providefor individual programs.
1. Should COLAs be establishedbystatute or through thebudgetproc

ess? . Statutory COLAs are intended to give program recipients some
degreeof certainty regarding thelevel of state funds they will receive in
a·givenyear.In providing .. this. assurance· to certain groups,·however, the
Legislature necessarily reduces its ability to allocateJunds to reflect its
program priorities and available resources. During the last two budget
cycles, the BlldgetAct has funded COLAs for many programs at less than
the level authorized bystatute. The result is that statutory COLAs have

·d~~)'~d~~i~~i~~~v~dt~~~~~~j~~~~~~·t~~:~o%~r:~dr~ha~es~~~:
tory CQLAs be repealed and that inflation adjustments be provided to all
programsthat warrant such adjustments through the budget process.Such
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adjustments should be based on program needs and the availability of
funds to finance these needs.

2; Should the salariesofstate employees be based on comparable sala
ries or cost-of-living considerations? In providing salary increases to
those state employees not covered by memorandums. of understanding,
the Legislature may choose to base the increases on one of two primary
standards: (a) salaries paid by the private sector or other governmental
agencies or (b) changes in the cost-of-living.

In those years when private sector salaries fail to keep up with inflation,
choosing between these goals will have significant cost implications. It will
also have significant· policy implications, since it raises the question of
whether state employees should be protected llgainst inflation to a greater
extent than (a) the taxpayers who supply the funds to pay their salaries,
(b) local government employees, or (c) other recipients .of state funds
such as medical providers or welfare recipients.

We continue. to recommend that the Legislature base salary adjust
ments for state employees not covered by memorandums of understand
ing on pay levels for comparable occupational groups in non.state employ
ment, rather than on inflationary considerations.

3. What indices should be used in adjusting for the effects of infla
tion?·. Existing statutory COLAs range from a low of4.6 percent to a high
of 13.95 percent We can find no analytic justification for such a. wide
variation inthe. adjustments provided Jodifferent programs. Many statu
tory COLAs are tied toa particular inflationaryindex such as the U.S. or
California Consumer Price Index (CPI). Most welfare programs use a
specially constructed California Necessities Index (CNI). Other programs
are provided statutorily specified incryases based on suchmeasures as the
manufacturers' direct list prices for Medi-Cal drug ingredients, adminis
tratively determined "reasonable cost" guidelines for Medi-Cal inpatient
reimbursements,.or legislatively established revenue limits for K~12 ap
portionments.

In last year's>A.l1ll1ysis,we discussed five of the more commonly used
indices: the U.S..CPI, the California CPI, the Gross National Product
(GNP) personal:consumption deflator, the GNP state and local govern
ment deflator, and the CNI. For each index, we identified its measure of
the inflation rate over thelast decade and some of its strengths and weak
nesses.

Based on the measuringdeficiencies in the CPI, we continue to recom
mend that the Legislature use the two GNP deflatorsas a basis forjudging
how inflation affects private citizens generally and state and local govern
ments. In addition,we continue to believe that the CNI may prove to be
a goodmeasure of inflation's effect on welfare recipients ifrefinementsin
Gertain spending subcategories can be made.

4. ,How does the Legislature intendthat COLA funds be.used? Funds
for COLAs generally are added to a program's total fundingand may be
used for anyofthepurposes for which program funds are provided. As a
result, itis extremely .difficult to track how such funds have been used in
prior fiscal years, or to project howthey will be used in the budget year.
Our analysis indicates; however, that COLA funds will be used in one of
four primary ways: (1) to increase salaries and operating expenses for
employees ofcounties, schools and community college districts;· (2) to
increase the maximum grants paid to welfare recipiehts; (3) to provide
rate increases for providers who contract with the, state Or counties to
provide specified services (mostly in the health and welfare areas); and
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(4) to provide salary increases for state employees.
In addition, COLAs are used toIllaintain the realvalue of (1) the state's

contribution to the St~te Teachers' Retirement System (STR,S) to offset
a portion of the system's unfunded liability, (2) reimbursements to offset
local property tax relief revenue losses, and (3) student grantlevels pro
videdunder· the Equal Opportunity Program.

Occasionally,programs have used COLA funds to finance one-time
expenditures including capital improvements (alcohol and drug. abuse
pro~ams), to increase service hours (in-home supportive servICes),and
topmvideadditional service grants (youth authority county justice sys
tem).'

Generally, it is thefullding reCipient who decides how the COLA funds
will be used. These include county boards of supervisors, school district
boards,private providers, and individual recipients. State agencies have
placed very few administrative constraints on the use of COLA funds. A
number of legislative constraints, however, have been placed on the use
of COLA funds in specific programs. For example, budget actlanguage or
statutory provisions have been used to:

• set specific rate increases fo!, different types of providers funded
through the Medi-Cal program and regionalc~nters,

• prohibit state paymentfor county employee salary adjustments which
exceed the percentincreasespecificallyauthorized bythe Legislature
for county Medi-Cal and welfare program administration, and

• prohibit salary and benefit increases to regional center employees and
providers. which exceed 5.percent.

In addition, language in the 1982 Budget Act proposes a capon COLAs
fo.r.. pr.o.. VI.. ·.·der re.i.mbu.rse.m..ent. ra.tes in..•. the Dep.artment of Rehabilitati..on's
work activity program.

Generally, the Legislature does not have adequate information. to indi
cate how programs will respond if they do not receive a COLA sufficient
to maintain currentservice levels. As a result, it also is difficultto identify
what effect such adjustments willhave on the level and quality of services
provided and the achievement of stated program goals.

Some recipients have a variety of options available to them if they do
not receive a full COLA. For example, a program administrator maybe
able to increase workload or extend workload backlogs, increase fees,
reduce the number ofclients served, extend waiting lists, substitute alter
native funds, defer certain projects or acquisitions, reduce or eliminate
optional programs, lay-off staff, or freeze salaries and wages. Some agen
cies, because of the nature of the program.s they adm.... inister, .have few
options. The STRS program, for example, has only one option when the
state's contribution fails to keep pace with inflation-watch the unfunded
liability grow. Still other.programs are prohibited from taking certain
action.

In.order to assure that funds· provided for COLAs are used in the most
cost-effective •. manner, we recommend that .the ... Legislature. assign·· the
highest priority to programs which· can demonstrate that a reduction in
state funding will lead to a direct and proportionate reduction in essential
services. This includes programs or recipients which have few alternative
means for adjusting the level oftheir expenditures or substituting alterna
tive .sources of. funding. The·· programs which most .clearly. meet these
criteria are the AFDCand SSI/SSP programs. Welfare recipients, for
eXample, cannot make a fixed amount ofmoney "go further" by increasing
productivity or deferring certain purchases.



We further recommend that, in considering the level of COLAs pro
vided to other programs, the Legislature require that such programsiden
tify (a) how COLAs will be used and, (b) what program adjustment will
be made if the COLA provided is not sufficient to maintain current serv
ices. In certain cases, the Legislature may wish to add,clarifying language
to the BudgetBill to ensure that actual program expenditures, or reduc~
tions are cOnSistent with legislative program priorities. .

D.Five Percent Redudions in State,Operations Budgets
The Governor directed most state agencies and departments to reduce

the General Fund portion of their 1982-:83 baseline budgets for state oper
ations budget by 5 percent. ,These reductions were'not supposed't6 re
quire a change in statute or regulation. In addition, the reductions were
not to include savings in programs already scheduled for reduction or
elimination.

The administration exempted all 24-hour facilities from the 5 percent
reduction. This included state correctional facilities, the Veterans' Home,
state hospitals, state special schools for the disabled, and the work activity
program for the developmentally disabled. Italso exempted all local assist
ance programs and all state operations financed with special fund reve-
nues. . .

According to information provided in the A-Pages of the budget, 1982
83 General Fund reductions achieved as a result of this directive totaled
$115.1 million. Our analysis, however, indicates that this total inappropri
ately includes reductions of $2.8 million for the Board of Equalization and
$4.3 million for the Franchise Tax Board. Because the Department of
Finance subsequently restored both these reductions, they should not
have been counted in the total. Adjusting the total budget reduction to
exclude these amounts leaves a revised total reduction of $108 million.

The Governor'sB.pdget also.exempted the Legislature from any reduc-
tion. The Lc;g~sl,a.',.tu.. ,',r".e,,·,.,,howev,er, indepe!1dently adjusted i~s budget to ~e
flect $5.1 mIllionln'lmallocated reductions. These reductions are not In-
eluded in the $1b8million total.

Table 5 breaksoutthe General Fund 5 percent reductions by spending
category. Each of tnese categories is described below.

Table 5
Governor's Budget

Five Percent General Fund Reductions
By Spending Category

(in millions)

Category
1. Personal services .
2. Operating expenses and equipment (not related to personal services)
3.. State programs .
4. Unallocated reductions ; ; ..

a. By program ..
b. By departinent ..

5. Reductions achieved by transferring costs to other funding sources
a. User fees ..
b. Federal funds .
c. Reimbursements from other departments .
d. Bond funds ..
e. Other state funding sources ..
Totals ..
Personnel-years-503
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Amount
$18.8
22.5
9.0

21:6
(0.5)

(21.1)
36.1

(30.2)
(4.9)
(0.5)
(0.4)
(0.1)

$108.0

Percent
ofTotal

17.4%
20.8
8.3

20.0
(0.5)

(19..5)
33.5 .

(28.0)
(4.5)
(0.5)
(0.4)
(0.1)

100.0%



1. Personal Services-includes reductions in authorized positions, staff
benefits, and related operating expenses and equipment. It also includes
reductions in· temporary help, overtime, and savings resulting from hold
ing current positions vacant (salary savings).

2. Operating Expenses and Equipment (OE&E)-includes OE&E re
ductions not specifically related to the elimination of positions. It contains
such items of expenditure as general office expenses, travel, facilities oper
ations, consulting and professional services, and training.

3.. State Programs-includes reductions in programs directly adminis-
tered by state agencies. l'

4. Unallocated Reductions~onsistsof two components. The first in
cludes reductions which are assigned. to a specific program within a de"'
partment or agency but which are unallocated within that specifi~ pro
gram. The second includes reductions which are unallocated within a
department or agency.

5.· Reductions Achieved by Transferring Costs to Other Funding
Source~onsists of General Fund reductions wmch are a~hieved by
transferring the cost of an activity to (a) user fees, (b) federal funds, (c)
reimbursements from other departments, (d) bond funds, or (e) other
state funding Sources.

Findings. Below, we describe our findings regarding how the 5 per
cent reductions were achieved by the individual departments and agen-
cies. .

1. The administration gave individual departments discretion in icfenti
fying which activities were to bereduced Asa result, therecisno consistent
pattern as to how thtl! various departments applied these reductions. For
example, the extent· to which departmep.ts eliminated positions in order
to achieve their budget reductions varies widely. Some departments, such
as the Departments of Social Services andJustice, optedJo ta~~themajor
ity of their reductions in authorized positions. Others, such as the Depart
ments' of Health Services and Education and the University of California,
chose to take few or no position reductions, and instead achieved their
reductions in other areas.

In one case, the administration allowed a department to apply a reduc
tion to the local assistance portion of its budget. Specifically, the Depart
ment of Housing and Community Development reduced local assistance
support for housing development loans to local agencies by $210,000.

2. The administration didnot consistentlyapply the 5 percentreduction
to all departments and agencies. In most cases~ we are unable to identify
the analytical basis for excluding certain departments from the full 5
percent reduction and not excluding others. The administration com
pletely exempted the budgets of the Judiciary, the Department of Indus
trial Relations, and the California Conservation Corps. In other cases, the
admillistration agreed to a reduction of less than 5 percent. Those depart
ments receiving less than a full 5 percent reduction include the University
of California (2.5 percent), the California State University (2.5 percent),
the Department ofJustice (3.7 percent), and the Department of Forestry
(1.8 percent), among others.

In several cases, the administrationrejected a department's proposal for
achieving the intended reduction as programmatically unacceptable.
Rather than requiring the department to submit an alternative proposal,
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however, the administration instead simply exempted the department
from the reduction.

3. The budget reductionspenalize those departments which rely heav
ily on General Fund support. . For example, the State Personnel Board,
which is supported almost entirely from the General Fund, was required
to sustain substantial reductions. The Public Employees' Retirement Sys~

tern, on the other hand, is supported entirely by special funds and there
fore was not subject to any reductions. In our judgment,decisions regard
ing budget reductions should be based on whether an activity or function
is needed, rather than on whether or not it is supported from the General
Fund.

4. The budget reducb'onspenalize those activities or functions which
are categorized as "state operations" .rather than "local assistance." In
manycases, we can identifylittle orno analytic difference amongactivities
included in these two categories. A number of activities categorized as
state operations actually provide funds to local governments and organiza
tions or individuals. Examples include arts grants to local organizations
provided by the Arts Council, grants to local youth employment programs
provided by the Employment Development Department, recycling
grants provided to local organizations by the State Solid Waste Manage.
ment Board, grants to local agencies provided by the Emergency Medical
Services Authority, and student grants awarded by the Student Aid Com
mission. Because these activities are budgeted as state operations, the
agencies were permitted to reduce them in achieving the required 5
percent reductions.

On the other hand, items ofspending classified as local assistance often
include administrative operations comparable to those budgeted as state
operations. An example is the review of client utilization rates which is
performed both by staff in regional centers for the developmentally dis
abled and by Medi-Cal staff. Because support for regional center staff is
budgeted as locakassistance, it was exempted from the 5 percent reduc
tion, whereas supportfor Medi-Cal staff was not exempted. Our analysis
indicates that decisions regarding budget reductions should be based on
the necessity of the.£unction, rather than on how the function is identified
in budget spendiIlgcategories.

5. The total General Fund reduction of$108 million reflects onlya $72
million reduction in the level ofstate government. One-thi~ or $36 mil
lion, of the reductions were achieved by shifting the cost ofactivities to
other funding sources. A number of agencies maintained existing serv
ices but shifted the cost of these services to user fees. For example,· the
California State University achieved $13.1 million, or 52 percent, of its
reduction by increasing student fees. Similarly, the Department of Parks
and Recreation identified a reduction of $3.7 million but was able to offset
this reduction and actually increase its baseline spending by 5 percent by
increasing user fees and concession rental revenues at state parks for a
total net increase of $2.3 million.

In most cases, we believe it is appropriate to require those who are the
direct beneficiaries of state services to pay for these services when they
are able. Allowing agencies to count those General Fund reductions which
were offset by increased user fees, however, gives these agencies an ad
vantage over other agencies which are unable to tap alternative revenue
sources and thus must take "real" budget cuts.

In some cases, agencies merely transferred the cost of certain activities
from the General Fund to other state funding sources. For example, the
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Department ofJusticeachieved a $96,000 reduction by increasing itsreim
bursements from special fund departments. The Controller's Office
achieved a $420,000 reduction by imposing a fee on other state agencies
for processing certain payroll documents. The Water Resources Control
Board achieved a $252,000 reduction by transferring the cost of contracts
for toxic monitoring to the Clean Water Bond Fund, even though the
General Fund ultimately is responsible for repaying the principal and
interest on the bonds.

6. In a few cases~ the administration include~ as part ofits special 5
percent reductions~ those reductions which should have been incorporat
ed as part of the normal budget preparation process. For example, the
State Treasurer's reduction included $144,000 from increased reimburse
ments charged to various bond commissions and authorities, even though
these reimbursements are required under provisions of existing law. Simi
larly, the Postsecondary Education Commission included a reduction of
$64,000 achieved by eliminating a state match for a federal program which
was terminated in FFY 81.

7. The budget fails to identify how almost $22 million in GeneralFund
budget reductions will be achieved For example, the budget for the
California State University contains $12.1 million in unallocated reductions
and the University of California's budget contains $8;7 million in unallocat
ed reductions. Several other departments have identified reductions for
specific programs but have not identified how these reductions will be
achieved.· The. most .. significant· of these. is the Department of General
Services, which has identified $354,000 in reductions for maintenance of
the Capitol Complex but has not specified what activities will be reduced.
In some cases, the budget indicates a spending plan for unallocated reduc
tions will be provided prior to budget hearings. Without this information,
the Legislature willbe unable to determine how totaHunds for a depart
mentor programwill be spent.

Summary ofRecommendations. In our· analysis of individual budget
items, we identify the specific reductions applied to each department. In
thoseitemswhere our analysis indicates thatfunds requested in the Gov
ernor'sBudgetare less than the· amount needed to accomplish the bud
get's stated objectives, we point this out. We also recommend that the
administration be prepared to explain how it. expects to carry out the
program within the amount proposed. Where reductions are unallocated
within departments or programs, we recommend that a spending plan be
submitted to the Legislature prior to budget hearings. In several cases, we
conclude that a program scheduled for elimination or reduction is per
forming a worthwhile or cost-saving activity and therefore recommend
that the program be continued using an alternative funding source.

E. Governor's Proposal for Controlling Toxic Substances
For the past two years, the budget has proposed major increases in state

efforts to control toxic substances, including hazardous wastes.
For 1982--83, the budget provides 773.8 rositions and $47.6 million from

various funds for toxic substances contro activities in 11 state agencies.
This is an increase of 204.9 positions, or 36 percent, above current-year·
authorized positions, and $18.2 million, or 62.2 percent, above estimated
current-year expenditures. The increase consists of $24.5 million in new
proposals, offset by $6.3 million in reductions to reflect one-time expendi
tures in the current year.

Table 6 provides an overview of the Governor's Toxic Substance Control
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program for 1982-83. It shows for each component of the program, fund
ing source, estimated current-year expenditures, proposed budget
changes, and our recommendations regarding the funding request. Each
of these recommendations is discussed in our analysis of the individual
budget items.

The three major proposals contained in the budget are as follows:
1. Superfund The budget requests $10 million to implement Ch 756/

81 (SB 618) for hazardous waste site clean-up and emergency response.
Our analysis indicates that the proposed activities lack coordination and
that the implementation schedule for a major portion of the proposal is
unrealistic. Moreover, the detailed expenditure plan prepared by the De
partment of Health Services exceeds the $10 million available from the
Hazardous Substances Account.

2. Polychlorinated Biphenyls (PCBs). PCBs are substances used in
the manufacture of electrical equipment in past years which recently have
been found to be highly toxic. The budget proposes the removal of equip
ment leaking PCBs in state-owned buildings, at a cost of $5.8 million. We
recommend deletion of the funds because (a) the Department of General
Services has not acted expeditiously to expend funds appropriated in the
1981 Budget Act for this purpose, (b) the expenditures should be support
ed by special funds, not the General Fund, and (c) a portion of the
proposed expenditures is not adequately justified.

3. Occupational Health. The budget proposes 88 new positions and
over $4 million. in the Department of Industrial Relations to establish
regulations, increase worksiteinspections·and develop voluntary compli
ance programs. We withhold recommendation on 12 of the proposed
positions due to inadequate justification.

F. G~vernor's "Investment In People Initiative"
The Governor's Budget proposes to allocate a total of $49 million from

the General Fund:''among six educational and employment-related activi
ties as part of hisA'Investment in People" initiative. As summarized in
Table 7, these proposals address (1) deficiencies in the training of math
and science teachers and the relevance of the instructional materials pro
vided for classroom use, (2) the adequacy of funding for engineering
education in both the University of California and the State University
system, (3) promotion of technical job training programs and establish
ment ofgrants for training programs in high technology fields, (4) training
for welfare recipients, (5) assistance to displaced workers, and (6)
strengthening the relationship between vocational education councils and
the business community.

Conceptually, we believe that the Investment in People proposals rep
resent a first step in identifying issues which merit the serious considera
tion ofboth the executive and legislative branches. We find, however, that
many of the proposals, particularly those in the education area, are so
lacking in program and budgetary detail that we have no basis for deter
mining either their feasibility or the need for. additional resources. Other
proposals in the employment area would expand existing pilot projects
begun onJuly 1, 1981,even though current law makes rrogram expansions
contingent on the demonstrated cost-effectiveness 0 these projects.

Accordingly, except in the case of two components-the Department of
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Table 6
An Overview of Toxic Substances Programs·

Estimated and Proposed Expenditures
1981-C and1982-«t

(dollars in thouiS8nds)

t:l:l

~

Item Agency
0650 Office of Planning and Research .
0690 Office of Emergency Services .

0860 Board of Equalization., ..
1710 Office of State Fire Marshal .
1760. Department of GeneralServices .
2720 California Highway PatroL ..

3400 Air Resources Board , ..

3940 Water Resources Control Board .
4260 Department of Health Services

(1) Superfund Cleanup and Emergency Response ..

(2) Hazardous Waste Management .

(3) Siting and Abandoned Site Search ..
(4) Laboratories, Epidemiology Studies, Occupational

Hazards, and Research .

1982-83
Recommended

Estimated 1981-82 Proposed Change' Reductioils
Fund Amount Staff Amount Staff Amount Staff

Reimb. ($473) 8.0 ($132) 3.0
General lOB 1.5 - -
Reimb. - - (83) 2.5 ( -$30) -1
Reimb. (357) 16.7 (-5) -6.5 - -
General 200 1.0 -160 - -37 -1
SAFCO 3,647 - 2,153 5.0 -5,310 b -5
MVA 835 18.8 852 21.0 -
Reimb. (80) 1.0 (212) 1.5 Withhold
General 202 23.4°
MVA 891 N/A 'JET 7.0
APCF - - 60
ELPF 92 N/A 21
Federal 101 N/A
Various 4,380 74.5 -216 -8.1 Withhold

HSA - - 10,000 47.5 Withhold
General 2,000 10.0 -2,576 d -10.0
HWCA 2,909 61.0 2,358 31.0 Withhold
Federal 2,568 53.0 251
ERF 1,499 33.0 -363 -10.0

General 1,628 40.0 1,408 17.0
Reimb. (3,473) 66.0 (398) 13.0



ERF-Energy and Resources Fund
HSA-Hazardous Substances Account
HWCA-Hazardous Waste Control Account
ELPF-Environrnental License Plate Fund

!W.')() Department of Indusbial Relations General
Federal
Reimb.

8710 Board of Control General
Reimb.

Totals.......................................................................................... All
Totals, proposed budget, 1982-83 ..

Fund Abbreviations:
MVA-Motor Vehicle Account
Reimb;-Reimbursements
SAFCO-Special Account for Capital Outlay
APCF-Air Pollution Control Fund

4,131 77.5
4,131 77.5

$29,322 568.9

4,061 84.0 Withhold
- - -

(157) 4.0 Withhold
6 - -6

89 3.0 __(6)

$18,231 204.9 -$5,353 -7
$47,553 773.8

I::ll

~

• Change includes proposed new activities and the elimination ofcurrent-year, limited-tenn projects.
b. Withhold recommendation on. $490,000.
• The board was unable to identify positions by fund.
d Includes repayment of General Fund loan.
eAmounts in parentheses represent reimbursements from other state departments.



EmploymentDevelopment Training for Welfare Recipients and Aidto Dis
plac.ed Workers-for .which we recommend limited appro.val,. we are
recommending that funding for the Investment in People Initiative be
deleted from the budget. Each of the components is more fully discussed
in our analysis of the respective budget items cited in Table 7. We will
advise the fiscal committees if additional information becomes available
before the budget hearings that would warrant a change in our recom
mendations.

Table 7
Investment in People Initiative
Proposed 1982-83 Expenditures

(in millions)

Item
6100-189-001

6440-001-001
661o-o<l1-OO1

687Q-101-OO1
8350-001-001

510Q-001-OO1

510Q-001-OO1

510Q-001-OO1

Agency and Program
Department ofEducation
1. Training for Math and Science Teachers-K"'-12 .

Replace and supplement instructional materials (math and
science textbooks) .

Augmentresource centers to upgrade the teaching skills of sec-
ondary math and science teachers ..

Staff development for secondary math and science teachers ..
Um'versity ofCalifornia (UG)
California State University System (CSU)
2. Funding for Engineering Education ..

UC: Research and education in engineering, computer sciences,
and related basic sciences .

CSU: Science and engineering enhancement .
Community CoUeges
Department ofIndustrial Relations
3. Technical Job-based Training .

Community Colleges: employment-based job training ..
Community Colleges: Institutes in high-technology jobs .
Department ofIndustrial Relations: promote employment'based

training .
Employment Development Department
4. Training for Welfare Recipients .

Employment Preparation Program .
Training for Welfare Recipients ..

Employment Development Department
5. Aid to Displaced Workers ..
Employment Development Department
6. Strengthen Relations Between Vocational Education Councils

and the Business Community .

Total Expenditure .

General Fund
Expenditure 1

$19.6

$8.6

3.4
7.6

7.0

4.0
3.0

11.2
7.5
2.5

1.2

8.0
6.5
1.5

2.0 2.0

1.0 1.0-
$49.0

1 Components do not add to total due to roundIng.

G. Capital Outlay Issues
The capital outlay proposals in the Budget Bill raise the following major

issues which the Legislature will need to consider.
Prison Facilities. The budget contains $161.8 million to continue plan

ning for new prisons, to complete construction of the Tehachapi project
and to construct temporary prison facilities. The budgeted alllount is to
be funded from the new Prison Construction Bond Act of 1981 that will
be submitted to the voters for their approval in June 1982.
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The administration proposes that 11,900 additional beds be constructed
over the nextJive years to alleviateovercrowding in the prison system. It
would cost about $800 million to·finance these added facilities. The bond
act would finance $495 million of this amount. The administration has not,
however, identified a funding source for the remaining $305 million.

Moreover, the department estimates that even with these 11,900 new
beds, the inmate population in 1987 will still be 6,800 above the. system's
designed capacity. It could cost an additional $640 million to eliminate this
deficit. Thus, if the bond issue is approved by the voters and the Legisla
ture decides to provide enough beds to eliminate overcrowding by 1987,
the state will need to provide nearly $1 billion for prison construction .on
top of the $495 million proposed in the 1981 bond act. This estimate,
moreover, makes no allowance for the impact ofpending legislation on
the prison population in 1987 or later years.

The Budget Bill indicates that in the event the bond measure is not
approved by the voters, the Tehachapi project~$69.3million-is to be
considered a priority project and funding shall be available from the
Special Account for Capital Outlay. Thus, the Tehachapi project, which
provides 1,000 maximum-security beds, could proceed using tidelands oil
revenues in the SAFCO (although it would proceed at the expense of
virtually all other projects proposed for funding from the SAFCO iIi 1982
83). The other prison projects, however, could not proceed within the
budgeted amounts, and the Legislature would be faced with funding new
prison construction using additional tidelands oil revenue or the General
Fund. The only other alternatives to proceeding with the state's prison
construction program would be to (1) increase the number of inmates
double-celled (two inmates in a cell designed for one inmate) or (2)
commit fewer people to prison.

Cogeneration Facilities. The budget contains several appropriations to
develop cogeneration. utility facilities ata number of state-owned loca
tions. Chapter 102, Statutes of 1981, states that:

"It is the policy ofthis state to use available resources at state facilities
which can substitutefor traditional energy supplies or produce electric
ity at its facilities when use or production will reduce long-term energy
expenditures. Criteria used in analysis of proposed actions shall include
life-cycle cost evaluation, benefit to taxpayers, reduced fossil fuel and
improved efficiency. Energy facilities at state-owned sites shall be
scaled to produce optimal system efficiency and best economic advan
tage to the state. Energy produced in excess of state facility needs may
be sold to nonstate purchasers."
Our review of the feasibilty studies submitted for proposed cogenera

tion facilities as part of the 1982-83 budget indicates that the policy estab
lished by the Legislature in Ch 102/81 has not been followed on a consist
ent basis. Most of these studies concentrate on technical feasibility, and
place relatively little emphasis on the economic advantage to the state.
Our analysis indicates that a more systematic approach to the evaluation
ofprojects is needed. In order to ensure that the most cost-efficient cogen
eration system is funded, the following information should be available to
the Legislature before it is asked to appropriate funds beyond the prelimi
nary planning stage:

• A reassessment and reconfirmation of the conclusions contained in
the initial feasibility study should be performed by a consulting engi
neer.

• Each state facility where cogeneration is proposed should be the
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subject of a comprehensive energy conservation plari to reduce over
all energy consumption prior to the installation of a cogeneration
facility. .. .

• Thecost-benefit analysis should be based on completed negotiations
with the utility district. .

Department ofEnergy (DOE) Consent Order Proceeds Account. In
July 1981, the U.S. DepartmentofEnergy (DOE) and a majoroilcompany
entered into a proposed consent order cop.cerning compliance with the
federal petroleum and allocaqon statutes/regulations for the period Janu
ary 1,1973 through January 27,1981. Under one provision ofthecon~ent
order, the oil company agreed to pay $25 million to states. and territories,
based on the volume of products sold in those·areas during 1980. Califor
nia's·share of this amount is $6.6 million. Under the consent order guide
lines, the. funds may be used for any of the following projects:

• Hig4way and bridge maintenanceand repair.
• Riaesharing programs.
• Public transportation projects.
.I\e~identialor commercial building energy audits.
• Grants or loan projects for energy conservation weatherization and

equipment.
• ~nergy assistance programs.
• .t\irpott maintenance or improvements.
• :Reductions in airport user fees.
• Energy conservation or energy research offices and administration.
The Governor's Budget proposes to spend these funds for energy con-

servation projects in the Department of Developmental Services ($219,
(00) and cogeneration projects at two California State University cam
puses ($6.5 million) . In viewof the fiscal constraints facing the Legislature,
there may be unmet needs which the Legislature may wish to fund from
this source in lieu of the energy projects proposed by the administration.
It would appear that a considerable amount could be reallocated from
these projects to other program areas, particularly in view of theJact that
(1) the Energy and Resources Fund is the only tidelands oil revenue fund
which is budgeted to receive more· than the amount allocated to it by
current law, and (2) an additional $14.6 million in energy projects are to
befurided from the Capital Outlay Fund for Public Higher Education and
the Special Account for Capital Outlay.

III. LOCAL FISCAL RELIEF ISSUES
A. Alternatives for Reducing Local Fiscal Relief and Other Local Aid

Governor's Proposal
The budget proposes to reduce local fiscal reliefand other local aid by

a total of $569 million· in 1982-83. To offset a portion of these reductions,
the Governor is also proposing an optional program of selective property
tax inGreases and a"speed-up" of sales tax collections, which the budget
states could add $355 million in city, county, and special district revenues.
Were this to happen, the net change in fiscal relief and other local aid
would be a reduction of $214 million for local governments other than
schools.

The reductions consist of:
• A $450 million reduction in vehicle license fee (VLF) subventions to
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cities and counties, ona per capita basis. Cities·would lose $250 mil
lion, while counties would lose $200 million.

• A $16:1 million r~du~tio~ in bu.siness inventor.y payments to. cities,
counties and specIal distrIcts. ThIS would be achieved by reducmg the
COLA from the 10.0 percent statutorylevel to the 5 percent budgeted
level.

• .A $53 million reduction in funding for County Health Services, rela
tive to the amount which otherwise would be provided under current
law.

• A $50 million reduction in Medi-Cal reimbursements to county hospi
tals as a result of the proposed limit on hospital inpatient reimburse
ments.

The increases consists of:
• A $275 million increase in local property taxes (schools would receive

an additional $205 million) to be implemented on an optional basis by
county boards of supervisors. The increase would be achieved by
changing the date on which property that is newly constructed or
changes ownership is reassessed, so that additional revenue can be
collected (this proposal is discussed more fully in the next section).

• An $80 million increase in sales tax receipts to cities, counties and
transit districts resulting from an acceleration of sales tax collections
from retailers.

The distribution of these reductions and increases among the different
types of local agencies (excluding schools) is illustrated in Table 8.

Table 8
Proposed Changes in Local Fiscal Relief and

Other Local Aid
1982-83

(in millions)

Reductions
Fiscal ReHef: .

Vehicle Hcense fee subvention .
Ct'unty health services subventions ..

Subtotal, Fiscal ReHef.. .
Other Local Aid:

Business inventory subvention ..
Medi-Cal hospital reimbursements ..

Subtotal, Other Local Aid ..

Totals, Reductions ..
Increases
Property Tax Increase ..
Sales Tax Speed-up ..
Totals, Increases .

Net Change in Local Resources ..

Cities

-$250

-$250

-$5

-$5

-$255

$66
51

$117
-$138

Special
Counties Districts Total

-$200 -$450
-53 -53--

-$253 -$503

-$9 -$2 -$16
-50 -50--

-$59 -$2 -$66
-$312 -$2 -$569

$179 $30 $275
13 16 80-- --

$192 $46 $355
-$120 $44 -$214

As the table shows, the reduction experienced by. cities and counties
would be $258 million. Under the Governor's proposal, special districts
would receive an additional $44 million. Thus, the net change for all three
types of local.governments is a reduction of $214 million. Under existing
law, the Department of Finance estimates that county "discretionary
revenues" will grow by 11.0 percent in 1982-83, while the "discretionary
revenues" ofcities will grow by 13.1 percent. According to the budget, the
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combined effect ofthereductions and increases proposed by the Gover
nor will be to reduce these growth rates to 10.5 percent for counties and
10.8 percent for cities. These estimates assume that all counties will adopt
the proposed property tax reassessment procedure.

Offsetting Revenue Gains Unlikely to Materialize
Our analysis indicates that the property tax reassessment proposal and

the proposed speedup may have little impact on local agencies in the
budget year. This is because. Legislative Counsel has indicated that the
property tax proposalmay be unconstitutional, and because it may not be
administratively· feasible· for the Board of Equalization to transmit the
sales tax funds to local agencies prior to July 1, 1983. Presently, the trans
mittal of sales taxes to local agencies occurs approximately one month
after collections are received by the board.

AB·8 Deflator
Table 9 compa:res reductions in local government fiscal relief (excluding

schools) that would occur under the Governor's proposal and those that
would result from the AB 8 deflator.

Based upon the most recent revenue and expenditure forecasts by the
Department of Finance, the AB 8 deflator mechanism will be "triggered"
for the 1982-.83 fiscal year. This mechanism, which was suspended for
1961-82, would require reductions of $793 million in aid to local agencies
and school districts. Half .of this amount ($396 million) would be taken
from K-14 school district apportionments. The other half would be taken
from cities, counties and special districts, in proportion to their share of
four specific subventions.

Table 9
Changes in ABa Fiscal Relief:

Comparison of Governor's Proposal and AB 8 Deflator
1982-83

(in millions)

-$503 -16.3%

Governor's
Propos.aJ .AB8 Deflator

Fiscal Relief
Current Law

Cities $319
Counties 2,452
Special Districts 309

Total........................................................ $3,080

Reduction
-$250
-253

Percent
Change

-78.4%
-10.3

Reduction
-$181
-2ffl

-8
-$396

Percent
Change

-56.7%
-8.4
-2.6

-12.9%

The magnitude of the deflator reduction for 1982-.83 will increase to the
extent that (a) the Governor's proposals for increases in state revenues are
not adopted, (b) the economy fails to perform as well as expected, (c)
current year expenditures exceed estimated levels, and (d) the income
tax indexing and inheritance tax initiatives on the June 1982 ballot are
approved. The Commission on State Finance willmake the final determi
nation on the size of the deflator reduction on June 10, 1982.

Inlast year's Analysis, werecommended that the deflator mechanism
be repealed. We continue to make this recommendation because our
analysis suggests that. the deflator restricts, rather than enhances, the
Legislature's flexibility in responding to the problem of financing Califor
nia government. Moreover, iriits current form, the deflator would spread
any reductions proportionately among local jurisdictions without taking
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into account the relative ability of local agencies to bear these reductions.
The Governor's proposal to reduce Vehicle License Fees (VLF) on a

per capita basis has the same general shortcoming as the deflator, although
this is mitigated to some extent by an exemption for low-growth agencies.
We believe that many other options for reducing state aid to local govern
ments are available that are preferable to either the deflator or the VLF
reduction.

Factors the Legislature Should Consider in Providing Local Fiscal Relie.'
In considering the Governor's proposed reductions in fiscal relief, the

Legislature needs to consider first the extent to which it wishes to establish
priorities for expenditure in the combined state and local government
sector. The answer to this question will, to a large extent, determine the
best course of action for the Legislature to take.

Several other factors need to be considered in determining the level of
fiscal relief for 1982--83. Specifically, the Legislature needs to consider:

• The impact ofreductions on essential local services. In past years,
service reductions have been made in police and fire protection serv
ices, although these reductions may be attributable to changes inlocal
priorities rather than to a lack of resources available to support these
services.

• The extent to which local agencies can bail themselves out through
new local taxes or elimination of less essential services. The state is
becoming the primary source of funding for more and more local
programs. At some point, local taxpayers must be asked to support
those local programs which they feel are worthwhile.

• The extent to which reductions can be offset through elimination of
unnecessarymandates on local agencies. (See discussion of mandated
programs on pa&e (B-40).

The Legislature al$,'() needs to make decisions as to how the reductions
are to be allocated among the different types of local agencies, and
whether the mechanism selected' for allocating the reductions among
types of local agencies should take into account the relative ability of the
local agencies to absorb these reductions.

Reductions in 1981-82 fiscal relief were made in proportion to the
amount of property taxes transferred from schools to cities and counties
in 1979-80. Because of the way this amount was determined, several
county governments were exempt from the reductions, even though some
of these counties were in better condition than counties which took reduc
tions. We know of no analytical basis for allocating the cuts in this fashion.
The Governor's proposal also ignores differences in local fiscal condition,
except in the case ofthose cities and counties expecting less than 5 percent
growth in their discretionary revenues.

From our perspective, the best measure of relative fiscal conditions
(although a flawed one to be sure) is discretionary revenue growth. This
measure excludes from consideration those receipts tied to programs over
which local agencies have no control, and provides an indication of the
relative extent to which local agencies are able to address local needs for
services. Inthe case of county governments, the measure should be adjust
ed to account for the local resources which must be allocated to the major
state mandated health and welfare programs, since these expenditures
vary widely from county to county.
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B•.Governor'. Property Tax Reassessment Proposal
The budget proposes to partially offset the $503 million reduction in

local· government fiscal relief by allowing counties to implement a new
procedure for reassessing property which is newly constructed or changes
ownership. Essentially, owners of such property would have their assess
mentsana property taxes increased one year earlier than under existing
law. The budget proposes to effect this change through the establishment
of two supplemental property tax rolls. Legislative authority for the
proposed change is contained in the companion bills (AB 2361 and SB
1326) to the Budget Bill. .

Under existing law, property taxes are based on the assessed values
established on the March 1 lien date. The taxes become a lien on the
property as of that date, although the exact amount of taxes is not known
until the tax rate is set by the county board of supervisors on or before
September LThe California Constitution, as amended by Proposition 13,
provides that all property which changes ownership or is newly construct
ed during the year preceding the March 1 lien date shall be assessed at its
full market value. Newly constructed property which is only partially
completed as of the March 1 lien date is assessed at the full market value
of thecoristruction actually completed as of that date. All other real prop
erty is assessed at its value as recorded on the assessment roll for the
precedingyear, plus an inflationary adjustment not to exceed 2 percent.

The budget proposes giving local boards of supervisors authority. to
approve the preparation oftwo supplemental property tax rolls. The first
of these rolls, which would be prepared after July 1, would consist of all
properties which changedownership or were newly constructed between
March 1 and]une 30. These properties would be enrolled at their respec
tive full market values as ofJune 30. In the case of properties which were
also included on the previous (March 1) roll, the new values would sup
plant their previously enrolled values.

The second supplemental roll, prepared after January 1, would consist
of all properties which changed ownership or were newly constructed
between July 1 and December 31. Properties on this roll would be valued
in either of two ways: (1) those. which ·changed ownership would be
enrolled at 50 percent of the difference between their previously record
ed assessedvalues and their full market values as of December 31, and (2)
p.roP.4er.tie.sw.hic.h wer.e newly co.nstruc.ted would be enrolled at. 50 percent
of their full market values as of December 31. Values on this second
supplemental· roll would be in addition to, and not instead of, values
already recorded on the previous rolls.

New· construction which is only partially completed on either June 30
or December 31 wouldnot appear on either supplemental roll. Instead,
such P. r.op. er.t)' wouldcontinue t.o be enrolled only on the March 1 uniform
lien date, the same as under existing law.

The budget estimates that if all counties were to implement these
changes, the additional property tax revenues would total $480 million in
1982-83..Cities,counties and. special districts would receive $275 million
from these increased revenues, and schools would receive the remaining
$205 million. Under existing law, increased property tax revenues for
schools would be offset by an equal reduction in state school apportion
ments. Therefore, there would be no net increase in revenues for schools.
The budget also proposes that counties be allowed to retain up t02 per
cent of the additional property tax revenues for purposes of funding
county assessors' costs of preparing two supplemental assessment rolls.
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The budget estimates this amount to be almost $10 million.
Our examination of the Governor's property tax proposal identifies

three major concerns.

1. Proposal May Be Unconstitutional
The Governor's proposal leaves the. adoption of the reassessment

changes to the discretion of county boards of supervisors. Thus, if some
counties were to adopt the proposal, while others did not, identical types
of property within the state could be assessed according to two different
standards, depending on where they were located. The Legislative Coun
sel has advised us in a written opinion (# 599) that such assessment
practices would be unconstitutional, as Article XIII, Section I of the Cali
fornia Constitution has been consistently interpreted to mandate the uni
form ·assessment of property. Counsel also advises us that this proposal
would be constitutional if it were applied uniformly throughout the state.

2. Budget Overestimates Potential State Cost Savings
Our analysis indicates that· the budget estimates of the net additional

revenues attributable to this proposal in 1982-83 are overly optimistic, for
three reasons. First, the estimates assume that all counties will be willing
and able to enact ordinances· requiring their assessors to prepare the
supplemental tax rolls. Given the differences in revenue sources and polit
ical climate among California's 58 counties, it is unlikely that all counties
would opt for the Governor's proposal.

Second, the budget estimates implicitly assume that the total assessed
value of California property will grow by 15.2 percent from March 1982
through February. 1983, and that this growth will be spread relatively
evenly over that period. This assumption is probably overly optimistic.
Assessed values grew by 13. 4 percent between March of 1979 and the 1980
lien date,and by 13,.6 percent in' the 12 months preceding the 1981 lien
date. Assessed values are estimated to increase by another 12 percent by
the.March , 1982 lien date. While some increase in the rate of assessed
value growth during the period March 1, 1982 through February 1983 is
p()ssible, iUs unlikely, given the current gepressed state of the California
realestate'market, that thegrowthin assessed values will accelerate suffi
ciently to average more than 15 percent during this time period.

Finally, the budget estimate assumes that approximately $205 million
(43 percent) of the increased local property tax revenues will be used to
fund K-12 schools and community colleges, and that state apportionments·
for schools would be reduced by a corresponding amount. Our analysis
indicates that the reduction in school apportionments is more likely to be
only $150 million, as the actual proportion of existing property tax reve
nues devoted to school purposes is only 37 percent statewide.

Table 10. compares our estimate of the 1982-83 fiscal impact of the
Governor's property tax proposal with the estimate presented in the
budget. In developing our estimate, we have. assumed that (1) assessed
values will grow an average of13 percent in 1982-83, and. (2) the reduction
in school apportionm.ents would equal 37 percent of the increased proper
ty tax collections, not 43 percent as indicated in the budget.

3. Administrative ProbJems
The original reason for assessing property on the March 1 lien date and

preparing the property tax bills several months later was to allow local
governments time to calculate their respective tax rates based 011 a known
amount of assessed value. The need for this time lag has largely disap-
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Net Fiscal Impact, State and Local $470

Legislative
Analyst

Estimate Difference

$410 -$70
-150 55

$260 ....,$15

....,$150 $55
4 4--

-$146 $59

$8 -$2

$8 -$2

$398 -$72

$480
-205
$275

-$205

$10
$10

-$205

Table 10
Estimated Impact of Governor's

Proper1;V Tax Proposal
1982-83

(in millions)
Governor's

Budget
EstimateRevenues

Local government:
Increased property tax collections ., , .
Decreased school apportionments .

Totals , .
Costs
State government:

Decreased school apportionments .
Increased cost of homeowners' exemptions .

Totals ..
Local government:

Assessors' administrative costs , , .

,Totals' , ; ; ;..L .

peared as a result of the passage of Proposition 13; This is because most
counties now levy the $1.00 maximum tax rate. Local governments,
however, still rely on the known amount of assessed value to compute
their tax rates for voter-approved debt. These rates, which will average
about $0.125 per $100 ofassessedvalue in 1982-83, vary significantly among
local governments.

The enrol,lm,ent of additional assessed value via the supplemental prop
erty tax rolls would greatly complicate tpe setting of tax rates for debt
service. Under the Governor's proposal,local, governments' would face
three choices. First, they could opt to tax property on the supplemental
rolls at only, the $1.00 basic rate, levying no, tax for, debt service on these
properties. While this solution would be the easiest administrativelY,the
taxatioIl ofidentically situated properties at different rates may beuncon
stitutional. Second, the counties could opt to tax all property on the pri
mary and supplemental rolls according to a debt tax rate based on the
property values on the primaryroll only. This approach, however, would
result in local governments raising up to $50 million more than actually
needed for debt repayment. Finally, counties could base the debt tax rate
on the amount of assessed value on the primary assessment roll plus an
estimate of the, amount of assessed value expected to be added via the
supplemental'rolls. If the assessed value' actually enrolled on, the supple
mental rolls turned out to be lower than anticipated, however, local gov
ernments could be forced to divert revenues earmarked for other opera-
tions to debt service; "

C. Governor's Proposcll to Reform Reimbursement Process for
Sta.e Mand,ate~ Local Programs

Chapter 1406, Statutes of 1972 (SB 90), authorized the reimbursement
of local governments for state mandated costs and lost sales and property
tax revenues. Under Chapter 1406, local governments could submit claims
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"forreimbursemenfonly incases where the mandating statute acknowl
.edge~ an obligation on the state's part to cover the increased costs (or
revenue loss) resulting from the manqate.

Chapter 1135, Statutes of1977, significantly broadened the reimburse
ment program authorized by Chapter 1406. It allows local governments to
appeal to the Board of Controlfor reimbursement where (1) legislation
contains a section disclaiming any state obligation to reimburse mandate
costs or (2) legislation does not disclaim the state's obligation to reimburse
but fails to provide an appropriation.

Chapter 100 (AB 777), Statutes of 1981, further broadens the reimburse
ment program. It provides that costs mandated on school districts, by the
courts, federal government, and voter-approved initatives are also reim
bursable through the Board of Control process.

The Governor's Budget is proposing several changes to this reimburse
ment process, all of which require.the enactment·of legislation.

Minor Cost legislation
Currently, the state does not provide funding for most mandated local

programs which impose relatively minor costs on local govermnent. Legis"
lation.of thist~e·typicallyincludes. a disclaimer recognizing.that if local
agencies incur additional minor costs, they may seek. reimbursement
through the Board of Control process. In1980,51chaptered measures
included disclaimers .of this type.

The administration is proposing in the companion billsto thebudget
(AB 2361 and SB 1326) .that minor cost bills be identified and' that an
estimateof their costs be made during the legislative review process. This
identification would serve as the basisfor a statewide annual cost estimate
,to beincluded in legislationintroduced at the request of the Department

It;J~:~g~l:s~~lifJ~riie~~b~~1~~.Yat~~e~~~~=:J%:~~kub~~:s~'
Th:eexpensein~olvedin preparing and submitting to the Board of

Control minor cost,claims, coupled with the uncertainty that reimburse
men,twill be .appr()ved by the board or appropriated by the Legislature
proQflbly discourages many local agenciesfrom filing claims. To theextent
thatsuchniinor cl~s are submitted, it is doubtful that the cost ofprocess
ing, auditing, andissuing the warants for reimbursements are justified by
financial benefits .to local agencies: Most of the resources devoted to ac
counting for and verifying these minor cost claims could probablybemore
productively used to meet other public needs. This conclusion would seem
to apply equally to the reimbursements for sales and property tax revenUe
losses (Item 9100-101-001 (g) ), which are budgeted at $3.2 IJrillion for 1982-
83. .

Crimes and Infractions Legislation
Section 2253.2ofthe Revenue andTaxation Code specifies eightcondi

tions under. whkh mandated.costs are not reimbursable. One of these
'conditionsis when a chapteredbillcreates, eliminates, or changes the
penalty foranewcrime or infraqtion. In 1981, over 100 bills were enacted
which recognized additional costs associated with the mandate but dis
claimed funding responsibility through a· "crimes. and infractions" dis
claimer.

Thebudget proposes fhatthe state recognize the imp_act of such legisla
tion and provide fundingtooffset these costs~ Specifically, it proposes that
anymeasure.which increases total local, law enforcement· costs'by more
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than5 percent ofprior year expenditures be funded by the state. The most
recently available expenditure data show that in 1979-80, cities and cOun
ties expended $2.9 billion for law enforcementactivities. Table 11 identi-
fies the components of these experiditures. . .

Table 11
1979-80 Local Agencies

Law Enforcement Exp~nditures
(in millions)

Program
Counties:

Judiciaf..............•..........: .
Police protection ~ ..
Detention and correction : .

Cities:
Police protection a ; .

Totals .

Amount

$566.5
557.7
510.8

1,299;1

$2,934.1

a Includes the cost of city detention facilities.

U~ing this amount as a base, a bill would have to raise expenditures by
over $146 million (5 percent) statewide in order to qualify for state fund
ing under the budget proposaL It is notlikelythat this proposal, as drafted,
would result in the disbursement of any funds to local agencies.

Legislative Action on Claims •Bills
Under the existing reimbursement process, the BoardofControlre

vIews claims from local agencies which allege that chaptered legislation
contains a state mandate. If the Board of Control determines that a man
date exists, it must.develop. parameters and guidelines which delineate
allowable costs for whichlocal.agencies may.claim reimbursement. Once
adopted by the board, .the. approved.claims ·are presented to the Legisla
ture~n:a claims bill for an appropriation. In past claims bills, the Legisla
hIre has deleted some claims which were submitted·for payment.

The administration is proposing legislation which would require that
theLegi~latureissue a specific finding when deleting claims. This finding
would haye to indicate either that (1) the enabling legislation did not
constitute.a state mandate.or (2) there are no reimbursable costsassociat
ed with the .. mandate. In. the.absence .of· such a.finding,. local .. agencies
would not be required to continue to comply with these unfunded state
:qla.J1dates.

D. Procedures for Reevaluating Effectiveness of Existing
State Mandated Local Programs

.to1~~1,2.;;~el~~~i~~~:i~::~::19~~h~t~~s~~f6~t:f~%i~d~~d~~~~ls~~~~
graJ:Ils.Since 1975, when thestjlte began keeping r~cords,almost2,OOObills
have b.een enacted .which contained a state mandated local program; Only
III of the. bills,however, contained an appropriation to payJorthe man
dated· costs.

In manyof these cases, thestate appropriately disclaimed responsibility
for reimbursement. For example, where the statute also provided savings
in~anlOuntstUficient to offset the costs, there were no net increased
costs tpthelocal agen9Y warranting reimbursement. In U1e bulkof these
cases, however,we simply do not know whether any increased cQstswere
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incurred, or whether the statutes ever met their intended objectives. This
is because, once a disclaimed statemandated program is enacted, itseffi
cacy is usually not subject to review by the Legislature. The Legislature
may have an opportunity to review some of these programs again, when
local agencies seek to obtain reimbursement through the Board of Con
trol. However, the number of such programs is limited relative to the
number of'outstanding mandated programs.

The Legislature has recognized the need for some review of these
mandates. On two occasions, legislation has directed our office to examine
specific state mandated local programs and make recommendations to the
Legislature as to whether they need modification or should.be repealed.
In addition, our office has been given an ongoing responsibility to review
annually all state mandated programs which receive state funding
through' the Board of Control process each year.

In our most recent report, "An Analysis of 21 State-Mandated Local
Programs" Ganuary 1982), we recommended tha.tl20fthe 21 mandates
exarninedbe repealed or modified, in order to achieve amoreefficientuse
of state and local funds. The specific mandates that we recommended he
repealed or modified are as follows:

Analyst
Statute or Regulation Recommendation .

• In-Home Supportive ServicesRegulations:MSW Requirement Repeal
• Guardianship and Conservatorship Modify
• .Voter RegistrationPurge. Modify
• Voter Registration by Mail :; ; ,................ Modify
• High School Proficiency Assessments ,........................................ Modify
• Law Enforcement Records ;................................................... Modify
• General Relief....; , ,................................................. Modify
• Benefits· in Lieu of Temporary Disability for Safety Officers.................................... Repeal
• Presumption of Work-Related. Disability Repeal
•,Civic .Center AcL ;: ; ;..................... Repeal
,,:c,Single Session Kindergll,ften Classes ,........................................................ Repeal
·'.,.',Adrninistrator-Teacher,iRatio ; ; ;...................... Repeal

SOme of these recommendations would increase state and local costs,
a4.d others wotildreduce costs. On balance, however, we believe the
combined savings to the state and local governments would significantly
exceed the costs.

From our perspective, the identification and repeal of existing state
mandated local programs which are no longerjustified can significantly
reduce government expenditures at all levels. At the presenttime, howev
er, there is no process for accomplishing such a review. The state is .not
in a good position to identify those mandates that are unnecessary or not
'constructive because'it does not administer ,the ,programs or·observetheir
results. Although local governments frequently testify on the problems
caused by the imposition of these·mandates,they generally refrain from
offering anY evaluations of specific mandates or presenting a case for·
eliminating them.

For this reason, we recommend that a process be established whereby
the state and local governments, in a cooperative effort, seek to identify
unnecessary mandates. This could be implemented by assigning this sub"
ject to a legislative committeewiththe responsibilityfor receiving evalua
tions,of existing mandates from local.agencies. This committee could re"
view these evaluations and make recommendations to the Legislature as
a whole. In this way, local governments could identify. those programs
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with low priorities or inadequate accomplishments, and present a case for
modification or repeal. Since, for the most part, these programs are cur
rently financed by local governments, it should be in their interest to
make recommendations for changes so the savings generated through this
process could be put to other local purposes having a higher priority.

IV. GENERAL FUND CONDITION, PRESENT AND FUTURE
A.Avoiding a Deficit

Fiscal Year 1981-82
Last July, after the 1981-82 budget was adopted, we estimated that the

General Fund would have a surplus (uncommitted reserves) ofabout $475
million. In the intervening seven months, the condition of the General
Fund has. deteriorated markedly because:

•.Revenue estimates for the current year have been revised downward
by over $800 million-the largest downward adjustment in history.

• Expenditures are up over $300 million from the level estimated last
July.

In the J>revious sections of this Analysis, we have described the actions
proposed by the administration to keep the General Fund solvent during
the current fiscal year. At the time this analysis was written, the Legisla
ture was considering other alternatives, such as AB 7x and AB 8x which
would increase curnmt year resources by raising revenues or reducing
expenditures. The fate of thestate's GeneralFund during the current year
depends upon what·actions are taken by the· Legislature to address the
pendin.g deficit, and especially what happens to revenue collections dur
ing the next five months.

Fiscal Year 1982-83
The Governor's proposed budget for 1982-83 will be in balance if the

economy has a normal upturn from the current recession, and if several
other assumptions, such as those regarding the voters' decisions at the
June 1982 primary election, are borne out.

The .principal fiscal problem facing the state in. the budget year, as in
the currentyear, is a sluggish economy. If the economic assumptions made
in May 1981 had held up, General Fund revenues (under existing law) in
1982-83 would be $1.5 billion higher than currently estimated. This level
of revenues would have provided funding that was almost sufficient to
continlle the original 1981-82 level of services into the budget year. The
recession, however, has reduced revenues to the point where expendi
tures in terms oEreal purchasing power will be about 2.9 percent lower
than those for the current year, assuming the Governor's revenue en
hancements are approved. This decline in the level ofservices will be even
larger if the voters in June 1982 approve the Jarvis full income tax indexing
measure and repeal the inheritance and gift taxes.

FiscalYear 1983-84
The budget estimates that General Fund revenues will be $26.3 billion

in 1983-84-$2.7 billion, or 11.4 percent, over the estimated level for the
budget year. Our analysis indicates that this is a reasonable figure, given
what many private economists are predicting for the economy in 1982 and
1989,provided the ballot measures mentioned above are not approved by
the voters.

We estimate that the levels of service proposed for the budget year
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could be financed in 1983-84 within the $26.3 billion projected to be
available.

In summary, the condition of theGeneral Fund and its ability to sustain
current service levels depends primarily on:

1. what happens to the California economy, and
2. the voters' decision on three revenue measures on the ]uneballot.

Revenues are much more sensitive than expenditures to changes in eco
nomic conditions. If the expected upturn in the economy materializ.es,
then the task of balancing the budget should be easier in the future.

B.Reserve for. Economic Uncertainties
The Reserve for Economic Uncertainties was established in the 1980

Budget Act. It was designed to be an "insurance policy" to· protect the
solvency of the General Fund against declines in revenues and unan
ticipatedincreases in expenditures. This reserve Was established at a mini
mum of 3 percent of total General Fund appropriations, with a goal of 5
percent.

In 1980-81, the reserve began the year with $620 million (3 percent of
appropriations) , but almost half of this amount was needed by the General
Fund during the year to sustain the approved expenditure.program. This
was due to a decline in revenues, and some unanticipated· increases in
expenditures. The ending balance in the reserve was only $349 million.

In 1981-82, the reserve began the year with a balance of $658 million.
Shortly after the budget was adopted, however, the reserve fell to $475
million because $183 million was ne~ded to fund the expenditures inthe
budget and companion legislation. Without any action by the administra
tion, this reserve would have been fully depleted during the currentyear
because estimated revenues are down by over $800million from the level
estimated last May, i¥ldexpendituresare up over $300 million. This $1.1
billiondecrease in t~y resources available to the General Fund was more
than (iouble the size,of the reserve after the adoption of the budget and
its colllpanion. bills. 'c

Th~administration's program for solving this funding problem consists
of thJ,;~e parts.. i :

1. eurrent-year~Xpenditures would be reduced by $419 million, by
cutting most General Fund-supported state operations budgets by 2 per
cent, and by freezing· certain capital outlay appropriations.

2. Revenues would be accelerated by $338 million during the current
year, and

3. The remaining reserve would be reduced to $116 million. This repre
sents a total reduction of $542 million from the beginning balance.

Two important lessons can be learned from this year's experiences:
1. The solvency of the General Fund canbehurt more by a shortfall in

revenues than from unanticipated increases in expenditures, and
2. A 3 percent reserve is only a partial "insurancepolicy." A 5 percent

reserve (the ultimate goal of the 1980 and 1981 Budget Acts) would have
been needed to absorb the $1.1 billion decline in General Fund resources.

In 1982-83,. the budget proposes to restore the reserve to $500 million,
or 2.16 percent of General Fund expenditures. This is lower than the 3
percent minimum target established by the Legislature in years past, and
lower than the ratio at the beginning of either 1980-81 or 1981-82. This
amount, moreover, would have· to do double duty in 1982-83. Not .only
would it. have. to· protect the General Fund against declines in revenue
under existing law and increases in regular expenditures; it would also
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have to protect the General Fund against the. following three unique
contingencies which the budget assumes will not materialize.

1. The voters approve the Jarvis income tax indexing initiative on the
June 1982 ballot (General Fund revenue loss of $230 million in 1982-83).

2. The voters approve one of the initiatives on the June 1982 ballot
which repeals the inheritance and gift taxes (General Fund revenue loss
of $130 million in 1982-83);

3.. The voters reject the prison bondissue onthe June 1982 ballot, which
would eliminate $162 million in 1982-83 fUJ1ding, which the budget antici
pates will be· available.

If all three of these.contingencies materialize, the adverse affect on the
budget.would be $522 million, or more. than the $500 million reserve.

.·We recommend the Legislature .give high priority to increasing this
r~serve to the same ratio .• as existed in.the prior two fiscal years, namely
3. percent. That would result in a starting balance of $700 million for
1982-83.

v. COLLECTIVE BARGAINING FOR STATE EMPLOYEES

New C.olhtctive Bargaining Provisions
In1982-83, compensation increases for state employees will, for the first

time, be subject to collective bargaining.
.... Collective negotiations .. over state employee compensation increases

and other tenns and.conditions of employment were initiated during·the
current year under provisions of:

• The State Employer-ErnployeeRelations Act (SEERA), which the
Legislature enacted in 1977.

• ..•• 'I'heHigher Education Employer-Employee Relations Act (HEERA),
. which the Legislature enacted in 1978.

The SEERA provides for a formal, bilateral employee relations system
for most state civil service employees. Under its provisions, the Governor
or his designee is required to "meet and confer in good faith" with em
ployee organizations which have been selected by a majorityof employees
within individual bargaining units in an effort to reach agreement relative
to "wages, hours and other terms and .conditions of employment." Such
agreements are to be formalized in memorandums of understanding
(MOD's). Any provision in such a memorandum requiring the expendi
ture offunds (for example, negotiatedsalary or benefit increases) is sub
ject to approval by the Legislature. Mediation is required if the parties are
unable to reach agreement.

The HEERA provides for a similar system with respect to both academic
and nonacademic employees· of the University of California (UC) and
California State University (CSU) .
. Traditionally, state civil service salaries and benefitshave been adjusted

o...n t.h.e b.as.is.·.Of (1) Sta.. tePer.so.p.nel.B.oa.rd..·.(SPB. ). surveys ()fs.al.. aries an.d
benefits receivedinnonstate employment, (2) salary .and benefit increase
recommendations contained in the board's annual report to the Governor
and Legislature, (3) action by the Legislature and Governor on the
Budget Act, and (4) SPB allocation offunds appropriated for salary in
creases, among occupational classes. (As we note in our analysis of the
Department of Personnel Administration (DPA), all SPB functions in"
volving salary administration and .various other "nonmerit aspects" of
personnel administration were transferred to the DPA.effective July 1,
1981, pursuant to Governor's Reorganization Plan No.1 of 1981.)
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Under the prevailing rate system, salaries and. benefits of academic
employees of the UC and CSU were adjusted on the. basis of (I) a report
submitted to the Legisl~tureby the California Postsecondary Education
Commission (CPEC) comparing Californiafaculty salaries to those in two
groups ofpostsecondary education institutions that are comparable to the
two California segments, and (2) action by the Legislature and Governor
on the Budget Act.

In order to treat nonacademic employees of the UC and CSU equally,
the Legislature traditionally has appropriated funds to provide the same
salary increases for UC and CSU nonacademic employees as those re
ceived by civil service employees in comparable job classes.

Employees Not Covered by Collective Bargaining
Both the SEERA and HEERAexclude the following categories of em

ployees from collective bargaining:
• Managerial employee~ who are defined as those employees having

~~~~=ttffb~~=:t~~~~~~~~~~~or administering policies or
•. SupeTYisory employees~.who are defined as those employees having

the authority to hire, transfer, suspend, layoff, recall, promote, dis
charge, assign, reward, or discipline other employees, or responsibili
ty to direct them or adjust their grievances, or effectively recommend
such action.

• Confidential employees~ who ..are. defined. as those employees. re
<}uired to devel()p or present mllIlagement positions regarding em
ployer-employee relations,. or whose duties. require .access .to confi
dential information contributing significantly to the development of
management positions.

In addition to these categories, the SEERA alsospecifically excludes the
following ftom collective bargaining:

• Employees of th~. Public Employment Relations Board.
• Employees of the Legislative Counsel Bureau.
• Nonclerical employees of the SPB engaged in technical Or analytical

pers0Ili::lel furlC~9ns.
• Conciliators employed by the State Conciliation Service in the De

partment of.Industrial Relations.
Also.excluded are all statutory officers whose salaries .llre set by the

Legislature and those employees in· positions exempt· from civil service
who are not specifically designatedoy SEERAas being covered.

The total number of civil service and related personnel is estimated at
140,846 (full-time equivalent) . Of the total, 118,570 employees, or 84.2
percent, have been assigned to specific bargaining units. This leaves 22,
276, or 15.8 percent, of the employees not subject to collective bargaining.
This is shown in Table 12, which displays the number and· percent of
employees in the categories not subject to collective bargainihg.

The 18,222 managerial and supervisory employees group includes a
variety ofpositions encompassing a wide rangeof salary levels andrespon
sibilities. In many instances, an employee. designated as a supervisor is
excluded from bargaining while a higher salaried employee working in
the same program area, in the same department, is subject tobargaining.
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Table 12
State Civil Service and Related Employees

Covered by State Employer~Employee

Relations Act (SEERA)

Estimated Personnel
(FuR-Time Equivalent)

Number Percent
118,570 84.2%

Category
E:Inployees in bargaining units .
Employees not subject to.bargaining:

Managerial and supervisory ;; ..
Confidential : ; ..
Excluded specifically by SEERA ..
Statutory officers and exempt employees noUn bargaining units ..

TotalPersonnel.. ; .

18,222
833

1,457
1,764

140,846

12.9
0.6
1.0
1.3

100.0%

Itshould be noted that the totals in Table 12 donot include staff em
ployed by the Legislature. Salaries and benefits of these employees will
continue to be set by the Legislature outside the process established by the
SEERA. The Legislature, howeyer, may choose to coordinate its salary and
benefit decisions for legislative staff with the decisions resulting from the
collective' bargaining process.

Issues Subject to Negotiation
The SEERA. and HEERA both provide. for colle9tive •bargaining over

wages, hours and other terms and conditions of employment.
Asapracticalmatter,yjrtuallyall conditions ofemployment are subject

'" to collective bargaining. For example, the SEERA, .identifies numerous
negotiable issues which we have grouped in thenine major catgegories
identified below: .

1. Holidays, Vacation, Sick Leave, Leaves of Absence, Time Off.
• designated state holidays;
• the employee's personal holiday;
• the amount of vacation time which may be accumulated, and meth

ods by which employees movingJromone state agency to another
may be compensated for, or otherwise receive credit for, their ac
cumulated vacation privileges;

• the rate at which employees accumulate vacation credit;
• provisions for taking vacation time;
• the rate at which sick leave is accumulated;
• the amount of sick leave which may be accumulated;
.. the provision of sickleaye without pay for employees who have used

all of the sick .leave to which they are entitled;
• leaves of absence with pay for pregnancy, childbirth, or the recovery

therefrom;
• authority ofagency heads to grant educational leave with pay under

specified conditions to state civil, employees in. positions requiring
teaching certification qualifications;

• leaves of absence without pay;
• leav~s of absence for jury duty;
.; time off allowed during workinghours to qualified employees for

taking state civil service examinations.
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2•. Salaries, Compensation Levels, and Allowances and Payments for Work
Related Expenses
• salary increases including merit salary increases;
• compensation levels when the employee is paid a fixed amount per

unit of work;
• payment above. the minimum step of a salary range to meet recruit

mentproblems, obtain employees of·extraordinary qualifications· or
correct salary inequities;

•. frequency of payments to state employees;
• intermediate steps within salary ranges;
• minimum and maximum salary limits for laborers, workers, and me

chanics employed on an hourly or per diem basis;
• payment of a salary above the maximum of a range to employees

moved to lower positions due to managment-initiated changes;
• provision of lump-sum. payments upon separation for accumulated

vacation or forcompensating time offfor previous overtime worked;
• payment for moving, traveling, lodging and meal expenses due to a

required change in work location;
• payment of travel expenses ofjob applicants to fill positions for which

there is a shortage of qualified applicants, and payment of moving
expenses to. persons accepting such positions;

• allowances·paid. to employees while traveling on state.business;
• allowances provided to the employee for purchasing uniforms;
• the furnishing of work clothes to employees;
• the furnishing of safety equipment and police protective equipment

to employees when such equipment is required by the employing
agency;

• the replacement of employees' tools or equipment when stolen from
the jobsite; .

• . the value of· m.aintenance, living quarters, housing, lodging, board,
meals, food, hOllsehold supplies,fuel,laundry, domestic servants, and
other services furnished by the. state as an employer to its employees.

3. Overtime

• ·~~t6~~~~kn~~~fu~kede:~e~rth~ri:~~0~~~d~ie~~~~~ek~er-
• the extent to which, and method by which, overtime work is compen

sated;
• the granting of compensating time off in lieu of cash for overtime;
• compensation provided to. employees who are required to report

back to work after completing the normal workday, workweek, or
. when •.• otherwise off duty;

• payment to the employee of actual and necessary expenses when the
employee is required to work overtime.

4. Health .·Insurance and Benefits, Life Insurance, Disability Benefits,. and
Rehabilitation Services

•• thenahire andextent ofhealth insurance coverage for employees and
their dependents;

• state's contribution toward employee health insurance;
• state payments into a priv::\.te .fund to provide health and welfare

benefits to nonpermanent employees;
• health and safety programs for state employees;
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• the nature and amountoflifeinsurancecoverageprovided for :state
employees;, ,.' •" ;

• the nature, ,amount and conditions'of nonindustrial disability cover
age;

• the nature, amount, and conditions of industrial disability coverage;
• extellsionofbenefits toa fireman who a1 the time ofhis injury, death;

or disabili,ty is performing dutie,S as a fire,m,an, but nO,t, actin,g under
the immediate direction of his employer;

• provisions reqjJiring the DPAand Dep~rtmentofRehabilitation to
jointly fornmlate procedures for selecting and referring disabled state
e:rp.ployees who can benefit from rehabilitation services and might be
retrained for other llppropriate posjtions in state service.

5. Employee Tra!ning
• provisions requiring the DPAto devise plans for,and cooperate with

officials of the various agencies in training employees;
• conditions under which employees may be assigned to take out-serv

ice training;
• condigons under which employeesmay bereimbursed for tuitionfees

and other necessary eXPenses in connection with qut"service training;
• conditions under which the employee may be required to reimburse

the~tateforthe cost ofout-service trainingin the eventtheemployee
fails tore:rp.ain instate service fqr a reasonable time after receiving
the training;

• prpvisioIlsreql,urirlgagencyheadstoarrangefor counseling andtrain
in~of employees in order to 'place them in other state civil service
positions whentheir positions are to be changed substantiallyor elimi
nated by automation, technological changes, or other management
initiated changes;

'. authority ofthe CommandantoftheVeterans' Home of Califbmiato
permit members of the medical staff to attend with pay medical and
scientific meetings and medical and refresher courses under 'specified
conditions.

6. Appc:»intme.,ts',Transfers,Separations,Resignations,R~instatements

• DfA's authority to tempQrarily restrict the methods of appointment
availllble to the various·a~encies when necessary in order to place in
other state civil service"positiolls employees whose jobs have been
substantially changed or eliminated;

• limited' terrrlappointments to ,education classifications to facilitate
professional development ofeducators; , '

• authority of agency heads to transfer employees under variousspeci
fied conditions;

• various provisions relative tbseparationsfrom state service;
• the policy that,. when employees are separated from state service

because of man~gement-initiatedchanges, steps should be, taken on
an interdepartmental pasis to assist such employees in locating"pre
paring to qualify for, and being placed in other state civil service
positions;" "

• the provisionthat absence without leave for five consecutive working
days constitutes an automatic resignation from state service;

• conditions under which an ,employee who, fbrIIlerly resigned from
state service must bereinstatedtq his former pbsitionand paid his
salary from the date,of.resigJ:lation;

• provisions under, which an employee· may be reinstated but not be



paid. his salary from the date of resigri.ation;
• DPA's authority to (1) establish a clerical poolin any location where

the demand for temporary clerical help warrants it and (2)· assign
persons from the pool to agencies where they are needed.

7. Employee P,nformance Review
• employee performance standards and· systems for rating employees'

performance;
• rUles under which unsatisfactory performance may lead to demotions

or removal from service.

8. Retirem,nt andDeferred ..C:omp~msation
• the nature and extent of retirement benefits urtderthePublic Em-

ployees'RetirementSystem(PERS); . . . .. ..•..
• the state's contribution toward employee retirement benefits under

thePERS; .
• criteria for determiningthe application of thestate safety category pf

membership in the PERS;
• DPA'sauthority to establish·a deferred compensation plaIl and. ern

i>loyees' authority to have deductions made from their wages in order
to participate in such a plan.

9. OtherC;ondition, of EmploYll1ent
• .credit for prior service;
•.. systems for adjusting employee grievances;
• provisiolls relative t() prohibiting an employee from engaging in ac

tivities which are inconsistent, incompatible, or in conflict with his
duties.

Issues NotSubiect~o Collective Bargai...ing
• The SEERA· andsthe HEERA both exclude· from collective bargaining

the basicfunctions of the employer-the merits, necessity, or organization
of any service or aqtivityprovided by law.
•....... The HEERA alsgexcludes. from the scope of bargaining .(1) specified
Tees which are ndf,ia. condition. of employment; (2) admission require
ments Jor students, conditions for awarding certificates and degrees to
students, and the contentandqonduct of courses, curricula, and research
programs; and (3) methods to be used for the appointment, promotion
and tenlIre of academic employees.

Functions of the Executive Branch and the Legislature Under Collective Bar-
gaining .

Exe.cutive Branch Functiolls Under th(J SEERA. .. The Governor,. or his
representative, is to meet and confer in good faith regarding wages, hours
aIld. other terms and. conditions of employment with· representatives of
recognized .•.·.employee orgaIlizations, .and consider. fully. presentations
Illade by such organizations on behalf oftheir members. The parties are
to attempt to reach agreement on matters within the scope of bargaining

. before the final state budget is adopted for the ensuing year. The negotiat
ed agreements are to be formalized in MOU's and submitted "to the
LegislaftIre for determination."

Executive Branch Functions Under the HEERA. The "highereduca
tion employer" is defined as the(l) regents with respect to the UC, (2)
Directors in the case of Hastings College of Law and (3) trustees in the
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case of the CSU.
The higher education employers, or their representalives, are to meet

and confer with the eIllployee organizations selected asexclusiverepre
sentativesof the appropriate units of employees in aU matters withinthe
scope of representation. The negotiated agreements are to be prepared
jointly by .. representatives. of. the higher ...• ed\lcationemj>loyers.and· the
exclusive representatives and presentedto the higher education employ-
ers for concurrence. .

The. higher· education employer is .·to .maintain close liaison with.· the

~r~J~i~~~n~hfc1ink~:~~Jhf~~~~~~~.~6ll~~~~~~%~:6ri~~~°of
MOU's, the employer is to forward totheLegislature~dthe Governor
or othe.rfunding ag.encies a req\lestfor. fun.. ding .. £<.or all"s.tate~.fun..d.ed.·.em-plorees or necessary proposed legislation. .. .,... i' •..• .' .' '. . ••

I the Legislature or Governor fails to fundfuUy a MOU or take the
necessary action, the entire MOU is to be referred back to the parties for
further meeting and conferring, In that case, the parties may agree to
provisions of the MOU whichare nonbudgetary and do not require fund-
ing. . ..' '.

With respectto the CSU,theHEERA:
• Requires the Governor to appoint one representative to attend the

meeting and conferring, including the impass. procedllre, to advise
the Governor 'on matters requiring an. appropriation or legislative
action. . . . .. , . • ..•.. •.

• Authorizes the Speaker ofthe Assembly andSenateRUles Committee
each to appoint one representative to attend the meeting ~d cOllfer
ring to advise the parties on the views ofthe Legislature onmatters
which would require' an appropriation or .legislative.action..••..

Functions ofthe Legislature Under Collective Bargaining. Underboth
the SEERA and HEERA, the Legislature must approve MOUprovisions
which require either (l)theexpenditureoffundsor (2) a change in the
law, before these provisions can be implemented. . . ". '.. '. •. '.' .

As noted above, the HEERAspecifically providesthatif the LegislatuI:e
or Governor does notfully fund a MOU, the entire MOUisto be referred
back to. the parties. for further meeting ,and conferring.

Compensation Increaslts for Employees Not Covered, by Collective Bargaining
It is our understanding that the procedure for providing cOmpensation

~~~:bi;~C;e:~~:ea:fu1r~~~~s not. covered by collective bargaining will

• The Governor, through the DPA, will propose increases for nonr~pre
sented civil service and related employees, and the UC Regents and
CSU.Trustees will.propose such increases.forUG and CSUnonrepre-

.Trf:eee:~&:;~e:ndeCb~~::j~·will act •.on· suchproposedin9reas~s
through thenormal13udget Bill Process. . '.' ...•... ..> ..., .

ImplementingtheBarg~iningProcltss ,.."
The Public Employment Relations Board (PERB) is responsible, under

the SEERA and HEERA, for: .. .
• Determining. appropriate bargaining units (that· is, designating the

specific job classeswhich are tobe coIllbin:edwithin separate units for
representation by individual employee organizations).
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• Conducting elections to determine which,ifany, of the competing
employee organizations will serve as the exclusive bargaining agent

. for each such unit. .. . . .
iStalas ofImplementing Collective Bargaining Under the SEEM. The

PERBcoIIlpleted the bargaining unit determination process in November
1979 and desigll.ateda total of 20 separate bargaining units. Implementa
tionof theSEERA was delayed to some extent by litigation testing its
constitutionality. The California Supreme Court, however, has ruled that
there is no basic conflict between the SEERA and the California Constitu
tion.

Table. 13
Distribution of State Civil Service and Related

Employees Among Bargaining Units Created Under
Provisions of the State Employer·EmployeeRelations Act (SEERA)

Estimated
Personnel
(FIJ1J.Time

Bargaininir Unit Equivalent·
Unit
NUI11ber Occupational Group
1 Administrative, Financial and

Staff Services
2 Attorney and Hearipg Officer 1,842p

2,155
32,848 .
4,179

3
4
5

6

.7

8

9

10
11

12
13

14
15
16

17
18

19

20

Education and Library
Office and Allied
Highway Patrol

Corrections

Prot~ctive Seryicesand Pub-··
lic Safety ..
Firefighter

Professional·Engin~~r
'.. '., :'

Professional Scienti£i~

Engineering and Scientific
TechnicianS
Craft and Maintenance
Stationary Engineer

Printing Trades· .
CUStodial and Services
Physician, Dentist and Podia·
trist
Registered Nurse
Psychiatric Technician

Health· and .Social Services!
Professional

Medical and· Social Services
Support
Total Employees

Number
23,192

4,492

3,150

4,795

1,327
3,092

9,449
472

856
5,690

890

1,608
7,426

2,962

1,612

118,570
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Percent
19.6%

1.5

1.8
27.7
3.5

5.5

308

2.7

4.0

1.1
2.6

8.0
0.4

0.7
4;8
.7

1.4
6.3

2.5

1.4

100.0%

Exclusive Representative
California State Employees' As·
sociation (CSEA)
Undecided

CSEA
CSEA
California Association of High.
way Patrohmm
California Correctional Officers
Association
.Coalition .. of Associations .and
Unions of State Employees
California Department of For·
estry Employees' Association
Professional Engineers in Cali
fornia Government
CSEA
CSEA

CSEA
International Union of Operat
ing Engineers, Stationary Engi
neers Division
CSEA
CSEA
Union of American Physicians
and Dentists
CSEA
Communication Workers of
America; PsychTech Union
American Federation of State,
County and Municipal Em
ployees
CSEA



During June 1981, the PERBconducted unit elections, providing all
eligible ,employees the opportunity to vote for the exclusive bargaining
agent, if any, .of their choice. At the time this analysis was written, 19 of
the 20 Units had selected an exclusiyerepresentative. The only unit re
maining undecided with respect to exclusive representation was one con
sisting of attorneys arid hearing officers which represents 1,842, or 1.5
percent, ofthe 118,570 civil service and related employees covered by
collective barg~ning. Therefore in the l:.>udg~t year, compensation in
creases for employees in 19-and possibly all-of the 20 bargaining units
will be subject to the collective bargaining process.

Approximately 84 percent of state civil service and related employees
are covered by collective bargaining under the SEERA. Table 13 indicates
the distribution of these employees among the 20 bargaining units.

Steps Taken by the Administration to Prepare.for Collective Bargain
ing. The Office of Employee Relations (OER) was established in the
Governor's Office by Executive Order B7-75 to represent the administa
tion in all matters concerning employer-employee relations. Pursuant to
Governor's Reorganization Plan No.1 of 1981, the QER was eliminated
and its functions were transferred to the· new Department of Personnel
Administration (DPA).. The new department, in addition to representing
the administration in employer-employee relations,is responsible for
managing the rionmeritaspects of the state personnel system.

Activities undertaken by the OER (now DPA) to prepare state manage
ment for collective bargaining include:

• Issuing guidelines to managers and supervisors for complying with
the SEER1\. so that they may avoid committing :unfair labor practices.
(The guidelines cover such items as rights of employees and em
ployee organizations, and. procedures for complying with bilateral
decisions. )

• Issuing to employees designated as "managers," "supervisors," and
"confidential employees" information regarding. their rights and role
in the state management process.

• Issuing periodic reports informing state managers and supervisors of
state plans forimplementing collective bargaining under the SEERA.

• Conducting formal training for managers and supervis()rs in subjects
such as grievance procedures and the administration of contracts
executed pursuant to the collective bargaining procE;lss.

• Establishing a Management Relations Division to deal specifically
with personnel issues related to those employees not covered by col
lective bargaining.

• Establishirig steering committees consisting of departmental manag
ers to assist the DPA in preparing for collective negotiations.

Status ofImplementing Collective Bargaining lor UC Employees. Fac
ulty employees at UC Berkeley and UCLA each voted for no representa
tion in the elections conducted by the PERB under the provisions of the
HEERA. Therefore, at least for the budget year, those employees will not
be covered by collective bargaining. Employees in two other UC bargain"
ing units,h?wever, ~ave selec!e~an ~xclusivebargainingagen!, to repre
sent them ill collectIve negotiatIons ill PERB-sponsored electIOns:

• A unit consisting of 295 faculty members at the SantaCruz, cllmpus.
• A statewide university' police unit consisting of approximately 200

employees.
Compensation and working conditions for these employees in 1982--83
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wilLbe subject to collective bargaining;. .
At the time this analysis was written,the unit determinationprocess had

not been completed for the balance of the UC employees and, therefore,
it does not seem likely that the 1982-83 compensation increases for these
employees will be determined by collective bargaining.

Status ofImpJementing Collective Bargaining forCSUEmpJoyees. The
PERB designated a total.of eight separate bargaining·uriits·for CSU·em
ployees. Each unit is structured on a statewide basis.· At the time this
analysis was written only the unit composed of university police .(repre
senting 185, or 0.5 percent of CSU employees covered by collective bar
gaining) had selected an exclusive bargaining representative. In the
budget year,compensation increases and other· terms and conditiorisof
employment for these employees will be subject to collective bargaining.

Employees in the other seven units were in the process of voting to
determine which, if any, of the competing employee organizations would
representthem as their exclusive agents in collective bargaining negotia
tions. At this time it is uncertain whether or not compensation increases
for employees in any or all of these sevenunits will be determined for the
budget year through the collective bargaining process;

Table· 14 shows the distributiori of CSU employees among the eight
bargaining units.

Table 14
Distribution of CSU Employees. Among Bargaining Units

Created Under Provisions of the Higher Education
Employer·Employee Rel~tions Act (HEERA)

Estimated Person-
nel

(Full-lifne
Bargaining Unit Equivalent)

Problems the Legislature Will Face as a Result of Collective Bargaining
Because 1982-83 compensation increases for many state employees will

be subject to the collective bargaining p.ro.~ess,. the Le.gis.lature .Will. fac.e
a number of new and perplexing proolems. These problems will be par
ticularly acute in this, the first year of bargaining because of uncertainty
as to:
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• Whether employees in certain bargaining·. units will· be· covered by
collective bargaining. . . . .

.• Whether negotiations in all of the bargaining units will be completed
in time for the funding implications of the MOD's to be considered
by the Legislature in acting on the 1982 Budget Bill.

• The procedure. the Legislature will use in receiving, con~ideringaIld
acting on MOD's.

• The availability of adequate criteria and reliable cost data for evaluat
ing MOD's.

Moreover, it is likely that the Legislature will have only a short time in
which to act onMOD's, because employee compensation proposals proba
bly will be submitted late in the 1982-83 budget process.

In the following pages·we (1) i~entify and disc~ss some of these prQb
lemsand (2) make reco:punendations for addressmg them.

Pro~lem No.1: A Legislative Procedure Needs to be Established for Receiving,
Considering, Clnd Acting on MQU's.

Collective Bargaining Issues. There are essentially four types of issues
which will arise out of collective bargaining: (1) direct fiscal issues involv
ing such items as salaries, wages, and fringe benefits, (2). indirect fiscal
issues involving workingcondition,s, (3) issues requiring changes in exist
ing law, and (4) issues which require neither legislative funding nor statu
tory changes. The latter category are th()~e issues which either fall entirely
within the discretion of management (including a wide range of working
conditions) or are allowed to take precedent over specified sections oflaw,
as permitted by both the SEERA and the HEERA. This category of issues
does not require legislative approval. .

Direct Fiscal Issues. The Legislature will have to act on any collective
bargaining provision that requires the appropriation of state funds for
employee salary, wages, or benefits. These provisions may' be submitted
to it in one of three ways. First, the Department of Finance may submit
budget change letters to provide funding for MOD's. This is likely to be
the case in 1982-83, due to delays in implementing the new collective
bargaining process.

Second, funding for MOD's covering fiscal years beyond 1982-83 may be
included in the Governor's Budget, ifthey are completed on time.

Third, where a MOD is agreed to after enactment of theBudget Bill,
special legislation may be introduced to fund the direct fiscal provisions
of these agreements. Inall three cases, the Legislature could use the same
hearing procedures that it uses in examining other fiscal issues.

Indirect Fiscal Issues. Negotiated changes in working conditions or
other terms of employment could have an indirect fiscal impact. For
example, a MOD might provide for changing employee workshifts from
an 8-hour day, 5-day week to a lO-hour day, 4-day week. Such change could
require additional staff resources if the normal workweek coverage is to
be maintained. Ideally, such indirect costs should be identified in the
MOD's and highlighted for legislative consideration in the same way as
direct fiscal issues.

It is possible,however, that such indirect issues may not be raised at the
time a MOD is submitted, particUlarly if the agency has not determined
the full impact ofthe MOUon its operating requirements. If these indirect
costs are not identified and highlighted for the Legislature, they could be
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overlooked, only to appear in future years in the form of Budget Change
Proposals or baseline budget adjustments.

Statutory Changes. MOU's requiring changes in existinglaw will be
presented to the Legislature in the form of special legislation. Here again,
the Legislature could direct these measures through the regular policy
coinmittee /fiscal committee/floor route that other proposed fiscal meas
ures must follow.

Most state legislatures have not found it necesSarY to establish special
committees or procedures for dealing with collective bargaining ,issues.
(One exception is Wisconsin, which we discuss below.) We believe that
most collective bargaining issues can be handled within existing legisilltive
organizational arrangements. , " '

Accordingly, we recommend that the existing committee structure
which the Legislature uses for hearing budgetitems @dbills be used for
considering and acting on both MOU's andproposedincreases subrrlitted
by the administration for employeesnotcoveredbycoDective bargaining.

The Wisconsin Model. Although the Legisla.ture probably d()€,s not
need to establish any special committee structur€,s for dealing with collec,
tive bargaining matters, the Wisconsin Model is an alternative thatthe
Legislature may want to consider. Wisconsin is one oftwo stateswhich has
established a special committee structure for dealing with collective bar
gaining issues. ItsJoint Committee on Employment Relations deals with
all state-relat€,d coHective bargaining matters. The,' committee" is com
posed of theSpeai<erof the Assembly, the President of the Senate, the
majority and minority leaders of both houses, and the chairpersons ofthe
fiscal committees. The committee is authorized to meet with the Gover
nor's negotiatiIlg t¢am in exec1.ltivesession prior to the comIllertcement
of negotiations to help develop negotiation strategies, and t() qetermine
the budgetllry amounts which can be made available to implement
MOU's. The committee also holds heariIlgs to approve or reject MOU's
after they havebe~n negotiated. Formal actions of this committee go
directly to the floors,of each house for final approval or disapproval.

Minnesota has recently enacted legislation,creating a committee struc
tnre similar to the Wisconsin Model. '. .. \"

Problem No. 2, C;it';fia and Data Are Needed to Evaluate Proposed Compen-
sation Increases , , ',

In th~ past, 'prevaPingrates in nonstate employmenthave provided an
objective b,asis for e,v,aluating proposed ',compen,sa,tion, ," increases. In €'s,t,a,b,-,
lishing collective bargaining in lieu of the prevailing rate system, the
Legislature implicitly recognized that factors other than cOznparable pay
are permissible standards for determining. state employee 'compensation
levels. While tllisopens up the wage-deten:n.iIlati()nprocess tpothercon
siderati()ns, it makes the Legislature's task in acting on MOP's thatmuch
more difficult, sincethe objective basis for evaluatiIlgincreases (pay levels
incomparable n()nstate emploYment) isnolongerdefmitive.

As a result, the Legislat1.lre must determine, what criteria to use in
evaluating compensation increases (a) negotiated by the administration
and (b) proposed by the DPA for employees not represented in the
collective bargaining process.

Negotiated I~creases. Criteria which might he 'used. for evaluating
negotiateci inCreases include:

• "Prevailing salary rates in comparable nonstate employment.
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• Increas€ls in the GNP Personal Consumption Deflator (price index),
the California Consumer Price Index (CCPI)or other indexes; that
measure inflation. .. . '

• Recruitment and retention problems which exist for individual state
classifications. .

.Cost-of-livingincreases granted bythe state to other programs where
a major share of the funding is used for salaries of IQcal government
employees.

Non-n.egotlated.Incre.8ses.'. The DPAwil1 be.r.e.sponsible for.. adjusting
salaries of management,supervisory, and confidential employees as well
as employees in units not represented by exclusive bargaining agents.
Criteria which might be usea by the' Legislature for evaluating these
proposals would be similar to those used to evaluate negotiated increases.
For confidential employees and nonrepresented employees, an additional
criterion· would be the .level of increases received by represented em
ployees incomparable classes. For management and .supervisory em
ployees, an ad<litionalcriterion might be the amount ofincrease required
to maintain the sa,meaverage percentage differential between theirsala-
ries and the salaries'of the employees they supervise. .

tio~h~n~~~':s~aJ~6~&:isd:lr~~~:n~e~~I~~~to~rft~~~a:~~gL~:S:hf:~
chooses to apply. Submission of this information to the Legislature.in time
to allow adequate review andev,aluation is critical if the employee. com
pensation proposals are to be coordinated with the 1982-83 Budget.

In order for the Legislature to have a basis for (a) evaluatingnegotiated
increases for employees covered by collectiveriegotiations and (b) deter
mining appropriate increases for other state employees,we recommend
that the Department ofPersonnel Administration provide thefollowing
information·to the Legislature byMay 15relative to each MOUorother
proposed increase:

A.. The projected percentage difference, as ofthe' following July 1,
between salaries ofmajor state occupation groups and salaries paid
in .comparable nonstate employment. .(In the case. ofmanagers and
s,!pervisors ~ho.areexempt from collectivebargaining,the/nforma
lion shouldmdlCate the average percentage difference whlCh would
result between salaries ofsupervisors andmanagers and the salaries
ofthose ,theysupervise, assuming that all MOU's andproposed coin
pensation increases are approved by theLegislature.)

B. The nature and extent o{anysignificant recruitment and retention
problems. .

Other Data·.
Another problem the Legislature will face will be evaluating oneMOU

against another. For instance, one unit may bargain for lower salary in
creases in favor of higher benefits or better working conditions, while
another. unit may bargain for higher salary increases with lower benefits.
Some of the employee benefitprovisions,such as retirement benefit
changes, could have a significant future cost impact without affecting
budget year costs. . ... ..

To assist the Legislature in evaluating the total compensation package
provided by each MOU, 'we recommend that each. MOU, or other
proposedincrease submitted to the Legislature be accompaniedbyinfor
mation indicating the total cost expressed in terms ofapercentage salar.v
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increase. This informaHon· shoUld include. long-range cost estimates for
changes, such as increased retirement benefits; which would have a de
ferred .cost impact,

Problem No.:I The Need for Reliable and Coordinated Cost Estimates
In order to determine the total amount offundsrequired for employee

compensation and other employment related costs, the Legislature will
need reliable and comprehensive cost estim.ates for each of the MOU's and
other. compensation proposals. Because the Legislature will be receiving
numerous proposals from various sources (for example, the DPA, CSU,
UC,and Hastings College of Law), it may be difficult for the Legislature
to assess. the. accuracy and reliability of these estimates.

As noted above, MOU's also can have a substantial costimpact in ways
other than. straight-forward increases in salaries and benefits. For exam
pie,· changes. in work shifts, the definition of "overtime:' productivity
standards, and frequency of payments to state employees can have signifi~
cant cost implications. As we noted earlier, (a) specific approval bythe
Legislature is needed to impleIIlentMOU provisions which require the
expenditur.e offun.ds an.d (b) virtually all. c.o.. 'IldiHons ofemployment are
subject to· negotiation. ...

The reliability of the cost estimates for individual MOU's is particularly
important for changes in benefits and working conditions because these
costs are more difficult to estimate than salary increases. For instance, a
proposal to add a new state holiday would add additional state costs for two
reasons. First, there would .be additional overtime relating to the staffing
of functions that require 24-hourcoverage,. such as the state hosj>itals.
Second, there would.be a loss in productivity for those employees who are
not replaced becaus~ they work one less day ayear. The loss in productive
time is difficult to II?-easure objectively, and could result in a.substantial
variance in estim.ates.between, say,DPAand CSU.

The Legislature n~eds to assure itself that the cost estimates submitted
by the administrl:l,tioIl;,are complete, accurate and reliable. These estimates
should be reviewed lind coordinated by one central agency before being
transmitted to tJ:le.L~gislature.The Department of Finance would be the
logical ag.ency to dO::thi..·s .be.. cause it is d.. e.signated by sta.tut.e. as having
general· supervisory!responsibilities .over all fiscal affairs of the state.
Therefore, we recommend that:

(a) The Department ofFinance submit to the Legislature by May 15,
1982.a comprehensive cost summaryofproposed andnegoHated changes
in compensaHon and workingconditionsfor allcivil service and related
employees and employees ofthe UC and csu. The summary should in
cludelong~angecostestimates for changesin benefitsand working condi
tions, such as increasedretirement benefits, which wouldhave a deferred
cost impllct.

(b) The Department ofFinance, in future years, include such a sum
mary in the Governors Budget.

Problem No.4: The Need to Treat Various Categories of Employees Equitably
Collective bargainingwill make it more difficult to providecompensa

Hon increases in a consistent manner among the various classes and cate
goriesof state. employees. for the following reasons:

• Compensation increases contained in MOU's for the various bargain
ing units will .be negotiatedindependently of one another.

• MOU's probably will be submitted to the Legislature at separate
times.
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• The magnitude of increases negotiated.or proposed. fornonfaculty
employees of the ue and the same. classes of nonfaculty ,employees
at the esu may differ significantly from one another and both may
differ· from increases negotiated for the Same classes of civil service
employees. Thus, it is possible thatsenior stenographers, for example,
could be paid at different rates by theUe, esu and the various state
agencies.

• .The magnitude .of increases (a) negotiated for Uefaculty employees
in different units and (b) proposed for such employees who choose
not to be covered under collective bargaining may differ significantly
from one another.

• Disproportionate differences mayresult between (a) increases nego
tiated for represented employees and (b) increases proposed for the
managers and supervisors to whom they report.

To enable the Legislature to act on negotiated and pJ;oposed increases
in a consistent manner so that. the variouscategories()f employees are
treated as equitably as possible, we recommend that:

A. The administrationsubmit to the Legislatllre acomprehensive sum
mary showing the nature and amount of compensation increases
negotiated or proposed for allcategories ofemployees. Information
on different units containing the sameorsimilarclassesofemployees
(UG faculty employees, for example) shouldbegroupedtogether for
comparative purposes. .

B. The Legislature consider and act at one time on aD compensation
increases negotiated and proposed for all categories ofemployees.

Problem No.5: Need to Incorporclte EmployeeSolary Provisions into the
Budget Without Delaying the Budget Process

There are two main ways collective bargaining could delay the budget
process:

• Late submission ofMOU's for consideration by the Legislature due to
the negotiating parties' failure to (a) COmmence negotiations suffi
ciently in advance of the budget hearing process, or (b) complete
negotiations in a timely manner.

• Negotiatedincreases might cost morethan .. the amount the Legisla
ture is w1lling to authorize. It is important to note that MOU's suBmit
ted under the HEERA which are not approved by the Legislature
must be returned to the parties for further meeting and.conferring.
The SEERA, however, is silent as to what the Legislature's optioris are
with respect to MOU'sit does not approve.

Under the HEERA, the Speaker of the Assembly and the·Senate Rules
Committee are each authorized to appoint a representative to· attend
negotiation sessions of the esu. The SEERA, however, contains no similar
provisions for such communication links between the Governor's negotia
tors and the Legislature.

In order to prevent collective bargaining from delaying enactment of
the budget, we recommend that:

A. The DPA, UGand GSU$ubmit to the Legislature by May 1/5, 1982all
MOU's and other proposals for compensation increases for 1982-83.

~~~~~~l~~~~~IT6/r9Jt8k:r;:\U~ftY:eC~:::l; b~g:~tt~io6~~~
B. Legislati()n be adopted to require that allMOU's and otherproposals



Forcornpensationincreasesin Futureyears besubrnitted to the Legis
laturebyJanuary1O,along with theGovern()rs budget. (Proposed
compensation increases alsoshouldbesubmittedin situations where
impasses havenot been. .resolved.) .This .wouldallow. the amount •. of
funds required to implement all employee compensation increases
negotiated or proposed by the. executive branch to be included in the
Governor's Budget. This will enable the Legislature, in future years,
to consider and act on employee compensation increases in theregu
lar budget process.

G Legislation be adopted amending the SEERAand HEERA to desig
nate November 15 as the date by which an in;J.passe will be deemed
to have been reached iFthe parties have not completed their
negotiations. .This will. give mediators and· factfinders .until early
January to effect resolution of impasses and allow funding for the
negotiated increases to be included inthe Governor's Budget. (In
order to ensurethat impasses are resolved, the Legislature may want
to adopt legislation· to modify the .SEERAand HEERA to provide for
a fin.. al.". b.. indi.·ng. ar.bitra.tion p.roc.edu.. re, whereb.y. .the last pOSit.ion.

... . ..proposed by either of the .. two parties is selected.) .
D. Legislation be adopted amending the SEERA to authorize the

Speaicer ofthe Assembly and the Senate Rules Committee. to each
appoint a representative to. attend negotiation sessions relative to
civil service andrelated employees.Thiswould allow for communi
cation links betweenthe Governor's negotiators and the Legislature,
thereby increasing. the likelihood that the types and amounts of
increases negotiated would be within limits acceptable to the Legis
lature.

E..Legislationbe adopted amending the SEERA andHEERA to pro
vide that if the Legislature disapproves an MOU because of the
amount offuiJds require~it designate .the· amount of funds to be
providedand:r;eturn th.e MOU to thepartiesformeetingandconfez'
ring as to ho'f the funds are to be allocated. This will enable the
Legislaturetogetermineijleamount of funds t() beappropriated for
compensation increases without interfering. with the bilateral
negotiations oil. how the funds are to be allocated. It will also avoid
delaying completion of the final budget.

Problem No.6. The Danger that the Negotiating Parties will Attempt to Cir
cum.ventthe Collective Bargaining Process by Sponsoring Special Legislation

Collective bargaining considerations will be a primary concern for those
legislative.staff who prepare analyses of proposed legislation and budget
re9pests for the.various committees. Underthene~ ~?llectivebarga~n~g
policy, the Legislature has delegated the responSIbilIty for determmmg
"salaries, wages,w()rking conditions, and other terms and conditions of
employment" to the G()vernor and the two state uniyersit}' systems and
appropriate employee organizations.Under the HEERA, the Legislature
has retained the right only to approve or disapprove provisions ofMOU:s
which require funding or ·statutory modifications.

It is likely that some of the parties involved in the meet and confer
process will attempt to circumvent the collective bargaining process by
sponsoring legislation which would· unilaterally change provisions.relative
to employee wages, benefits, and working conditions.

The fiscal implications of granting some employee benefits through the
collective bargaining process, and at the same time granting. or taking
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away other benefits through the •legislative process could be significant.
This might make it difficult· for· the Legislature to evaluate the costs of
salaryand benefit improvements granted each year. Moreover,legislative
proposals which unilaterally change employee wages, benefits, and work
ingconditions could have the effect of undermining the collective
negotiations process.
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