


Part Three

In addition to the major policy and funding issues identified in the
Analysis, this part discusses some of the broader issues currently facing
the Legislature. Many of these issues are closely linked to funding
requests contained in the Governor’s Budget for 1988-89; others are more
long-range in nature and will, in all probability, persist for many years
beyond 1988.

Most of the issues in this section fall into three categories. The first
involves reviews of specific programs or policy areas: the state’s health
care “safety net,” homelessness, the state’s home-to-school transportation
program, and state reimbursement of local mandates. The second
category includes issues on which the Legislature will face important
budget-year implementation decisions: the Greater Avenues for Inde-
pendence (GAIN) program, allocation of federal immigration reform
monies, Proposition 65 (the Safe Drinking Water and Toxic Enforcement
Act of 1986), and increased state minimum wage. The third category
includes discussions of the state’s transportation policies, demographic
composition and aging programs. These pieces are intended to assist the
Legislature in its longer-range planning.
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-The Health Services “Safety Net”

What Demands Are Placed on Cahfomm s Health Safety Net? What
Options Are Available to the Leg:slature fo Change the Way We
Provide and Fihance Health Care? '

Summary

e About 5.2 million Calzfomzans under age 65 or 23 percent of the
state’s populatzon under 65, lack health insurance or other coverage
such as Medz Cal. When faced with health problems, these individ-
uals are served by private provzders and by the “.S'afety net of
federal, state~, and county-funded programs.
« Despite a growing amount of public funds bemg spent on safety net
© services, these ‘expenditures genérally are not keeping up ‘with
population and inflation increases.

« On average, counties have been shouldermg an mcreasmg propor-

.tion of safety net funding. :

o Individually, counties devote very. dszerent levels of resources to

indigent health care. These levels and changes in the levels over time
_appear to be based less on need than on historical expenditure trends
 and competing county budget priotities.

s Access to health services for indigent persons vcmes significantly
between counties. There appear to be unmet and increasing health
services needs.

» Absent major changes in the fiscal situation for countzes it is lzkely

" that neither the “squeeze” on county kealth systems nor access to
health services for persons who lack coverage will improve. ~

« The Legislature has three basic options for changmg the way we

" provide and finance health care for those without coverage in the
state: (1) strengthen county systems directly, (2) establish a Sfunding

“source for uncampensated care, or (3) extend msumnce coverage for
' those who do not now have tt

Over the past several years, the Leglslature has consxdered numerous
proposals to address problems associated with, financing health’ services
for persons who do not have health insurance or other coverage, such as
Medi-Cal, and cannot’ pay for the services. In this analysis, we examine.
available data that shed light on these problems and whether they are
getting better or worse. ‘

Specifically, after providing background on the "‘saféty net” of publicly
funded services for persons who cannot: pay for health care, we eXamine
data on (1) the number and characteristics of persons who lack-health:
insurance  or other coverage, (2) the role of the private sector in
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providing care to persons who lack coverage, and (3) county funding of
health programs.

Buckground—Cuhformn s Heuiih Cure Delivery Syslem

Currently, Californians receive health care services through a vanety
of mechanisms:

Private Insurance and Medtcare For the most part individuals under
the age of 65 receive health insurance through their employer or the
employer of a family member. Most persons over 65 and certain disabled
persons receive coverage -under the federal Medicare program.

Most insured 1nd1v1duals pay for a portion of therr care out-o f-pocket
through deductibles (where the individual pays a certain amount each
year before the insurance pays.benefits) and copayments (where the
individual pays a certain percentage or a fixed fee each time he or she
uses services).

‘Medi-Cal. The state, with assistance from the federal government,
funds health coverage for certain poor individuals through the Medi-Cal
program. Individuals are entitled to Medi-Cal benefits if they (1) are
members of families with depéendent children or ‘are aged, blind, or
disabled; (2) are legal residents; and (3) meet income and resource
requirements. Persons with higher incomes can become eligible for
Medi-Cal if théy (1) have health probléms that require a large expendi-
ture relative to their incomes and (2) “spend down” their resources to

quahfymg levels.

Servwes for Persons Wzthout Health Coverage. . Persons who are
without health insurance and are ineligible for Medi-Cal or Medicare
must buy services on a pay-as-you—go basis. They often cannot afford to
pay, for the services they receive. For the most part, private prov1ders
attempt to avoid incurring costs for chents who cannot pay for.services by
referring them to pubhc programs if feasible. However, they generally
have been able to recoup the costs they incur for providing these services
by increasing charges to insured clients. Public providers support their
costs for providing services to persons who are unable to pay through a
variety of governmental programs collectively referred’ to.as the “safety
riet.” Some private nonproﬁt provrders such as commumty clinics,
supplement public services to' persons without coverage usmg funds”
ava:lable from safety net programs and pnvate gra.nts

Whal is the “Safety Net"? : :

Under Section 17000 of the Welfare and Instltutlons Code,  counties
have ultimate responsibility for providing access to health-care services
for those'who lack coverage under public or private programs. Over time,
the state has assisted counties by (1) providing: grants for county health
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services and (2) funding a patchwork of programs designed tc enhance
access to health care for persons lacking coverage. The state programs
are, for the most part, not entitlement programs like Medi-Cal, but grants
to providers to care for limited numbers of people. These services
provide a “safety net” for those who have no other source of care.

There are three main segments of the safety net:

s Medically Indigent Services (MIS) Program. This program pro-
vides state monies to counties to fund health care for indigents. The
program began in 1983, when, as a result of Medi-Cal reform
legislation, counties became responsible for providing services to
peisons who formerly would have been eligible for Medi-Cal as
“medically indigent adults.” Some counties operate quasi-insurance
programs for indigent persons using their MIS funds. The eligibility
standards and benefit levels vary significantly from county to county.
Many counties have continued Medi-Cal eligibility policies in oper-
ating these programs. (For example, many counties exclude undoe-
umented persons from coverage under their MIS programs.) Other
counties fold their MIS monies into funding for their overall “safety
net” programs.

¢ County Health Services (AB 8} This state program provides block
grants to counties, with local matching funds required, to provide
publie health services and inpatient/outpatient care for low-income
persons (such as “working poor” families and undocumented immi-
grants). In order for a county to receive its full share of state County
Health Services program funds, it must budget expenditures equal to
a standard based on expenditures for health care in 1977-78, in-
creased each year by population and inflation.

s Grant Programs for Special Populations. These programs provide
health services for special populations (migrants, Indians, pregnant
women, rural residents) through grants to counties, community
clinics, and other providers. :

Safety Net Funding

Table 19 summarizes total public-sector funding for California’s safety
net from 1985-86 through 1987-88. It indicates that funding totaled $1.3
billion in 1987-88, an increase of 7 percent since 1985-86. On a per-capita
basis, funding increased 1.3 percent. During the same period, inflation
increased costs by 5.5 percent to 14 percent (depending on which
inflation index is used for the calculations). Consequently, “real”
(inflation-adjusted) per-capita funding actually declined.
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Table 18 .
Callforma's “Safety Net” Fundmg
1985-86 through 1987-88
- {dollars in thousands) -

- Percent

Change
’ From
Program 1985-86 198687  1987-88 1985-86
Medically Indigent Services program (state
funds) ® L $566,188 - - $548,174 §543475 . —40%
County Health Services (AB 8P : ‘
State........... e 260,300 279800 985400 96
County ®.ovvivviniii 256,000 - 290,500 337,400 31 8
Grants for special popu]ahons . - e ) . . o

Maternal and child health ¢ : : B N
SEAtE. o ie e 3,507 4514 2508  —285
Federal......ooovvvnnnns erereeiineeeas " 9,996 ToogT62 - - 10836 84

Rural health {state funds)................c.0. - 3,862 . 386 . 382 - —

Primary clinics ) o .

SERE, . vv v et et v e e 1459 1462 . 1,459 -
Federal.......... R . 32560 30571 3700 04

Migrant : - Lo )

SR v e 1,038 1,038 1038 L—
Federal. ..oeverveeririiarsiieeeeanienene 5997 6,079 5300 —116

Indian health ! : : .
SEAE. ... veereesrerririeseessitresiaeeseens 2,99 2,996 299 = —

_ Federal.......... et o 8050 . 33500 33,500 . 98

Family planning ) o ‘ _

B | L U 4,120 - 34,155 34,155 0.1
Federal. ....ooivieriiiiiiiiincrnanaions 12764 . 12901 - 11,805 ]
TS «eeevvvvvreieseeeeeereaeeeeeeeesneres $1921,996 . 1952508 81,306,434 70%

Funding sources . . .
COURIY. v eeevvseereseesssinsseesereesreeaeeens STR000 820500 337400 . 318%
SEGEE . oovvvrerreeai it is e Lot 87347 870,185 874,893 0z

Federal......cccccooviviivinniviincnnniniiainees - 91,817 91813 14l 25

2 Includes County Medical Services program,

b Inpatient and outpatient services only, .

¢ Based on county budgets submitted under the County Health Semces (AB 8) program.
9 Changes in General Fund and federal funds have not affected’ the' overall program level.

County funding for the safety net is estimated to be $337 million in
1987-88, an increase of 32 percent since 1985-86. This is a per-capita
increase of 25 percent. State funding totaled $875 million in 1987-88, an"
increase of 0. 2 percent. This is a per—caplta decrease of 51 percent

How Many Peop[e I.uck Heallh Covercge‘-' . o )
The Current Population Survey (CPS). performed by the Census :
Bureau collects information about health insurance status. The University -
of California, Los Angeles' (UCLA) released a study in September 1987
that analyzed these data for persons under age 65. These data give us a
detailed picture of the number and characteristics of persons who lacked
insurance or other coverage throughout 1985. However, there are several
important caveats to the CPS data. First, the data overstate the extent of
coverage because they count as “covered” those individuals who (1)
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. were covered only for part of the year and (2) have limited coverage. For
example, some individuals may have coverage that does not pay for
catastrophic medical expenditures. Second, the data understate the
extent of coverage because they do not count as “covered,” persons who
would be eligible for Medi-Cal if they incurred health care expenditures
that are large relative to their income.

Accordmg to the CPS data California has the 11th highest proporhon
of uncovered individuals in the nation, with 22 percent, or 5.2 million
individuals under the age of 65 lacking coverage for the entire year.
Trend data for California are not available. Nationwide, the Congres-
siona! Budget Office recently reported that the percentage of persons
. lacking coverage has increased from.15 percent in 1980 to 18 percent in
1987. This trend appears to be related to the growth of service-sector
empIOyment compared - to other employment sectors. (Servxce-sector
employees typically receive lower wages and benefits.) Because this
employment trend has occurred in California as well, it is likely that the
proportion of persons who lack coverage may also have increased in
California. -

Compared to the rest of the under—65 population, the UCLA study
shows that the 5.2 million people who lack coverage in California include
high propertions of people who are young, poor, Latino, self-employed or
employed in the service sector,‘and living in certain metropolitan areas
in southern California and the Central Valley (such as Los Angeles, San
Diego, and Bakersfield).

~ Moreover, 75 percent of the population lacking health coverage, or
almost 4 million people, are employed or are the dependents of employ-
ees. Persons in families that have dependent children and incomes less
than 150 percent of the poverty line account for about 45 percent, or 2.3
million, of the people lacking coverage. These individuals are likely to be
eligible for Medi-Cal if they (1) incur large medlcal expenses relative to
their income and (2) are legal residents.

The CPS data reflect the “universe” of people who potentially may use
the services of the safety net. The only statewide data available that show
actual utilization of these sérvices come from the Office of Statewide
Health Planning and Development {OSHPD}. The office collects hospi-
tal discharge data on persons whose care was funded through county MIS
programs. The data show that compared to all hospital discharges, MIS
hospital patients disproportionately: are male, young (25 to 34 years of
age), black and Latino; have injuries (as opposed to illnesses); and were
admitted from the emergency room. The data, however, do not provide
a complete picture of safety net utilization, because they exclude (1)
outpatient services and (2) services to individuals who do not qualify for
county -MIS.programs. Many counties use eligibility criteria for their MIS
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programs that are similar to criteria used for the former Medi-Cal
medically indigent adult category. Most notably, these criteria exclude
undocumented persons.

What is Uncompensated Care?

Although the roles of the public and private sectors in providing care
to persons without coverage are generally different, from an accounting
-perspective the costs of services provided by both sectors to persons who
cannot pay are considered to be “charity care” or bad debt. Together,
using the OSHPIYs definition, these two categories are referred to as
“uncompensated care.” Under this definition, “uncompensated care”

" does not include (1) shortfalls due to low rates paid by Medi-Cal or other
payors and (2) services funded by county MIS programs. (County MIS
programs are considered to be a payment source in the data the QSHPD
collects from hospitals on their costs for providing uncompensated care.)

What is the Relative Involvement of the Private and Public Sectors in
Providing Uncompensated Care? ;

In order to answer this question, we reviewed an OSHPD study
released in May 1987. This study analyzed uncompensated care data from
1980-81 through 1984-85. The study provides some information about the
relative burden of these costs borne by private providers and counties.
The data indicate that private and public hospitals provided uncompen-
sated care costing approximately $750 million in 1984-85. County hospitals
provide a disproportionate share of this uncompensated care. They had
only 13 percent of total beds in the state in 1984-85 yet accounted for 43
percent—or $323 million—of these costs. Private providers, with 87
percent of the beds, bore 57 percent—or $427 million—of uncompensated
costs. These proportions have remained relatively constant since 1982-83.

Other OSHPD data indicate that the per-capita amount of uncompen-
sated care is significantly higher in counties with county hospitals than in
those without. In 1986 the amount of uncompensated care per capita was
200 percent higher in these counties than in counties without a county
hospital. This is not surprising since individuals without health coverage
can probably obtain services more easily in counties that have county
hospitals.

Effect of Uncompensated Care on Institutions. On average, the
OSHPD study indicates that private hospitals have raised more than
-enough revenues to cover the cost.of the uncompensated care they
provide, while county hospitals continue to do poorly. Between 1980-81
and 1984-85, net income (revenues less patient expenses) of nonprofit
hospitals increased from 2.2 percent of expenses to 5.1 percent. Net
income of investor-owned hospitals increased from 5.6 percent of ex-
penses to 15 percent. County hospital revenues, on the other hand, have
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been consistently about 30 percent below expenses over timé. This is,
because a large portion of the services provided in county hospitals are to
low-income individuals who lack coverage and who are unable to pay for:
the services they receive. : SR :

These generalizations about the public- and private-sector involvement:
in providing uncompensated care mask the situations of individual
providers. For example, some private providers may have increased.
services to persons. without coverage. These providers would have higher
uncompensated care costs and more limited ability to generate revenue .
to cover these costs. In contrast, some private providers may have’
significantly reduced their level of uncompensated costs over the period
we examined by instituting more effective client sereening. To the extent
that this increased screening has occurred, it probably has resulted in:
access problems for individuals lacking coverage and add1t10nal stress on
California’s safety net programs.. :

County Fundmg of Health Services

Currently, counties must report their expendltures for health services
to the state Department of Health Services. The, usefulness of these data -
is limited because the reporting is in very broad categories and the data "
are inconsistent between counties. Nevertheless, it is possible t6 use these
data to identify trends and patterns in county spending, We examined in .
detail data from budgets submitted by six counties. These counties were
selected to include ones of varying size and with different types of health
care delivery systems, including those with and without county hospitals.

Summary information on. these counties is provided in four :charts.
Chart 35 presents data on per-capita inpatient/outpatient expenditures,
Chart 36 presents data on per-capita nef inpatient/outpatient expendi-
tures, Chart 37 presents data on per-capita expenditures for health’
services from general purpose revenue, and Chart 38 presents dataon the
proportion of general purpose revenue budgeted for health services.

The data in these charts show significant vanatlons among the six
counties we examined. Specifically:

e The level of resources devoted to health services varies significantly
among the counties. For example, Chart 36 shows that budgeted -
per-capita net expenditures for inpatient/outpatient services varied
from $4 (Shasta) to $32 (Los Angeles). The proportxon of county -
general purpose revenues budgeted for health services (Chart 38) .
varied from 0.8 percent (Shasta) to 7.8 percent (Los Angeles). The
differences between counhes reﬂect a number of factors,:including
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Chart 35 _
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Chart 37

Per Caplta Expendltures for Health Servlces From
County General Purpose Revenue . :
Selected Counties" .
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-«(1) -the ‘historical role-of the county in providing services, (2) the
needs of the county’s population, (3) the relative efficiency and costs
of county services, and (4) the populatlon s ability to pay for services.
and/or the effectiveness of the courity’s revenue co].lechon funchon ‘

o The change in the level of resources devoted to health services
during the period we examined also varied significantly among
the counties. For example, budgeted per-capita net expenditures for
inpatient/outpatient services increased by 29 percent from 1984-85 to
1986-87 in Santa Clara County and decreased by 34 percent in Shasta
County - (Chart 36). The proportion of county general purpose
revenues budgeted for health services increased by 51 percent from
1983-84 to 1985-86 in Santa Clara County and decreased by 71 percent
in Shasta County:(Chart 38). The reasons for these differences are
unknown. Presumably, increases are due to cost increases and
expansion of services, while decreases are a result of county budget

: constramts :

o Increases in the various expendtture measures have not generally
kept pace with mﬂatzon ‘Between 1984-85 and 1986-87, inflation was
between 7.4 percent (using the AB 8 funding formula, which.
mvolves the Consumer Price Index for two major urban areas) and"
15 percent (using the medical component of the Consumer Price
Index). Expenditure increases generally exceeded these inflation
indices only in Santa Clara (Charts 35, 36, and 37).

‘The county profiles reveal large differences in orientation towards and'.

experience with health care. For example:

o Los Angeles County. On one end of, the spectrum is Los Angeles, a:
- large urban center with a network of hospitals, health centers, and .
public health clinics providing a broad range. of services from
outpatient to specialty inpatient. It has a relatively high level of .
. per-capita financial involvement. :
« Shasta County. On the other end of the county hospital spectrum is
- Shasta County; a small rural county with a relatively low per-capita
financial involvement in health care. The county’s per-capita invest-
ment in health care, which began small, is gettmg smaller. In fact, in
1987, due to some major financial -problems, the county. closed its
county hospital. Subsequently, the county also decided not to operate
its own medically indigent services program, and is now participat-
ing in the state-operated program for small counties. ‘ :
. o San Diego and Sacramento Counties. These cotinties do not have
county hospitals. As a result, they spend less on health care than the
three urban counties with.county hosp1tals Moreover, their level of
resources ‘devoted to health -services™ has grown moré slowly, or
actually’ decreased relahve to most of our sample ‘counties with
hospitals.
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¢ Santa Clara County. This county has relatively high expenditures on
health services compared to other counties we examined. It is the
only county of the six we examined where expenchtures are increas-
ing faster than inflation.

Access to Health Services Through the Safety Net
Varies Significantly Between Counties

In our review of safety net services, we attempted to evaluate the issue
of health service “access.” By this we generally mean the availability of
services to meet needs. For instance, there are access problems to the
extent that services simply are not available (such as the lack of
obstetrical care in certain rural counties), difficult to reach (say, due to
lengthy distances that must be traveled to reach health facilities), or
difficult to use {due to lengthy waiting times). Based on a variety of
measures that provide direct and indirect evidence regarding access to
safety net services, we conclude that there are (1) significant differences
in access to health services between counties, (2) increasing demands-for
safety net services in many counties, and (3) access problems in some
counties that may result in adverse health effects.

Specifically, we examined the following measures:

« Financial Differences. As discussed above, counties devote very
different levels of resources to health care services. These differences
appear to relate more to historical trends and competing budget
needs rather than any apparent measure of demand..

o Demands for Service. Most counties we visited reported difficulties
in scheduling appointments and increased waiting times for services.
These problems result in barriers to individuals needing care that
potentially discourage them from seeking it at all. For example, Los
Angeles County reported to us that some women must wait up to 18
weeks to begin receiving prenatal care. Medical professionals agree
that prenatal eare is most effective when it begins early in the
pregnancy. Thus, access problems in some areas, particularly prena-
tal care, may result in adverse health effects.

o Eligibility Requirements. Counties have widely varying eligibility
requirernents for services. In some counties, virtually anyone who
comes to the county hospital is served. In other counties, people
using county-funded services must go through an elaborate eligibility
determination process.

o Lawsuits. Several individuals have filed lawsuits against counties and
the state alleging that access to health care is inadequate in those
counties. Interestingly, these counties include Los Angeles and
Shasta, which are on either end of the spectrum in terms of the
resources the county devotes towards health care. :
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o Health Indicators. While California’s health status indicators have
improved over time, recently there have been some downward
trends. According to information from the Department of Health
Services, in 1986 more women went without any prenatal care than
at any time since 1970. In addition, in 1986 black infant mortality
relative to white infant mortality was higher than it had been at any
time since 1970. These problems are caused by a variety of factors,
which probably include health service needs not met through the

_ safety net. Counties also vary on these indicators, although their
performance relative to one another on these indicators does not
reveal any consistent patterns.

Future Sires:es on County Health Services Funding

Our review of county spending on safety net services suggests that
many counties are struggling to keep up with the demand for services.
Unfortunately, there are major factors at work—now and in the future—
that will further stress the ability of counties to fund health care services.
Specifically: :

s County Capital Needs Our review 'indicates that counties have
tremendous capital needs for health-related facilities. On a statewide
basis, the counties assessed these needs at over $1 billion in 1985-86.
Counties will need funds in the near fuiure to replace existing
structures and to build additional facilities.

« Trauma Systems. Within the last several years, 13 counties have
organized trauma systems in order to get severely injured persons to

" the appropriate level of care as quickly as possible. Trauma systems
are characterized by a sophisticated system of transporting trauma
victims to medical care (for example, paramedics may be used
instead of less well-trained emergency medical technicians) and a
‘network of “trauma centers.” A “trauma center” is better equipped
and staffed to respond to life-threatening emergencies than an
emergency room. For example, trauma centers must have an entire
trauma team, including a surgeon and an anesthesiologist, at the
hospital 24 hours each day. A variety of specialists must also be
promptly available.

Trauma systems have saved lives, but at high cost to the facilities
that provide the services. This is because they are expensive to
operate and many of the people who are likely to lack health
coverage—young males and minorities—are also at the greatest risk
for being injured as a result of a car accident or a violent erime, This
high cost has caused some private hospitals to close their trauma
centers. This is true in Los Angeles, where the burden on the county
has been made worse because private hospitals located in and
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- adjacent to areas with large numbers of individuals without health
coverage have dropped out of the trauma system.

o AIDS, AIDS is placing a growing burden on county facilities, both
physically—by taking up beds—and financially. This is a population
that was not previously receiving services in county hospitals and one
that will grow substantially in the future. It is also likely that
counties—again, in their role as provider of last resort—will end up
bearing a large portion of these costs.

These factors will be offset to an unknown degree by the availability of
new funds as a result of the federal Immigration Eeform and Control Act
(IRCA). Under IRCA, some aliens currently receiving county-funded
services will become eligible for Medi-Cal, thereby reducing county costs.
In addition, counties will receive a portion of federal legalization impact
grant funds to assist them in providing services to legalized aliens. These
grants will be available for at least four years. There may be, however,
some county cost increases as a result of IRCA (for example, counties may
provide additional services to meet increasing demands).

Three other state measures may improve counties’ ability to fund
health care services by increasing general discretionary revenues. First,
Ch 1257/87 authorizes counties with populations under 350,000 to irnpose
an additional half-cent sales tax to support any local programs with voter
approval. Second, Ch 1211/87 provides for state funding of county trial
courts, thereby potentially freeing up $350 million to $450 million in
county funds now used to support the courts. Third, Ch 1286/87 provides
for stabilization of county matching requirements in four separate health
and welfare programs.

Summary of Findings
Our review of various sources of information on safety net spending
indicates that:

¢+ Although a growing amount of public funds are being spent on
“safety net” services, these expenditures are not keeping up with
population and inflation increases. Counties are shouldering an
increasing proportion of safety net funding. ' :

» Private hospitals provide a majority of the uncompensated care in
the state, but they have raised more than sufficient revenue to pay
for this care. County hospitals, however, provide a disproportionately
large share of uncompensated care. These costs must be borne by the
safety net.

¢ Counties devote different levels of resources to indigent health care.
These levels appear to be based on whether or not a county operates
a hospital and on historical expenditure levels.
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¢ Health services expenditures are changing in counties for reasons
that are not completely understood. It is likely that reductions are
due to county budget constraints and increases are due to cost
increases and addressing unmet or increasing service needs.

s In four of the six counties we examined, the proportion of county
general purpose revenues earmarked for health care has grown
. (Chart 4}). Counties have limited ability to increase the proportion of
funding for health care services due to other demands on county
funds.

« Access to health services for indigent persons varies significantly
‘between counties. There appear to be unmet and increasing health
services needs in many counties we visited.

Absent major chariges in health care delivery sysiems and the fiscal
situation of counties, these findings imply it is likely that (1) the squeeze
on county systems will continue and (2) aceess to health services for
persons who lack coverage will not improve. Therefore, the Legislature
may want to look at different ways of providing and financing this care.

The Legislature’s Options

In order to provide better and more uniform access to health care
services in different counties and relieve the [ressure on county systems
the state has three basic options:

o Strengthen existing county systems by. providing additional funding
for health services and, possibly, imposing standards and data
collection requirements on county services in order to assure more
uniform access among counties. This option allows state costs to be
easily controlled because counties would provide services within a
capped allocation.

o Establish a funding source for uncompensated care (or a system for
reallocating the costs of uncompensated care among providers).
These funds could be allocated to public and private providers based
on the level of uncompensated care they provide. This option could

encourage more participation by private providers because they
would be paid for services provided to individuals without coverage.
This, in turn, would reduce pressure.on county systems. Revenue
pools, which reimburse providers for bad debt and charity care,
wouild be one way to expand private-sector participation in providing
services to the uninsured.

o Extend coverage to persons who do not now have it. This could be
achieved by (1) providing incentives to employers to cover employ-
ees (mandating coverage is infeasible due to federal laws), (2)
subsidizing purchase of insurance by individuals, (3) providing state
coverage similar to Medi-Cal for additional categories of individuals
(for example, by reinstituting the medically indigent adult pro-
gram), or (4) establishing a risk pool for uninsurable persons.
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- -Extending insurance coverage to individuals would provide each
~individual with the resources to seek his or her own health care
services. Because of this, it is likely to address some of the problems
we have identified by (1) enabling service utilization to be more
closely related to need and (2) rehevmg the pressure on county
-+ gystéms. However, this option is likely to be more costly overall to the
health care system than the other two options and may not result in
* improved ‘access unless the coverage is comprehenswe and prov1des

' ~adequate payments to providers.

Determmmg the costs and des1gmng administrative structures for
these options is a major project involving {particularly for the insurance-
based options) extensive data analysis. If the Leglslature wishes to
consuler alternatlves to our current health safety net, it may want to
contract . for a study that would spell out the costs of these or other
approaches. Several other states have performed studies of this type or
have implemented programs using various approaches. Their experience
could be used as a basis for performing studies in Californiz. For example:

Washington. Recently, Washington’s Legislature established a commis-
sion to identify the number and characteristics of persons lacking
coverage, the benefit and administrative structure of an insurance plan to
meet the needs of this population, and the cost and financing of such a
plan. Based on the work of the commission, the Legislature initiated a
pilot project for a system that involves:

o A voluntary program of state-funded insurance for persons with
family incomes under 200 percent of the poverty level, with copay-
ments on a sliding fee scale.

o An insurance pool for the medically uninsurable.

+ An uncompensated care pool for the remainder of the uninsured.

« Financing by (1) a payroll tax on employers who do not contribute
specified amounts toward employee health insurance premiums and
(2) a tax on health services.

Hawaii. Hawaii mandates its employers to provide coverage to all
employees working more than 20 hours per week. As a result, 97 percent
of persons under 65 have health coverage. In order to do this, Hawaii had
to obtain a waiver of provisions of the federal Employment Retirement
Income Security Act. The federal government, however, has indicated
that it will not grant more of these waivers.

New Jersey. New Jersey funds public and private providers for
uncompensated costs through hospital rate regulation. Through this
systemn, the state sets payment rates for hospital services that apply to all
payors and generally take into account hospital bad debt and charity care
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costs. The state has also recently initiated an uncompensated care trust
fund (funded by a tax on all hospitals). From this fund, the state pays
hospitals that provide care to the unmsured

Where Do We Go From Here?

In our view, whatever approach the Leglslature w:shes to take it must
first decide the following:

-« What should the role of the pnvate sector be in prowdmg (1)
additional services to persons without coverage or (2) insurance
coverage for employees who do not currently receive coverage as a
benefit? How should the state encourage the private sector to assume
‘additional responsibility—through mandates or incentives?

« What level of control should the state exert over county health
services programs and expenditures? For example, should the state
attempt to ensure statewide consmtency 1n access to safety net
services? ‘

¢ Who should bear the costs of providing safety net services'?

o How much is the state willing to pay for safety net servicés?
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State Programs To Help The Homeless

How Can the Legislature Best Allocate Funds for the Homeless?

Summary

o California’s homeless population has been estimated at -between
50,000 and 150,000. T here is evidence that the populat:on has grown
in recent years.

o The homeless population is still largely comprised of adult unem-
ployed males; however, there now appear to be larger numbers of
women and families. This population also consists of large numbers
of veterans, mentally ill persons, and people with drug and alcohol ‘
‘abuse problems.

o In recent years, the state has established several programs to
supplement local efforts These programs provide general emergency
shelter and targeted relief to specific groups. (such as the mentally
\ill, AFDC families, and veterans).

 There are several questions the Legislature should address in order to
decide how to best allocate funds to the homeless:

— What is the range of services that the Legislature could pfawdep

— How should funds be allocated to subgroup.s‘ within the homeless
population? ‘

— How should funds be allocated among emergency, trans:tzonal
and “permanent” services?

. — Can the Legislature encourage service coordination?

s By considering these questions, the Legislature can make better
decisions on (1) its 1988-89 budget allocations for the homeless, (2)
the future direction of the Grants for Homeless Families program,

. and (3) the allocation of federal funds for the homeless (McKmney
monies).

» We recommend that the Health and Welfare Agency report by

"~ November I, 1958 on various optzons for improving services to the
homeless population.

~In the past three years, the Legislature has created several programs to
assist the homeless. These actions were at least partly in response to
perceptions that the homeless population was growing and that people
were going without needed shelter and assistance. In this analysis, we first
provide background information on the homeless in California: the size
and characteristics of the population, the causes of homelessness, and
whether the problem is growing. We then summarize existing state
programs for the homeless, which include both targeted and emergency
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shelter programs. Finally, we discuss various decisions that the Legisla-
ture will need to make regarding the allocation of state funds to the
homeless in the coming year.

BACKGROUND

How Many Homeless Are There?

The homeless population—almost by definition—is difficult to quantify,
as people are continually moving in and out of housing and emergency
shelter. Most estimates of this population are based on surveys of local
officials and local shelter providers. For instance, based on statewide
surveys, the Department of Housing and Community Development
(HCD) estimated that there were 50,000 to 75,000 homeless people in
California in 1984, A 1987 report by the Health and Welfare Agency
(FIWA), however, suggests that this population is now higher. The HWA
report, which is based on a survey of 20 county welfare departments,
indicates that the total homeless population could be closer to 100,000
(excluding an estimated 46,000 undocumented immigrants who are
homeless in the state). Information provided by Los Angeles County and
the nine bay area counties would appear to confirm the higher HWA
estimates. Surveys in these 10 counties mdlcate that there are about
80,000 homeless in those Junsdlctlons alone.

Who Are the Homeless? .

Table 20 provides information on the composmon of the homeless
population in three counties. The data are based on surveys of local
shelters in Alameda and San Francisco counties, and a study of the skid
row area in Los Angeles County. It is important to note that the
populations reflected -in these surveys may not be comparable to the
general homeless population. For example, the two bay area studies are
based on surveys of shelters, and people who use such services may be
significantly different from those who do not. Furthermore, the Los
Angeles study focused on the downtown area, where single men and the
mentally ill tend to congregate, but where youth, the elderly, women,
and others are probably underrepresented. Nonetheless, the data from
the three counties provide some useful information on the characteristics
of California’s homeless population.

The table shows significant differences between the. downtown Los
Angeles and San Francisco populations and that of Alameda. Data from
the former tend to confirm some common perceptions ahout the.
characteristics of the homeless populahon Specxﬁcally, these popula’aons
have:

s An overwhe]mmg proportion of adult, unemployed males

o A significant number of veterans (about one-third).

« A significant proportion of those with alcohol (a]most 30 percent)
and drug (10 percent) problems.

A large percentage of mentally ill persons (21-33 percent).
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Table 20

Characteristics of the Homeless Population
Three California Counties

Los Angeles County  San Francisco County
Depariment of Mental  Department of Social

Health Services Alameds County
March 1956 August 1986 1987 Homeless Survey
Characteristic

Sex: C

Male......ovovnviniiiiieens 9% 89% 45%

Female......cocoovvviiiiinnninnanee. 4 1 55
Age:®

Below 20....ccovvviniiiviinniiiannn, 4 1 48

2140.. . 61 33 4

Overdl...cocovviivvirinniicinienns 35 45 8
Median sge.................. R, 35 38 —
Ethnicity: . ' - .

WHIEE . eeeeeeereeeereeeeeeeeenn 2% 55% 0%

Black.......ocoiiiiivinriiiinian, . 39 29 59

-HSDAILC. 1. vveev e v %5 g 7

Other ..ovvvrriciieaes 9 7 4
Education: © o ‘

Less than high school completed ... 49 20 _ 30

High school completed.............. 28 61¢ ' 59¢

Some post-secondary education..... 23 19 11
Health problems: '

Aleohol abuse..................oll o7 28 C 19

Drugabuse .........coveviviinnnnns 10 - 10 —

Mental illness........coooooeeiaenl 28-33 21 16
Veteran status:

NOwi e 63 64 8

Yes i E 37 36 12
Employment status: _

Employed.......coovnvivinnioniiinns 15 - B

Unemployed/retired/disabled ...... 85 — —

2 Dashes signify that the data were not included in the survey.
¥ Age ranges among the groups are not exact. :
¢ Of those over age 20.

¢ Includes vocational education.

The Alameda County survey, on the other hand, presents a much
different picture of the homeless. Of the people receiving shelter
services, almost one-half are female and almost-one-half are children-and
teenagers. These figures indicate that the number of families which are
homeless is high in Alameda County and provide some anecdotal
evidence in support of the notion that the problem of homeless families
is getting worse. The Alameda survey also indicates that the county
homeless population has lower proportions of alcohol (19 percent) and
mental health (16 percent) problems.
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Data from all three counties indicate that:

+ Minorities comprise significant percentages of the population (from
45 percent to 73 percent). :

+ A high proportion - of adults have earned at least a high school

- diploma (51 percent to 80 percent).

What Do the Data Suggest About the Causes of Homelessness?

There are many factors which are commonly assumed to cause
homelessness: poverty, a lack of low-income housing, mental illness,
substance abuse, and the break-up of personal relationships. The data
presented above tend to confirm the importance of many of these factors,
although they do not clearly establish the relative significance of these
factors. There is some evidence to suggest that the relative importance of
the factors vary for different populations among the homeless. For
example, in one study, 57 percent of homeless families reported that
eviction or overcrowding had resulted in homelessness. For alcoholics,
however, homelessness often results from an 1nab1l1ty to pay for housmg
due to money management problems. .

In many cases, there is more than one contnbutmg factor. For example
one national study on the homeless indicates that approx:mately 30
percent of alcoholic homeless people are also mentally ill,

Has the Problem Goﬂen Worse?

Another common perception is that the number of homeless in
California has increased during this decade, While we have not found any
hard data to verify this belief, there is some evidence to suggest that the
problem has in fact worsened in recent years. For example, surveys of
city officials and shelter operators conducted by the U.S. Conference of
Mayors in 1986 and 1987 indicate that the demand for emergency shelter
nationwide has increased markedly in the last few vears, with Los
Angeles and San Francisco reporting increases of more than 50 percent
over the two-year.period. A 1987 survey of service providers by the
National Coalition for. the Homeless indicates that the total homeless
population in Los ‘Angeles increased by 25 percent between 1986 and
1987, . the number of homeless families. grew by 40 percent, and that
families now comprise 30 percent of the homeless in Los Angeles.. - -

~ There are indications that' changes in some of the major factors-that
causé homelessness have resulted in an increase in the horneless popu-
Iation.

e The Growth in the Poverty Population. According to U.S. Bureau of
the Census data, the percentage of Californians having incomes
below the federal poverty income guidelines inereased from 10
percent in 1979 to 14 percent of the state’s population in 1985.

s Increasing Rent Burdens. There are some data that suggest that
rental housing costs have grown faster than the incomes of poor
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people in recent years. For example, the statewide median rent for
a one-bedroom apartment increased by 30 percent between 1983 and
1986, while the Aid to Families with Dependent Children (AFDC)
grant for a family of three increased by 17 percent and the starting
wage for service industry jobs increased by 6.5 percent over the same
period. At some point, increasing rent burdens push some people out
of their permanent housing.

o Availability of Low-Cost Housing. Regional data also suggest that
the total supply of housing in major urban areas of the state has not
kept pace with population increases. In Los Angeles, for example, the
population increased by 5.6 percent between 1983 and 1986, while
‘the supply of housing increased by 3 percent over the same period.
In addition, many urban housing markets have lost units which serve
the low-end of the market, Redevelopment projects, for instance,

‘have destroyed many single-room occupancy hotels, which provide
inexpensive shelter primarily to low-income adult men.,

o Increases In Family Break-Ups As a Result of Family Violence,
Operators of shelters for battered women and youths indicate that
the growing public awareness of the alternatives available to victims
of family violence lead more women and children to flee from
violent homes than in the past. For some of these individuals,

_-however, the resulting disruption in their living arrangements can

" lead to homelessness.

Although a significant percentage of the homeless population is mentally
ill, providers of services to this group indicate that homelessriess among
the mentally ill has not increased substantially in recent years.

THE LEGISLATURE HAS CREATED SEVERAL STATE PROGRAMS
TO SERVE THE HOMELESS IN RECENT YEARS

Prior to 1985, there were few state programs targeted specifically at the
homeless. The problem of homelessness was generally regarded as a
concern for .private charities and local governments that supported
emergency shelters and food programs. The state’s role was confined to
the major income maintenance, mental health, and social service pro-
grams, which serve the entire eligible populanon and are not spec:1ﬁcally
targeted at the homeless

In recent: years however, not only have local governments mcreased
the level of resources for the homeless, but the Legislature has also
increased the state’s involvement in programs targeted at the homeless.
Table 21 displays the current state programs for the homeless, estimated
current-yéar expenditures for the programs, and the amounts proposed
for the programs in the budget. The programs displayed in the table are
grouped into two categories—those designed to serve specific groups
within the homeless population and those that provide emergency
shelter services to the general homeless population.
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Table 21

- State Programs for the Homeless
198788 and 19338-89
{dollars in mitlions)

193788

198889

Initial
Yesrof Genersl  Totdl
TARGETED PROGRAMS

Mentally Disabled Homeless
Departrnent of Mental Health:

Community support 1985 $19.7 817 -

Federal block grant 1985 - 06

programs

Medi-Cal case manage- 1989 - —
ment (Ch 1384/87)

Youth .
Office -of Criminal Justice Planning: )
Homeless youth 197 02 02
emergency hotline ‘ ) ‘

Homeless youth pilot 1986 09 09
project

California Conservation Corps: o
Program for homeless 1988 - -—
young adults

Familigs _
Department of Social Services: i
Deposit grants to AFDC- 1938 0. 161
eligibles

Ceneral
Progmm  Fund  Fends  Fund  Funds

$19.7

02

38

174

Total

£17

06

02

a8

386

Purpose of Program

Subvenes funds to counties

to provide a range of ser-

vices to homeless mentally
disabled (HMD). Type of
program and service mix
varies by county.

Supports three “innovative”
programs to provide case
management and outreach
to HMD. Programs empha-
size selfhelp and advocacy.

Requires DMH to establish
a case management pro-
gram which may target the
HMD population (contin-
gent on federal government
agreeing to provide match-
ing funds),

Supports statewide
telephone number for
homeless youth to receive
information and referrals to
services.

Provides funds to local
agencies to provide a vari-
ety of services, including
outreach, shelter, and coun-
seling to homeless youth in
two counties (sunsets
1/1/89).

Adds 154 positions to the
California Conservation
Corps for homeless young
adults (budget proposal).

Provides payments to
AFDC-eligible families for
emergency shelter for up to
30 days and for rental and
security deposils in perma-
nent housing,
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- Office of Criminal Justice Planning: :
Domestic violence shelter 1985 15 30 15 30 Provides emergency shelter
program te victims of domestic vio-
o lence.
Substance Abusers
Department of Alcohol and Drug
Programs {DADP): . . : N
Federal drug abuse funds - NiA NfA N/A N/A  The DADP requires local
' o agencies to target federal
drug and alcohol funds to
homeless.
Veterans '
Department of Veterans Affairss . :
Homeless veterans pilot 1986 02 - 02 - — - Provides information, coun-
project _ N ) seling, and referral to
fo ) homeless veterans in three
counties (sunsets 1/1/88).
Aged
Deparhnent of Social Services: o ' ' '
Adult shelter demonstra- 9% 03 03 0L 0l Providesemergency shelter
tion project ) . for elderly victims of adult
‘ o abuse.
EMERGENCY SHELTER '
PROGRAMS
Housing and Community
Development:
Emergency shelter 1985 - 46 - 46  Provides grants to
. community-based programs
that provide emergency
> shelter, hiotel/motel vouch-
ers, and emergency rental
. ’ payments.
Rental deposit demonstra- - 1987 - = 02 02  Provides grants to establish
Lion project ' . programs to guaraniee
housing deposits made by
homeless persons.
Department of Economic '
- Opportunity: : : ‘
Community services block 1981 - 24 . - 24 Subvenes funds to
grant program emergency ' community-based programs
shelter and services - : » " to provide emergency shel-
_ i ter and services.
Department of Health Services: : o
- Emergency shelters for 1988 - - 07 0.7  Establishes two emergency
homeless people with AIDS . shelters for people with
___ __ __ __ AIDS (budget proposal).
Totals...covviieiiiiiiiiiiiinnns $29.8 $500 34 $6.7 v s

2The 198388 budget proposes $968,000 (General fulid) for the California Conservation 'C‘orps to
“incorporate the activities” of the Homeless Youth Pﬂot Project into its program.

As Table 21 shows, the budget proposes $76 n:ulhon ($43 million General
Fund and $33 million federal and other funds) for programs for the
homeless in 1988-89. More than half of the total funding is for two
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programs, one that serves the mentally ill and the other a new program
for homeless farnilies. The following section discusses programs targeted
at specific homeless groups.

Progroms Targeted At Specific Groups of the Homeless

Homeless Mentally Ill. The table shows that the Department of
Mental Health (DMH) administers the state’s largest General Fund
program for the homeless: the Community Support System program for
the homeless mentally disabled. This is an ongoing program for which the
budget proposes $21.7 miilion ($19.7 million General Fund) in 1988-89.
Through this program, county mental health departments provide case
management, money management, and social services to the homeless
mentally ill. '

Runaway and Homeless Youth. In addition to children who live with
their homeless families, several studies report that there are significant
numbers of homeless youth who have run away or have been abandoned.
Studies indicate that these youth, many in their early teens, have serious.
emotional, developmental, and health problems. Two state programs
target homeless youth and one new program is proposed in the budget
for homeless young adults:

« The Office of Criminal Justice Planning (OCJP) operates an emer-
_ gency hotline to help homeless youth and their families contact each
other and to provide referrals to local services and shelters.

» The Homeless Youth Pilot Project, which sunsets on January 1, 1989,
provides a variety of services to homeless youth in Los Angeles and
San Francisco. The California Conservation Corps (CCC) budget
includes funds for this project, as noted below.

+ A new project is proposed in the budget to enroll homeless young
adults betweeén the ages of 18 and 23 in the CCC. The budget states

- that the CCC will incorporate the activities of the Homeless Youth
Pilot Project into what the budget terms the “homeless youth
component” of the CCC proposal. (We discuss these programs-as
part of our Analysis of the 1988-89 Budget Bill, Item 3340.) - -

Homeless Families, While there have been no statewide surveys to
determine the number of homeless families in the state, the Department
of Social Services estimates that 30,500 families will take advantage of a
new program for homeless AFDC-eligible families. This program, which
would be the state’s largest homeless program in 1988-89, was established
by Ch 1353/87 to give homeless AFDC-eligible families the wherewithal
to find and acquire permanent housing accommodations. The budget
proposes $38.6 million ($17.4 million General Fund) for this program in
the budget year.
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Homeless Substance Abusers. While the state does not directly. admin-
ister any programs specifically targeted to serve homeless substance
abusers, the Department of Alcohol and Drug Programs (DADP) has
identified homelessness as one of the three priorities for the expenditure
of $17.3 million in federal alcohol, drug abuse treatment, and rehabilita-
tion grant funds available in 1988-89.

Homeless Veterans. The state’s only program targeted to serve home-
less veterans was the Homeless Veterans Pilot Project.. This pilot project
provided information, counseling, and referral to veterans in three
counties. The project’s funding expired on January 1, 1988 The budget _
does not include funds for this prOJect

Aged Homeless. The one state program for this populatlon is a pilot
project to provide shelter for elderly victims.of family violence. The
program is scheduled to sunset on July 1, 1988. The budget proposes
$140,000 for 1988-89 to continue the project until December 31, 1988.

Programs Providing Emergency Shelter for the Homeless

Emergency shelters generally prowde homeless persons a place to
sleep for one night at a time and one or two meals. Some shelters also
provide other services, such as counseling and referral. As most shelters
close during daylight hours, individuals must give up their beds each
morning. Currently, there are about 17 000 emergency shelter beds in the
state, all of which are operated by private, nonprofit ‘organizations,
rehglous groups, or by looal governments

In recent years, the state has provided several rmlhons of dollars in
support to local shelters, primarily through two programs: '

« The Emergency Shelter program (ESP), administered by the HCD,
has provided $4:6 million dnnually in recent years to local entities to
build and operate shelters. The HCD estimates that approximately
6,000 persons were sheltered each night in 1986-87 as a result of its
grant programs. '

+ The Department of Economic Opporttinity (DEO) éstimates that

" local agencies use a portion (estimated at $2.4 million) of the federal
Community Services Block Grant (CSBG) funds that they received
from the DEO to provide supportive services to the homeless and to
pay for a portion of the costs of approximately 1,000 shelter. beds.

The 1988-89 budget also includes funds for a demonstration project to
provide housing deposit guarantees to -homeless individuals and a new
shelter program for homeless. AIDS victims. (We discuss this latter
program-as part of our Analysis of the 1988-89 Budget Bill, Ttem 4260.)
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HOW SHOULD THE LEGISLATURE ALLOCATE FUNDS FOR THE HOMELESS?

As described above, the Legislature is currently spendmg about $76
million in 'General Fund and other monies on programs targeted
specifically to the homeless. The Leg1slature will have to decide not only
how to allocate those funds but also how to spend approxnnately $12
million in new federal monies (“McKinney” funds).

Before discussing these specific issues, however, we idéhﬁfy somé key
questions that the Legislature should address in dev1smg its overall
strategy of prov1d1ng assistance to the homeless '

« What Homeless Services Could the Legtslature ProvzdeP As noted
above, we do not have reliable information on the characteristics of
the homeless’ population or the statemde avallabmty of services to
the homeless. Qur review of state programs and dJscussmns with local

" service providers, however, indicate several types of services for the
homeless which could be provided: (1)° emergency shelter beds—
HCD estimates that approximately 17,000 beds are available for an
estimated homeless population exceeding 75,000 persons and rela-
tively few beds are available to intact families or to homeless youth,
(2) daytime multi-service centers that provide job a.nd home-finding
assistance to the homeless (most emergency shelters are closed
durmg the day), (3) programs for the homeless mentally ill who also
have substance abuse problems, and (4) money management for
'persons unable to adequately administer their incomes. .

« How Should Funds Be Allocated to Subgroups Within the Home-
less? Of the total monies proposed for spending on the homeless in
1988-89, 80 percent is targeted to just'two groups: the mentally ill and
AFDC families. Given the range of potential services listed above,
the Leglslature may want to consider, reallocating the “pot” of
money proposed for homeless to different programs. In addition, it is
unclear whether the. adm:mstranons homeless proposals are tar-
geted at the most needy groups. For example, the budget proposes to
spend $2.8 million on a new program in 1988-89 for the CCC to add
154 homeless young adults (ages 18-23) to its ranks. This age group,
however at least has access to some homeless assistance (such as
emergency shelter), whereas existing information indicates that
there may be far more serious problems with homeless youth under
the age of 18 (for example, these youth generally cannot use shelter

- services). The budget further indicates that the CCC program will

- incorporate -the activities of the Homeless Youth.Pilot Project,
_although that project serves only youth under the age of 18. '

« How Should Funds Be Allocated Among Emergency, Transitional,
and “Permanent” Services? Efforts to assist the homeless generally
can be categorized as emergency, transitional, or “permanent”
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services. Emergency programs, such as homeless shelters, generally .

provide up to one month of shelter and limited support services.
Transitional programs provide temporary housing for up to two years
and supportive services that prepare homeless people to move into
permanent housing. Finally, services which help keep people in
permanent housing include short-term. solutions, like emergency
loans or grants to prevent eviction of tenants, and longer-term
actions, such as programs to increase the supply of low-cost housing,
If the Legislature intends its programs to enable homeless people to
move from the streets into permanent housing, some homeless
people would need all three types of programs.

o How Can the Legislature Encourage Service Coordination? Given
the diversity of the homeless population- and of the programs
designed to serve the homeless, it is important to ensure that service
duplication is minimized and that the programs servé homeless
people as effectively as possible. Our review indicates that coordina-
tion of services can be achieved in two ways. First, the Legislature
could require program coordination among state departments. For
example, an effective “permanent” program for the homeless men-
tally ill might include both housing and supportive services, thereby
requiring coordination among HCD, DSS, and DMH. Second, the
Legislature can encourage coordination at the local level. One such
method is specific direction in statutes which create programs. For
example, the Legislature recognized the need for local coordination
when it enacted Ch 1484/86, which established a pilot project to
coordinate and centralize the delivery of services to the homeless in
one county. Another possibility for encouraging local coordination
would be to provide block grants for homeless services to a single
local entity in each county, which would then decide how to allocate
the funds. The disadvantage of this approach is that the Legislature
could not ensure that each county provides comparable services.

Additional Information That Will Be Available

For some of the homeless programs established in recent years, the
Legislature required' specific studies and evaluations. Three of these
reports will be available this spring and should (1) serve to answer some
of the questions posed above and (2) provide information that the
Legislature can use to make its decisions on the 1988-89 budget.

Study of Programs for the Homeless Mentally Disabled. The 1986
Budget Act required DMH to contract for an independent performance

review of county programis supported by the community support system
funds for the homeless mentally disabled. The 1988-89 budget proposes

$21.7 million ($19.7 million General Fund) for this program, which is the .

state’s largest General Fund homeless program. The program review is
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due to the Legislature on February 1, 1988 and should provide a good
base of information in the budget year for the Legislature in setting its
priorities for use of community support services funds and other monies
for homeless persons who are mentally ill. The major objectives of the
review are to assess the adequacy of funding for these programs, the
allocation of funds among counties, the appropriateness of service mixes
and subpopulation targeting, and to identify potential improvements in
the effectiveness of the services provided.

The report will provide a basis for setting priorities for the use of funds
for homeless people other than the mentally ill, however, because it will
review characteristics and services for the total homeless population in
selected counties.

Pilot Pro_;ect Results. The Legislature also has required two pllot
project evaluations—one of the Homeless Veterans Pilot Project (which
sunset January 1, 1988), and one of the Homeless Youth Pilot Project
{which sunsets January 1, 1989). The Department of Veterans Affairs
indicates that its evaluation of the Homeless Veterans Pilot Project will be
available prior to budget hearings. With regard to the Homeless Youth
Pilot Project, the OCJP has already issued an interim report on the
activities of the pilot in 1986-87. That report indicates that it provided
outreach services to 11,400 homeless youth in a nine-month period. The
pilot further provided shelter for 1,523 homeless youth and long-term
placement for 470 of those sheltered, or 31 percent. A final evaluation of
this pilot is due in December 1989. The administration does not propose
to fund the Homeless Veterans Pilet Project in the budget, but it does
propose funding to incorporate the activities of the Homeless Youth Pilot
Project into the CCC, as noted above,

Hopefully, these three evaluations will provide some guidance to the
Legislature as it makes its budget decisions. Two of the most important
such decisions involve the recently established program for AFDC-
eligible homeless families and the allocation of new federal monies for the
homeless We turn to these Programs now.

lmplemeniuﬂon of Ch I353/87—Grunh for Homeless Families

-We recommend that prior to budget hearings, the DSS report to the
fiscal commitiees its plans to evaluate the effectiveness of Ch 1353/87 in
reducing homelessness among AFDC-eligible families.

Chapter 1353, Statutes of 1987 (AB 1733), established a special payment
for- AFDC-eligible homeless families. Chapter 1353 was enacted in
response to both legislative concern about homeless families and a lawsuit
alleging - that state programs to shelter homeless children caused the .
separation of children from their families. As a result of the lawsuit, the
court issued a preliminary injunction requiring the state to stop shelter-
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ing homeless children in a manner that separated them from their
families, Chapter 1353 provides for homeless children to be sheltered
with their families. The measure was implemented -in February 1988,
following federal approval of the necessary changes in the state’s AFDC
plan, The federal government took the unusual step of approving the
plan changes for only one year, apparently due to its conceirn about the
cost-effectiveness of the new program. (The federal share of the pro-
gram’s costs is 50 percent.)

The measure provides for (1) payments to cover temporary housing
needs of $30 per day (up to 28 days annually) and (2) up to 80 percent
of a family’s “maximum aid payment” (in 1987-88; 80 percent of the
payment is $506) for a security and utility deposit and a month’s rent in
permanent housing. The budget proposes $39 million ($17 million
General Fund) for these grants to homeless famlhes in 1988-89, making it
the state’s largest homeless program.

Chapter 1353 has the potenhal to reduce homelessness among AFDC-
eligible families by providing them with the funds they need to make the
transition from homelessness to permanent housing. Our analysis indi-
cates, however, that the measure’s actual impact on these homeless
families will depend on. the following three factors: (1) the extent to
which families actually use the money provided to secure permanent
housing (Chapter 1353 does not require counties to ensure that recipients
actually use the funds to secure permanent housing}, (2) the money
management skills of the families that receive the grants, and (3) the
availability of low-cost housing for these families. Some service providers
indicate that these families will need help with money management in
order to take full advantage of the opportunities presented by the
homeless grants offered through Chapter 1353. We do not know the
extent to which the problems and difficulties in finding affordable
housing will keep families from using these grants-to make the transition
from homelessness to permanent housing. These concerns, however,
warrant attention.

We believe an evaluation of the Chapter 1353 program would provide
the Legislature with information on the characteristics of the population
of homeless AFDC-eligible families, the relative difficulty that these
families face in finding low-cost housing in different parts of the state and.
the impact the grants have on helping these families to establish-.
themselves in permanent housing. Such an evaluation would also provide
information that the state could use to secure permanent federal
approval‘of the program. It is our understanding that DSS could evaluate
the effectiveness of the Chapter 1353 program using data that can be
collected on the state computer system that counties use to track all
AFDC and food stamps recipients. Preliminary discussions with the

5—T7313
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department indicate that this could be achieved relatively easily. We
therefore recommend that prior to budget hearings, the DSS provide the
fiscal committees with a plan to evaluate the Chapter 1353 program and
its effectiveness in reducing homelessness among AFDC-eligible families.

How Should the State Use $12 Million in Unbudgeted Federal Funds
Earmarked For the Homeless?

We recommend that prior to budget hearings, the Department of
Finance submit a plan for spending $12 million in federal McKinney
Act ﬁmds

The Stewart B. McKmney Homeless Assistance Act of 1987 will provide
about $56 million in federal funds to California in 1987-88 and 1988-89,
with most of the funds allocated to local governments. Table 22 summa-
rizes how these funds will be distributed to various entities within the
state. It indicates that (1) $26 million has already been distributed to local
and private agencies to support emergency shelters and food banks and
to HCD and DEO for allocation to local agencies for emergency shelter
and services programs; (2) a total of $18 million will be awarded in the
coming vear to local agencies for health services, outreach, nonresidential
treatment for substance abusers, mental health services, and emergency
food and shelter; and (3) approximately $12 million will be available to
the state for allocahon by the Legislature in 1988 89.

Table 22
Federal McKinney Act Allocations to California
FFY 1987 and FFY 1988
(dollars in millions)

: Competitive
Entity Likely  Estimated  (C) or For-
. to Receive  Federal Fund  mula (F)  Loco Match

Grnt  Availebility  Gronks Reguired Purpose for Funds

Funds Already Allocated . .
Primary health services Local agen— §9.7 c - 33%  Heulth services, out-
and substance cies reach, nonresidential
abuse grants o : ; treatment for substance
abusers
Emergency she]t}r,“" HCD - 14 F 50%  Emergency shelter
ants .
Comgl:lunity fervices DEQ © 34 F None  Expanded comprehen-
block: grant ' : © sive services ‘
Eme,rlgenc'y shelter ‘Local agen- - 38 F 50% - Emergency shelter
grants cies .
o Emergency foodand  Local 13 F . . None  Support for local food
shelter FEMA® o banks and shelters
boards :
Transitional housing Local agen- .45 C 50% Acquisition and rehabili- -
demonstration ces | . tation of structures for
: transitional housing and

- the provision of sup-
portive services




Supplemental assistance  Local agen-

to meet special cies
needs of disabled,
_ eldetly, families
Subtotal, Funds Al-
ready Allocated
Funds Available to Lo-
_cal Agencies For :
1983-89® -
Alcohol and drug treat- Local agen-
ment demonstra-  cies e
. tion grants '
Mental health demon-  Local agen- .
stration grants cles
Emergency food and ~ Local
shelter : ‘FEMA
. . . boards ..
Rehabilitation of single- Local grant-
room occupancy ees )
(SRO} hotels
Subtotal, Available to
Local Agencies-
Funding Available to
the State for 1988-89"
Community services ~ DEO
block grant . .
Mental health block DMH
grant
Youthandadult  SDE
education
Job training ~EDD/
: local agen-
Job training for - Unknown
veterans-
Permanent hoﬁsing for HCD
disabled e
Subtotal, Available to
.the State 1988-89
Total

15

8255)

$09

- 09

129

35

($18.2)

- $2.0

6.1

18

08

02

15

($12.4)

562

B Federal Emergency Management Assnsta.nce
b Fstimates assume that California will get 10 percent of total national grant.

Unknown.

None
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Spedal needs of families

" 'with children, elderly, :
_disabled :

None

None

None

None

None

3%

None'

: 10%-50%

KR
™~

50%

10%-50% -

Substance abuse treat-

- ment demonstration’
. projects

.Mental health demon-

stration projects
Support for local food
banks and shelters -

Rehaﬁi]ité.ﬁon of SR'O.,. B
hote]s_

Expanded coinprehen--
sive services

‘Quireach, mental -

health services, case
management

Outreach and basie
skills for adults; data

, collection and plan for

education of homeless
youth

Basic skills, job search,
counsehng, and prepa-
ration
Reintegration of home-
less veterans into labor

" force

i

- services

-Accji.ﬁsiﬁon and rehabili-
- tation of permanent

housmg for disabled;
provision of supportive

N
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With regard to these state monies, we have recommended in our
Analysis of the 19588-89 Budget Bill that the Legislature augment the
budget items for the affected state departments by the amounts reflected
in Table 3. [Please see Items 2240 (Department of Housing and Commu-
nity Development), 4440 (Department of Mental Health), 5100 (Employ-
ment Development Department), 6110 (State Department of Educa-
tion), and 8915 (Department of Economic Opportunity).] We do not
recommend Budget Bill language in those items specifying how the funds
should be used by each department because we believe that the
Legislature should make its decision on these monies based on its overall
strategy regarding programs for the homeless.

The Legislature can use these McKinney Act funds for three purposes:
(1) expand existing programs, (2) establish new programs to serve
homeless people, and (3) develop better information on homeless people
and the programs that serve them by conducting evaluations of the
programs funded both by state pass-throughs and directly by the federal
government.

With regard to this third purpose, the state and local progra:m's funded
by McKinney Act monies will provide diverse services to a broad
spectrum of the homeless population, and therefore provide a unique
opportunity for:the state to (1) evaluate the effectiveness of specific
programs—such as transitional housing programs and programs provid-
ing substance abuse and health care services to homeless and (2) identify
gaps in services that prevent the homeless from becommg perma.nently
housed. :

The federal""government requires evaluations of several programs
established by the McKinney Act. It is our understanding that the state
could work with the federal government to ensure that (1) these
evaluations provide information that the Legislature will need to ade-
quately evaluate the programs and (2) the state has timely access to the
data collected: These kinds of evaluations will be particularly important
to the extent that lécal governments seek state funding for these
programs when thm McKinney Act funding is no longer available.

In order to pfowde the Legislature with the information that it will
need to Eyéet these McKinney funds, we recommend that prior to
budget befarings, the Department of Finance (DOF) provide the fiscal
C,OIE‘an"l’ttees with a plan for their use. The plan should, at a minimum..(1)

“specify how the affected state departments will use their allocations,
including plans to coordinate expenditure of these funds with other
programs for the homeless; (2) identify any funds for which the

administration does not propose to apply; (3) identify the source of state
or local matching funds (in our analysis of the budget, we discuss the
potential source of matching funds for the monies available to DMH in
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Item. 4440); and (4) identify a.plan to evaluate progra.ms funded’ with
McKmney Act funds. :

A Plan to Address Other Homeless Issves

We recommend that the Legislature adopt supplemental report
language requiring - the HWA to submit a report by November 1, 1988
that provides options for legislative and regulatory changes to address
several issues identified in an Aprzl 1987 H WA survey- of programs
serving homeless people.

The HWA pubhshed a brief report in April 1987 which summarized
findings from a survey of HWA departments that serve the homeless. The
survey results indicate that many state programs serve the homeless, but
that: in some areas service needs may not be addressed by existing
programs and in others, service: delivery could be unproved The
following are some of the report’s key findings.

e Cost -of Providing Emergency Shelter. Several departments report
that the insufficiency of emergency shelter is one major barrier to
serving the homeless. Current data, however; are inadequate for

- determining the state’s cost to prov1de add1t10nal shelter beds and
operating funds for those beds. -

" Services to the Rural Homeless. Based on surveys.of 20 county
departments of social services, the HWA estimated that. .there are
over 46,000 undocumented migrants who are homeless. We do not
know what portion of this group lives m rural areas, but service
prov1ders indicate that there are. s1gmﬁc t numbers of homeless
persons in rural areas. Apparently, services ire less available in rural
areas because private agencies tend to target their resources on the
major urban areas, where the problem of homelessness has been
more visible.

« Employers’ Inability to Contact Homeless ]ob-Seekers The HWA
surveyed EDD field offices, which reported that the single major
barrier to securing jobs for the homeless is the absence of a local
address or phone.

s Program for Public Inebriates. Most surveys indicate that _approxi-
mately 25 to 30 percent of homeless persons are alcoholics. The
DADP has established homelessness as one priority for expenditmfe
of a $17.3 million (1988-89) federal Alcohol, Drug Abuse Treatment,*
and Rehabilitation grant, and plans to monitor local programs to
identify those that provide services to the homeless. The HWA
report indicates that the DADP is investigating the possibility of a
demonstration project targeting homeless public inebriates. The
DADP administered a similar pilot program in 1978 and 1979, and
despite the findings of its 1980 evaluation that the program had some
benefits, it was not continued.
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-» Income Maintenance Program Issues. County welfare departments
that responded to the survey indicated that major barriers to
providing services to the homeless include homeless peoples’ lack of
proper documentation to establish eligibility for services. The DSS is-

- currently examining the extent to which Supplemental Security
Income/State Supplementary Program (SSI/SSP) payments are
denied or delayed for the homeless mentally ill because they are
unable to provide proper documentation to establish eligibility for
services. To the extent that the department confirms this finding, it
indicates that it will assess various options to correct the problem.

To address these problems, we recommend that the Legislature adopt
supplemental report language requiring the HWA to submit, by Novem-
ber 1, 1988, a report that provides information and options for legislative
and regulatory changes to address the issues identified in the Aprll 1987
HWA survey.

The following supplemental report language is con51stent with this
recommendation: .

The Health and Welfare Agency shall submit a report to the fiscal
committees and the Joint Legislative Budget Committee by November
1, 1988 that identifies (1) the range of capital and operating costs to
establish additional shelter beds in rural'and urban areas, (2) options
for providing services to homeless persons in rural areas, (3) options for
improving emplovers’ ability to contact homeless persons, (4) options

* for improving services to homeless substance abusers, and (5) options
for improving the capab:hty of homeless persons to establlsh eligibility
for income mamtenance programs




127

The Allocation Of Home-To-School
Transportation Funds

What Options Are Available to the Legislature for Reforming the
Home-to-School Transportation Funding Formula?

Summary

o The state spends over $300 mzlhon annually to rezmburse local
education agencies (LEAs) for their home to-school cmd .s'peczal
education transportation costs.

o The current formula for funding home-to-school transportation does
not relate reimbursement to actual cost, results in an inequitable
allocation of monies, and does not provzde reimbursement to new
school agencies.

o A funding formula for home-to-school transporation should (1) be
sensitive to basic cost factors, (2) be sensitive to workload changes,
(3) promote efficient transportation programs, (4) -be easy to
administer.

o Our review of four alternative funding mechanisms indicates that
they are all superior to the current funding formula, and that of the
alternatives, the bus-based and fixed percentage rezmbursement
formulas rank highest.

o We recommend adoption of supplemental report language directing
the State Department of Education (SDE) to develop a specific
proposal for implementing either the bus-based or the fixed percent-
age reimbursement formulas. Any new funding formula should also
(1) provide for a phase-in period to allow LEAs time to adjust to new
funding levels, and (2) take into account other sources of state
Sfunding currently available for transportation.. We further recom-
mend that, after review of the SDE’s report, the Legislature enact
- legislation to replace the current formula with one of the fwo
alternatives. : - :

The home-to-school transportation program provides state reimburse-
ment for a portion of the approved transportation costs of local school
districts and county offices of education. The program also funds trans—
portation to and from related student services required by the md.lwdu-
alized education programs of special education pupils. -

In 1987-88, the Budget Act appropriated $290 million from the General
Fund for home-to-school and special education transportation aid. The
Governor's Budget proposes to continue this funding level in 1988-89. The
state also provides two other types of transportation-relatéd assistance. °
First, it appropriates funds ($20 million in the current year) for the small -
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school district transportation aid revenue limit adjustment. This adjust-
ment, which is available to 552 school districts, is designed to compensate
small districts that have high transportation costs in relation to their total
operating budgets. Second, the state also provides funds to reimburse
school districts for transportation costs related to school desegregation.

Our review of the home-to-school transportation program indicates
several problems with the way funds are currently allocated. In this
analysis, we: (1) examine the specific problems with the current reim-
bursement process; (2) identify alternative funding mechanisms; and (3)
evaluate those alternatives against four criteria. Based on our analysis, we
recommend that the Legislature adopt a new method of allocating
existing state school transportatlon funds. :

Background

Under current law, a local educatlon agency s (LEA) home-t0~school
transportation allowance is determined primarily on the basis of its
prior-year allowance. (An LEA is a county office of education, school
disirict, or joint powers authority.) In fact, the allowances received by the
overwhelming majority of LEAs are equal to their prior-year a]lowances
Allowances change only if (1) a cost-ofliving adjustment (COLA) i
provided in the Budget Act. (resultmg in an increase), or (2) an LEA’
actual costs drop below 95 percent of its prior year allowance (resulting
in a decrease). There are no provisions in current law to increase. the
allowances of districts that are expenencmg cost increases.

Problems with the Curren! Formulu

Our analysis indicates that there are three major problems assomated
with the current relmbursement formula.

The Formula Does Not Relate Reimbursement to Actual Cost. Smce
1984-85, allowances for home-to-school and .special education transporta-
tion have been based primarily on the prior-year allowance. of each LEA.
Meanwhile, workload changes brought about by. either (1) enrollment
growth or (2) ,a‘dditional special education transportation requirements
have led to higher costs in many LEAs. The formula, however, does not -
recognize workload-related cost increases. As a result, the relationship
between an LEA’s actual :cost and its state allowance is becoming
inereasingly remote. The formula, therefore, is no longer an effective -
vehicle for reimbursing districts for spemfic program costs that the
Legislature has determined ought to be state-funded.

The Formula Results in an Inequitable Distribution of State thds
The problem described above is exacerbated by the fact that the size of -
workload-related. cost increases varies widely from. agency. to agency.
Accordingly, the percentage of costs that is currently reimbursed by the .
state also varies widely. This has occurred because, as costs increase and
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reimbursement levels remain constant, the percentage of those costs that
are reimbursed decreases. Those districts that have experienced-the
highest cost increases, therefore, are reimbursed for the lowest percent-
age of total costs. Currently, a small number of districts are fully
reimbursed - for their transportation costs, while other districts™ are
reimbursed for only about one-third of. then' costs. The average reim-
bursement is about 60 percent. : :

The Formula Provides No Mechanism ‘for New LEAs to Receive
Reimbursement, Because an LEA’s reimbursement is based on its
prior-year allowance, it cannot qualify for réimbursement unless it
operated either a home-to-school or special education transportation
program in prior years. An LEA with a newly established transportation
program, therefore, does not qualify for any reimbursement simply
because it did not operate and receive reimbursement for a program in
prior years. We believe, however, that only a small number of dlStnCtS are
experiencing this problem.

'Aliernnhve Solutions

There are several other ways the Leglslature could allocate transpor-
tation funds to LEAs. Below, we describe four such alternatives, including
one suggested by the private firm of Deloitte, Haskins and Sells (DHS)

a sprmg 1987 report to the Legislature. '

Miles-Based Reimbursement.. The DHS study recommends several
reimbursement formulas that are based on the number of miles traveled.
DHS’s basic formula would allocate to each LEA an amount equal to the
number of approved miles traveled multiplied by a per mile rate to be
computed by the state. The alternative formulas recommended by DHS
would modify the basic miles-based formula by including adjustments for
district type (elementary, high school, or unified). and for “linear
density,” which is defined as the number of miles traveled divided by the
number of pupils transported one way. Simulations of the distribution of
transportation aid through each recommended formula, however, show
that there is virtually no difference between the basic formula and ones
adjusted for these factors.

Bus-Based Reimbursement. In our Analys:s of the 1986-87 Budget Bill,
we described a reimbursement formula that is based on the number of
buses an LEA operates. Under this formula, each LEA would receive a

specified amount per bus in recognition of such bus-related costs as
drivers’ wages, bus storage, maintenance, fuel, and insurance. This
amount would be adjusted by a “utilization factor” in order to reflect the
extent to which buses are used and to encourage their maximum
utilization. The utilization factor is calculated by dividing the number of
pupils transported each day by the capacity of the bus.
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A factor of less than one would indicate that the bus is: ordinarily
operated with empty seats, while a factor of more than one would
indicate that the bus is used for double duty (that is, it makes more than
one round trip per day). If state reimbursement were higher for buses
that had higher utilization factors, then LEAs would be encouraged to get
the maximum use of each available bus. For example, small districts that
may not have enough students to fill their buses would be encouraged by
the formula to cooperate with neighboring districts to share resources so
as to maximize existing bus usage. The savings from increased efficiency
could be shared by both the LEAs and the state.

Fixed Percentage Reimbursement. A third alternative would be simply
to reimburse LEAs for a fixed percentage of their approved transporta-
tion costs. As mentioned, current state aid covers an average of 60 percent
of costs. This percentage could be maintained and applied to all LEAs, or
changed by the Legislature.

Revenue Limit Roll-In. This alterative would eliminate transporta-
tion assistance as a categorical aid program by rolling it into school
revenue limits. Transportation aid would thereby become subject to the
annual statutory COLA for revenue limits as well as to funding adjust-
ments due to changes in average daily attendance. If the Legislature
were to adopt this option, it would also have to decide whether the
amount to roll into each LEA’s revenue limit would be the agency’s
current transportation aid or an adjusted amount that more closely
corresponded to the LEA’s approved costs. The adjusted amount would
not necessarily require additional funding—it could represent simply a
realloeation of the existing funding level.

Evaluuﬂon of the Alternatives

Each of the alternatives-described above has its advantages and
disadvantages. In determining which alternative to adopt, the Legislature
must clarify what it wants from a formula and then determine which
alternative best provides the desired elements. In this section we
describe some criteria- that the Legislature could use for such an
evaluation and then discuss how well each of the alternatives discussed
above—and current law-—meet these criteria.

Criterion 1: Does the Formula Accurately Reimburse Basic Trans-
portation Costs of an Efficiently Run Program? The formula should
take into account the basic cost factors associated with the operation of
the transportation program. These factors should include the cost of bus
depreciation as well as the cost of bus maintenance, operation and route
planning. The factors should not include: (1) self-imposed costs, such as
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costs associated with providing a level of service (like door-to-door
transportation) that exceed  basic reguirements; or (2) hlgher-than-
average operating and capital costs.

Analysis. Our review indicates that both the miles-based and bus-
based formulas do a reasonably good job of reflecting:-basic cost factors.
First, they are good proxies for workload. Specifically, the number of
miles traveled and the number of buses operated each explain about 95
percent of the variation of total transportation costs. Second, the reim-
bursement rates per mile or per bus can be set at levels that reflect
efficiently run programs. Because a formula that is bus-based can most
easily contain a bus depreciation factor, we rank it somewhat higher than
a miles-based formula on this criterion.

Fixed percentage reimbursement, by definition, also would reflect
basic costs. The formula does not, however, distinguish between high-
and low-cost programs, Accordingly, we rate this alternahve lower on this
criterion.

We rate the revenue limit roll-in alternative and the current funding
mechanism lowest on this criterion, because these methods make httle or
no atterpt to relate state aid to specific cost factors.

Criterion 2: Is the Formula Sensitive to Cost Changes? Accordmg to
this criterion, the allocation formula should take into account expenses
assoc1ated with legitimate cost changes that are beyond a district’s ability
to control.

Analyszs Reimbursing LEAs for a fixed percentage of approved costs
would automatically recognize cost changes that are due to either (1)
workload changes (such as an increased number of miles driven) or (2)
the changing cost of providing the same level of service (such as changes
due to fuel price mcreases) Accordmgly, we rate th1s alternative hlghest
on this criterion.

A miles-based or bus-based formula would be sensitive to workload~
related cost changes to the extent that such changes are reflected in
either (1) the number of miles driven, (2) the utilization of buses, or (3)
the number of buses operated. Any of these changes would result in a
change in an LEA’s reimbursement under either a miles-based or
bus-based funding formula. These formulas, however, do not automati-
cally account for price changes in the cost factors themselves—specifi-
cally, the cost per mile or per bus of operating an efficient syste.
Accordingly, we rate these formulas lower than the percentage reim-
bursement formula on this criterion.

* Under the revenue limit roll-in method, annual funding would change
in accordance with average daily attendance (ADA) without respect to
actual workload or cost-factor price changes. The current funding
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mechanism does not account for workload -changes and only roughly
adjusts for cost-factor changes (to the extent a COLA is granted).
Accordingly, we rate these alternatives lowest on the- cost-sensitive
criterion.

Cntencm 3: Does the Formula Promote E_ﬁ'ic:encyp The formula
should encourage local education agencies to employ the least-cost
method for providing basic transportation services.

-Analysis. Three of the alternative formulas rank high on this criterion.
The revenue limit roll-in would promote efficienicy because any savings
realized would not result in a reduction of district funding. Savings from
cost reductions would accrue entlrely to the LEA and could be realIo-
cated to other local purposes.

- The bus-based formula, through the utilization-factor adjustment,
would also promote efficiency. This alternative is preferable from the
state’s perspective, moreover, because the benefits of any cost reductions
resulting from more efficient operations would be shared between the
state and the LEA. On the other hand, if costs increase, a bus-based
formula would result in mcreased state funding, thle the revenue hnnt
roll-in would not. : -

‘Finally, the current funding formiila also'promotes efficiency. This is
because most LEAS tend to bear 100 percent of workload and cost-factor
increases. In addition, because most LEAs are reimbursed for only a'part
of their total cost, they would beneﬁt from 100 percent of a.ny cost
reductions.

_'How well the fixed percentage _a_.lternat-i{re meets this criterion would
depend on the reimbursement rate selected by the Legislature. If, for
example the local share were set too low, agencies would have little
incentive to economize. Consequently, we rank this alternative some-
what lower

Our rev1ew mdlcates that the rmles-based formula is the least 11ke1y to
encourage efficiency. If LEAs are reimbursed on the basis of the number
of miles traveled, then they would have an incentive to drive more miles,
which—other things being equal—would be less efficient. This incentive
would exist even if LEAs are reimbursed for only a percentage of their
actual average cost per mile, as long as the amount of reimbursement per
mile is greater than the LEA’s actual cost of each additional mile traveled.

- Criterion 4 Is the Formula Administratively Efficient? The formula
should minimize the amount of time and expense needed to administer
it. The formula should not impose unnecessary administrative burdens on
the State Department of Education; the Leglslature or local educatlon
agencies. :
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- Analysis, The revenue limit roll-in method ranks the highest on this
criterion because it would require neither a separate calculation of each
LEA’s allowance nor even a separate apportionment of funds. Fixed
percentage reimbursement and the current funding mechanism also rate
hlgh—though not as high as the revenue limit roll—m—because allocations.
are fairly easily computed. :

The miles-based and bus-based formulas are rated lower on this
criterion because they would impose more extensive record-keeping and
date reporting requirements on LEAs. Our review indicates that the
bus-based formula—because of the bus utlhzatlon factor—wouid be the'
most complex alternative to use.

Comparison of the Alternatives Indicates a New Formtilu Is Needed

We recommend the adoption of supplemental report language di-
recting the State Departmenit of Education to develop a specific
proposal for implementing either a bus-based or fixed percentage
reimbursement formula. Any new formula should also: (1) provide for
a phase-in period to allow LEAs time to adjust to new funding levels
and (2) take into account other sources of state funding currently
available for transportation. We further recommend that, after review
of the department’s report, the Legislature enact legislation to replace
the current funding method with one of the two alternatives.

Chart 39 summarizes our assessment of how current law and the four
alternative formulas rank according to the four criteria. We have rated
each formula on a scale that ranges from a low of 1 (does not meet the
criterion) to a high of 3 (best meets the criterion). These ratmgs are
shown in parentheses in the chart. :

In evaluating the alternative options, it is important not only to rate
them according to the desired criteria, but also to determine how much
weight—or importance—to assign ‘to each criterion. In this way, a score
on the three-point scale will be more or less important in accordance with’
the importance attributed to the critérion. As Chart 1 shows, we assigned
weights to each criterion and then multiplied each formula’s rating on
the three-point scale by that weight, in order to produce a weighted
score. Based on our assessment, we give greater weight to the first three
criteria and much less weight to the administrative efficiency criterion.
The weighted scores are then added together and the sum is displayed as
a composite score in the far right column of the chart.-

The chart shows that none of the alternatives outranks any of the others
on every criterion—each has its strengths and weaknesses. All four
alterriatives, however, rank higher than current law. The bus-based and
fixed percentage formulas rate the highest, with scores of 250 and 230,
respectively. While different weightings of the criteria could produce
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different results, our review suggests that these two formulas are superior
to the others. ..

Chart 39

Home-to-School Transportatlon Program
Legislatlve Analyst's Rating of Alternative Funding Formulas
By Criterion* g

FORMULA .

MiIes-Based

Bus-Based

Fixed Pefpe'ntage

Revenue ann
Roll-In

‘|Current Law

* Numbers In parentheses are tha ratings (3 belng the best). The rating times the ;'welght' equals the score for each
. calegory. - : o

Selecting a Formula. At this time, however, we do not have enough
detailed information to recommend either of these formulas as a
replacement for current law. Specifically, before an alternative formula
can be selected and implemented, the Legislature needs more specific
mformatmn on the appropriate rate of reimbursement and on the basic
costs that should be eligible for state reimbursement. The Legislature also
needs to know how the allocation of funds under these new formulas
would. compare with the current allocation. As discussed below, when
selecting an alternative funding formula, the Legislature should also
consider two related issues: (1) phasing in a new. formula, and (2)
accounting for other state transportation assistance..

Phasing in the New Formula. Any new funding formula should be
phased in over a period of several years, in order to allow LEAs time to
adjust to their new funding levels. An adjustment period would be
especially necessary for LEAs that have their transportation aid reduced
due to a redistribution of funds. The same adjustment mechanism could
be used for any alternative that is adopted. Specifically, for each year of
the adjustiment period, an LEA would receive or lose a fraction of its total
gain or loss that would result from the new formula. The fractional
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amount would be based on the number of years of the phase-in penod
(for example, one-fifth for a five-year period). :

Accounting for Other Transportation Aid. Funding for the new
formula should take into account fotel current state transportation
funding-—not just the categorical homie-to-school transportation funding.
Specifically, some LEAs have two sources of transportation funding in
addition to their home-to-school transportation allocation—small school
district transportation aid and school desegregation aid. The former is
available to small school districts that, at one point in time, had high
transportation costs in relation to their total operating budgets. Although
this aid is provided to compensate districts for high transportation costs,
it is allocated via the revenue limit apportionmment and can actually be
used for general purposes. Our analysis indicates that the total aid
received by some districts through a combination of small district and
home-to-school transportation aid actually exceeds their total transporta-
tion costs. The amount of this “excess” aid ranges from less than $100 to
almost $500,000, and totals $6 million statewide. In order to avoid such
anomalies, and to achieve a more equitable distribution of total transpor-
tation funds, funding for small school district transportation aid should be
folded into—and allocated through the same formula as—home-to-
transportation funding. (In our Analysis of the 1988-89 Budget Bill, Item
6110-101-001, we recommend that $6 million be transfered from small
district transportation aid to home-to-school transportation aid in order to
eliminate the problem of overpayment and to achieve a more equitable
distribution of transportation aid.)

Transportation services that are provided as part of school desegrega-
tion programs are reimbursed separately—through state reimbursements
of court-ordered and voluntary school desegregation programs. Funding
for desegregation-related transportation programs should continue to be
provided separately; however, home-to-school transportation aid for such
districts should be adjusted to account for-the fact that some of the
reported expenses are already funded through desegregation reimburse-
ments.

Recommendation. We recommend, therefore, that the Legislature
direct the Department of Education to develop and simulate specific
plans to implement bus-based and fixed percentage reimbursement
methods. The Legislature could then select its preferred formula and pass
legislation to implement it. In addition, the legislation should provide for
the phase in of the new formula and account for total state transportation
funding. The following supplemental report language is consistent with
this recommendation:

The State Department of Education shall report to the fiscal commit-
tees and the Joint Legislative Budget Committee by December 1, 1988
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information on bus-based and fixed percentage funding formulas for
allocating state home-to-school transportation aid. The report shall
include: (1) the basic costs which should be eligible for reimbursement;
(2) the appropriate rate of reimbursement; and (3) how the allocation
of funds under these new formulas would compare with current law.
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Funding for State-Mandated Local Programs

How Should the Legislature Respond to a Recent Court Decision
Restricting Its Control Over Payments for State Mandates?

Summary

o According to a recent court decision, the Legislature cannot override
a mandate finding made by the Commission on State Mandates in its
traditional manner — by eliminating a local government claims bill
appropriation,
.o This court decision strictly limits the Legislature’s control over the
payment of funds for reimbursement of state mandates.

o We recommend that the Legislature seek judicial review of commis-
sion decisions in all cases where it takes exception to the commis-
ston’s mandate findings because this is the only means available to
protect the state’s financial interests.

o We further recommend the enactment of legislation to extend the
statute of limitations applicable to such state challenges of the

- commission’s findings.

During the past year, a court ruling effectively invalidated the
traditional procedure used by the Legislature to override decisions made
by the Commission on State Mandates, The ruling could have a profound
impact on the state’s costs for reimbursement of state-mandated loeal
programs, because the commission’s mandate findings could now result
in the payment of claims by court order rather than legislative appropri-
ation. This section examines the impact of the court ruling in Carmel
Valley Fire Protection District v. State of California (Carmel Valley) and
recommends that the Legislature adopt new procedures to ensure that its
views are presented. to the judiciary.

Background

The State Constltutlon requires the state to reimburse local govern-
ments and school districts for all costs mandated by the state. Under the
provisions of the Constitution, costs mandated by the state are defined as
costs arising from legislation or executive orders which require the
provision of a new program or an increased level of service in an existing
program. ‘

Under existing law, local agencies may obtain reimbursement for the
costs of a state-mandated local program in one of two ways. First, the
legislation initially imposing the state-mandated local program may
contain an appropriation to provide the reimbursement, and local
agencies may file claims to obtain a share of these funds. Second, if the
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legislation does not contain an appropriation, or if the costs are imposed
by executive order, the local agency may file a claim with the Commis-
sion on State Mandates. The “test claim” filed against a particular statute
or executive order initiates a fact-finding process which culminates in a
decision by the commission as to the merits of the claim. If the
commission determines that a particular statute or executive order
contains a reimbursable state mandate, it adopts a “finding” to that effect
and requests the Legislature to provide an appropriation sufficient to
reimburse all potential claimants for the costs they have incurred since
the time the mandate became operative.

These appropriations are then included in an annual local government
claims bill, and considered by the Legislature. Following enactment of
such a bill, the State Controller notifies local agencies that funds for
reimbursement are available and provides them with guidelines for
preparing reimbursement claims. Local agencies then file their claims,
based on the costs they actually imcurred, and are paid from the
appropriation in the local government claims bill. In subsequent years, an
amount is included in the Budget Act to provide for state reimbursement
of the ongoing costs of complying with each statute or executive order.

Legislative Action on the Claims Bill. Traditionally, the Legislature
has been able to maintain oversight of the commission’s decisions through
the claims bill process. Like any other appropriations bill, the claims bill
must be heard before the Legislature’s fiscal committees, and the
committees generally review the basis for the commission’s decisions. In
past years, if the Legislature did not agree with a mandate finding, it
amended the claims bill to exclude the appropriation for that mandate. If
the Legislature essentially agreed with the mandate finding — but
thought that the “parameters and guidelines” provided for excessive
reimbursement — it reduced the appropriation for that mandate or
instructed the commission to amend its parameters and guidelines for
reimbursement. Through the claims bill process, the Legislature has
retained the authority to determine which new mandates will be funded
and to change the basis on which they will be reimbursed.

The Legislature has exerted its control over the claims bill to eliminate
millions of dollars in appropriations requested by the commission and its
predecessor for making mandate findings, the Board of Control. In 1983,
for example, the Board of Control requested $220 million in a claims bill
to reimburse local governments for complying with 32 statutes and
executive orders found to impose state-mandated local programs. After
several hearings, the Legislature eventually approved funding for 19 of
the programs at a cost of $53 million. In signing the bill into law (Ch
96/84), the Governor further reduced its funding level to $22 million by
eliminating reimbursement for two of the 19 programs. Thus, from the
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time that the claims bill was presented to the Legislature until it was
signed by the Governor, almost $200 million in mandate reimbursements
was eliminated. While this is the most dramatic example. of legislative
action on the claims bill, its serves to illustrate the degree to which the
Legislature has been able to exert its influence over the state’s program
of reimbursing local governments for state-rnandated costs. Virtually all
of the claims bills have had a mandate appropriation request reduced or
ehmmated at some point during the process.

Carme! Valley Fire Protedlon Dlslrlct v. State of California

The Carmel Valley case ongmated from a local govermnents chal-
lenge to the ehmmatlon of an appropriation from a local government
claims bill, In 1979, the Board of Control determined that an executive
order enacted in 1978 imposed a state-mandated local program. This
executive order, which added Title 8, sections 3401-3409 to the California
Administrative Code (CAC), required fire departments to purchase
certain protective clothing and equipment for firefighters.

In 1981, a local government claims bill was introduced which included
funds to pay claims for local costs arising from Title 8. This bill was
amended by the Legislature to delete the appropriation provided for this
purpose prior to its enactment as Ch 1090/81. Following this failure to
secure reimbursement through the legislative process, the Carmel Valley
Fire Protection District sought reimbursement for these costs by filing a
petition in court to compel payment. In 1985, the trial court ruled that the
district and its co-petitioners’ were entitled to reimbursement and
ordered funds appropriated in the operating budget of the Department
of Industrial Relations (DIR) to be encumbered for the purpose of paying
local claims arising from Title 8. In addition, the court ruled that the
petitioners could withhold fine and forfeiture revenues due the state if
necessary to satisfy their claims.

The state appealed this decision, contendmg that the local' costs
incurred asa result of complying w1th Title 8 did not constitute a “new
program” or “hlgher level of service.” The state further contended that
— even if a “new program” or “higher level of service” was reqmred —
the court exceeded its jurisdiction by ordering relmbursement to be paid
out of DIR’s operating budget. Regarding this second point, the state
contended that a court order compelling the payment of funds consti-
tuted a violation of the separation of powers doctrine. Therefore, the
court judgment unconstitutionally required the performance of a legls-
lative act.

-In early 1987, the appe]late court rejected the state ] arguments and.
affirmed the lower court’s decision (it is this appellate cotirt decision
which has become known as the Carmel Valley case). More importantly,
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the court ruled that the state’s appeal could not even raise the question of
whether Title 8 had imposed a mandate because the state failed to seek
judicial review of the Board of Control’s original decision on the matter
in 1979. The court held that once the three-year statute of limitations
applicable to such review expired, the state was proh1b1ted from chal-
lenging the mandate finding.

The appellate court also rejected the state’s contention that the court
order to encumber funds in thé Department of Industrial Relations’
operating budget constituted a violation. of the separation of powers
doctrine. The appellate court reasoned that the order would have
violated this doctrine only if it compelled the Legislature to appropriate
funds or to pay funds not yet appropriated, and that this case affected
only an existing appropriation. The appellate court cited case law in
which ‘the courts have directed payments to be made from agency
support budgets, either to compel satisfaction of a judgment or because
the expenditure had been prohibited by an unconstitutional restriction.
The appellate court concluded, therefore, that the lower court did not
transgress.the separation of powers doctrine by chrectmg payments to be
made from -already appropriated funds.

The state appealed the appellate court’s decision in the Carmel Valley
case, but-the State Supreme Court refused to hear the appeal. The State
Controller has paid funds out of the DIR’s 1985-86 support budget item to
satisfy the court order. In addition,.the Governor’s Budget proposes to
appropriate $30 million in 1988-89 to satisfy the claims of other local
agencies not a party to the decision,.and to fund the ongomg costs of the
mandate. : \

Impllcchons of the Ccrmel Valley Decision

The implications of the Carmel. Valley decision go far beyond the
efforts of one fire protection district {and its co-petitioners) to seek
reimbursement for the costs imposed by a single executive order. In
affirming the lower court’s judgment, the appellate court consolidated
the state’s appeal with two similar cases and addressed the broader issue
of the state’s ability to control its financial liability for state-mandated
local programs through legislative action. Most importantly, the court
ruled that the state cannot avoid its financial obligation to reimburse
state-mandated local costs solely by reducing a claims bill appropriation.
The state’s constitutional obligation to reimburse these costs will be
enforced unless the state successfully challenges the mandate finding of
the commission in courf. If the mandate finding is not challenged within
a period of three years and the Legislature fails to appropriate the funds
necessary to reimburse local costs, the courts can order that payments be
made from the operating budgets of state agencies. In addition, the courts
may-authorize local governments to satisfy unpaid claims by offsetting
various fines and forfeitures due to the state.
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.The Legislature Must Challenge the Commission’s Decisions in Court

We recommend that the Legislature seek judicial review of commis-
sion decisions in all cases where it takes exception to the commission’s
mandate findings.

The Carmel Valley decision makes it clear that the Leglslature must
focus on the commission’s decision, rather than the claims bill, when it
takes exception to a mandate determination. Current law (Government
Code section 17559) authorizes the state, or any claimant, to commence
a legal proceeding to set aside a decision of the commission on the
grounds that the decision is not supported by substantial evidence. In
such cases, the court may order the commission to hold another hearing
on the test claim and may direct the commission on what basis the claim
is to receive a rehearing.

In order to protect the state’s long-term financial liability for state-
mandated costs, we recommend that the Legislature seek judicial review
of the commission’s decisions in cases where it takes exception to a
mandate finding. The Legislature should still use the claims bill process to
identify the mandate determinations with which it takes exception.
However, in addition to deleting funding for these mandates from the
claims bill, it should direct the Attorney General to seek judicial review
of the mandate finding. ;

There are benefits to the Legislature of having this review regardless.
of the judicial outcome. If the Legislature is successful in overturning a
decision of the commission, it will avoid being faced with a court-ordered
settlement to provide reimbursement in cases where the reimbursement
may not be legally necessary. If the challenge is not successful, the
Legislature would know, at an earlier point in time than otherwise, that
the state has a legal liability for reimbursement. The Legislature could
then consider alternatives, such as repealing the mandate or making it
optional, thereby potentially saving several years worth of reimburse-
ments. In either case, the Legislaiure would ensure that its views are
taken into consideration in the judicial process.

The Statute of Limitations Should be Extended

We recommend that the Legislature enact legislation to extend the
statute of limitations applicable to the state’s challenge of mandalte
findings.

As mentioned above, the appellate court ruled in the Carmel Valley
case that a statute of limitations applies to the state’s right to seek judicial
review of a mandate finding. The three-year period starts with the
commission’s original finding of a mandate.
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The three-year statute of limitations is problematic because in some
cases the Legislature has not made its determination as to whether
funding is required until more than three years have elapsed since the
mandate finding, This is because the mandate determmatlon process can
be very time-consuming. Once the commission makes a mandate finding,
it must condiict two additional hearings in order to adopt parameters and
guidelines and a statewide cost estimate for the mandate. Often the
commission experiences scheduling delays because local agencies do not
submit documentation necessary for the hearings in a timely manner. In
addition, the Legislature’s hearings on the claims bill can extend over a
period of several months. As a result, a period of more than three years
can in some casés pass between the date of the initial mandate finding
and the time the claims bill is chaptered.

Before the Legislature can assess whether it should seek judicial review
of a mandate finding, it needs to know which types of costs will be
reimbursed and the estimated cost to the state of providing reimburse-
ment for the mandated program. Thus, it is essential that both the
commission’s and the Legislature’s deliberations on the claims bill be
completed before the decision is made to seek judicial review of -a
mandate finding. Accordingly, we recommend the enactment of legisla-
tion to extend the statute of limitations applicable to judicial review of
mandate findings to a period of one year from the effective date of the
claims bill which deletes funding for the mandate. This will give the
Attorney General sufficient tlme ‘to prepare a case cha]lengmg the
mandate findmg in court. -
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The Greater Avenues for Independence
(GAIN) Program

What Options Are Available to the Legzslature far thdmg the GAIN
Program in 1988-897 ‘

Summary

o The Greater Avenues for Independence (GAIN) program is-the
state’s major new initiative to help welfare recipients become self-
sufficient.

e Based on the experience of the 18 counties that had zmplemented the
program by the fall of 1987, the Department of Social Services (DSS)
has nearly doubled its estimate of how much the program will cost
when fully implemented. The estimated costs for each participant at
Jull implementation have increased by 130 percent.

o The major reasons for the increase in the estimated costs of GAIN are:

caseload increases in certain components (especially education) and
~ unit cost increases in every component

o The budget proposed for GAIN in 1988-89 is $134 mzll:on below tke
estimated amount required to fully fund the program. The budget
proposal would accommodate these reductions by restricting pro-
gram participation in 40 counties, with no restrictions on the
remaining 18 counties.

o The Legislature has several options for funding the program in
19588-89: (1) provide full funding with no change in program scope,
(2) reduce funding requirements by restricting program participa-
tion, or (3) reduce fundmg requirements by changing program
design. y
The Legislature should have better information about GAIN pro-
gram costs—and therefore a better estimate of 1988-89 funding
requirements—by the time of the May revision.

The Greater Avenues for Independence (GAIN) program, the state’s
major new initiative to help welfare recipients become self-sufficient,
faces a key juncture in its implementation period. Apparently because of
. the program’s rapidly increasing costs, the Governor’s Budget proposes
not to fully fund the GAIN costs of all counties in 1988-89.

In this analysis, we examine cost estimates for the GAIN program and
what accounts for the rapid growth in these projections. We then
describe several alternatives to the budget’s proposed way of dealing
with the budget-year funding shortfall. First, however, we provide some
background on the GAIN program and describe the Govemor s 1988-89
GAIN proposal in more detail.
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Background

Under the GAIN program, enacted by Ch 1025/85 (AB 2580) counties
provide education, employment, and training services to Aid to Families
with Dependent Chﬂdreri (AFDC) recipients in order to help them find
jobs and become self-supporting. The Department of Sdcial Services
(DSS) provides policy guidance and oversight at the state level, while
county welfare departments administer the program locally. The pro-
gram is funded through new state and federal funds appropriated for
GAIN and through a redirection of funds from existing programs which
currently serve AFDC recipients. The counties are not requn‘ed to pay
for any costs of the GAIN program.

The law requires all counties to begin operating the program by
October 1988 and allows counties to bring their full caseload into the
program over a two-year period. At the time we prepared this analysis,

“the DSS had approved implementation plans for 26 counties: 18 which
were operating prior to October 1987 (an important date, given the
administration’s budget proposal) and 8 which began operations after
Qctober 1987. Of the 32 counties without approved plans, 18 are expected
to begin operation by the end of 1987-88, with the remaining 14 counties
expected to begin operation early in 1988-89. Chart 40 lists the GAIN
implementation status of the 58 counties and shows each countys
percentage share of the state’s total AFDC caseload.

Chart 40
Status of GAIN Implementatlon by COunty-
As of February 1988
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* Figures fepresant the county share of the stalowide AFDG caseload.
* Ropresorts loss than 0.1 percent of statewide AFDC caseload,
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Program Participation. Certain AFDC recipients must participate in
GAIN in order to receive aid, while others may volunteer for the
program. Generally, those who are required to participate are the heads
of single-parent households—AFDC-Family Group (AFDC-FG) house-
holds—if their youngest child is six years of age or older, and primary
wage earners from two-parent households—AFDC-Unemployed Parent
(AFDC-U) households. For mandatory participants, there are two points
in time when individuals would be required to enter the GAIN program:
(1) when they apply for aid (these are called AFDC applicants) and (2)
when people who are already on aid go through a periodic review (these
are called AFDC continuing cases or recipients). Mandatory participants
remain in the program until they find a job or discontinue aid for some
other reason.

Scope of Program Services. The GAIN program requires counties to
provide the following major services to participants:

o Education., Counties must refer any participant who lacks a high
school diploma or basic literacy to adult basic education or vocational
English-as-a-Second Language.

s Job Search. Counties will offer training in job. search techmques as
well as a period ‘of supervised job search.

o Assessment, An in-depth assessment of a parumpant s skills and

. aptitudes must precede any training or work program.

s Training. A variety of training programs, requiring 3 to 10 months of-

~ classroom or on-the-job instruction, will be available to assist partic-

* - ipants in gaining new job skills. '

o Preemployment Preparation (PREP). Counties may require partic-
ipants to work in a public-sector job for 3 to 12.months at a time in
order to acquire work behavior skills, The number of required hours

' .is based on the size of the participant’s AFDC grant.

+ Transitional Child Care. GAIN participants who leave aid as a result
of employment continue to receive Chlld care for a three-month

* transition period.

Counties may provide these services d1rectly usmg county staff or
through contracts with local education and training agencies. All partic-
ipants are guaranteed support services such as child care and transpor-
tation if f;he services are needed to enable participation in the program.

Budget Proposal

The Governor’s Budget proposes $408 million for GAIN in 1988-89.
These costs would be funded by $245 million from the General Fund, $71
million from federal funds, and $92 million in existing resources that are
proposed for redirection to serve GAIN participants: As shown in Table-
23, this is almost- double the $210 million in costs estimated for the current
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year. However, the 1988-89 total is not sufficient to provide full funding
for the GAIN program in 1988-89. Specifically, the department estimates
that, without the participation restrictions proposed in the budget, the
GAIN program would cost $542 million in 1988-89. Thus, the amount
proposed in the budget represents 75 percent of the estimated amount
needed for full funding.

Table 23

GAIN Expenditures and Funding Sources ®
1987-88 and 198889
‘(dollars in millions)

Est. 1958-8%
1987-88 Proposed Full Funding
GAIN COSES <. veeeeeeveeeeeeesrsrenesreereneaenaasens $210 $408 $542
Funding Sources
Funds appropriated for GA]N
General Fand ........iceveeeeeeiinceniiniiiinnn, 108 245 342t .
Federal funds........ccc.cevnvnnns e 4L 71 g7®
Subtotals, funds appropriated for GAIN ....... ($150) ($316) ($439)
Redivected fands ...........covvvivniviivinnrennannns Coge0 490 $103®

® Source: Department of Social Services.
b egislative Analyst’s Office estimate.

The administration proposes to limit the cost of the program by using
a two-tiered funding approach. First, the budget would fully fund the
GAIN program in 18 counties that began operating prior to Qctober 1987.
Although the department is not certain exactly how much it will cost to
fund the programs in these counties, it is likely that full funding would
require more than half of the total $408 million proposed in the budget
year. As shown in Chart 40, these counties account for 28-percent of the
total AFDC statewide caseload.

Second, the remaining funds would be allocated among the remaining
40 counties, which account for approximately 72 percent of the AFDC
caseload. According to the department’s preliminary estimates, the
amount left over to fund GAIN in these counties could be $134 million, or
50 percent, less than the estimated cost to fully fund these programs. In
order to accommodate this shortfall, the budget proposes to limit the
number of individuals who will receive GAIN services in the affected
counties. :

The GAIN statute requires counties, in the event that their anticipated
expenditures for GAIN exceed available funding, to reduce spending by
implementing certain program participation restrictions: That is, coun-
ties must exclude individuals from GAIN participation according to the
order outlined in a statutory list (shown in Chart 41), with those first on
the list excluded first and those lower on the list receiving priority for
services. The intent of this statutory reduction list is to target GAIN funds
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on people who are least likely to get off aid on their own (or conversely,
to first eliminate from participation those most likely to get off aid on
their own). In addition, these participation restrictions are intended as a
temporary measure—they only stay in effect for the duration of the fiscal
year in which they are unplemented

Chart 41

Statutory Partlclpatlon Restrictions for GAIN
by Order of Exclusion

. Recipients of AFDC U who have been on aid for more than one
year

. Recipients of AFDC- FG who have been on aid for less than one
year

. Recipients of AFDC-FG who have beenon ald for Iess thantwo
years

. All remaining pamCIpants,‘based on their time on aid, with those
who have been on aid the longest being the last to be deferred

o ~N o

The budget assumes that these four groups would not be served in 40
counties during 1988-89.

The budget assumes that the first four groups on the list—AFDC-U
applicants and recent recipients, GAIN volunteers, and AFDC-FG appli-
cants—would not be served in 40 counties during 1988-89. We estimate -
that these groups account for nearly 50 percent of the potential GAIN
caseload in these counties. Those who would be served include all
mandatory AFDC-FG recipients and mandatory AFDC-U recipients who
have been on aid for more than one year.

At the time we prepared this analysis, the Depa.rtment of Social
Services (DSS) had not finalized its policy for allocating funds to these 40
counties. The department advises, however, that it will probably allocate -
the available funds among the affected counties according to their share
of the AFDC statewide cascload. Each county will then propose to DSS
how it intends to operate its program within a specific allocation.
Counties with high costs may have to serve fewer people (in other words,
go farther down the caseload reduction list) whereas counties with low
costs may be able to serve more of their potential caseload.
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HOW MUCH WILL GAIN COST?

Department’s Current Estimate Indicates that GAIN Cests

Almost Twice As Much As Originally Anticipated

Since the GAIN program is still in its phase-in period, the 1988-89 costs
are not indicative of what the costs of the program will be in future years.
Moreover, the program is so new that there is little detailed expenditure
data available that would indicate how much it actually costs to provide
certain services. Chart 42 shows two estimates (as of January 1986 and
January 1988) of GAIN costs over time if fully funded. The chart also
shows the budget proposal for 1988-89.

The chart illustrates two main points. First, it shows the projected
pattern of GAIN costs over the next several years. Costs are expected to
grow past the budget year, peak in 1989-90, and then decline somewhat
to a “full implementation” level. The drop in costs reflects the depart-
ment’s assumption that the number of participants entering the GAIN
program will eventually decline as the program causes AFDC recipients
to leave aid. At full implementation, which the department now esti-
mates will occur in 1991-92, the flow of participants in and out of
components should reach a steady state and GAIN costs should stabilize.
{(Note: It is unporta.nt not to confuse the terms “full funding” and “full
implementation.” The former refers to a program in which there are no
planned caseload reductions and the latter refers to the time when
program costs have stabilized at their ongoing level.)

Chart 42

GAIN Costs Over Time*
Initial and Current Estimates of Program Costs"

1986-87 through 1992-93 (in millions)

January 1988 . _
$8001 estimate _ _  |"Full Implementation”
Governor's of the program
7001 ===*"= budget
500 preposal
1 January )
i EmEmn 198.6 Pro sed _b
300 estimate® /| Budget-year

Shortfal
400 A

300 4

'----llllil‘lllllfl]ll..»

1986-87 1987-88 1988-88 1980-90 1990-91 1991-92 1892-93

* Costs Include all funding sources; Including funds redirected from other programs. . B
® Source: Department of Scalal Services.
% January 1386 estimate has been adjusted 10 ref|act one-year start-up defay.




149

Second, the chart shows the tremendous increase in the department’s
estimate of program costs at full implementation since its original January
1986 estimates. As noted earlier, these costs have almost doubled.

Costs At Full Implementation, Table 24 provides more specific
information on the estimated costs of GAIN at full implementation-—
when program costs have stabilized at their ongoing level in 1991-92. The
DSS expects the program to cost $553 million (all sources), which is $250
million, or 83 percent, more than the department originally estimated.
Based on the department’s figures, we estimate that the General Fund
share of these costs would be almost $300 million a.nnually, a 273 percent
increase. As estimates of federal and redirected funds have increased only
slightly, it is assumed that the General Fund will be forced to plck up the
lion’s share of the overall cost increase.

Table 24 .
Comparlson of GAIN Full Implementation Costs
and Fundlng Sources in 1991-92° g
As Estlmatsd in January 1986 and January 1988”
{dollars in millions)

Estimate Estimate - ’
. asof as of Change .
‘ January 1986 january 1988 . Amount.  Percent
Full implementation costs® ........ v $303° 053 $250 83%
Funding Sources ‘
Funds appropriated for GAIN: . R L :
" General Fund .................. JORT $79 §95d $216 213%
Federal funds............ivuieeiniennne. _ 18 ks _ 5 _8
Subtotals, funds appropriated for GAIN - ($15T) ($378) Tosoal)  (141%)
Redirected funds...........cvoevvviecnnnnns $l46 . '$175 d : $29 20%

8 Spurce: Department of Social Services. ‘ o

b January 1986 estimate assumed full implementation would oeclr in 1990 -91; January 1988 estimate now
assumes it will oceur in 1951-92,

¢Includes funds already budgeted for other programs which will be redlrected to serve GAIN
participants. : .

91 egislative Analyst’s Office estimate.

While the department has mcreased its cost estimates, it has reduced its
GAIN caseload estimates. As Table 25 shows, when this. caseload reduc-

tion is taken into account the increase in the estlmated cost per person,
at full unplementanon is 130 percent
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"~ Table 25-

Incranss in Estimated Costs Per GAIN Registrant®
At Full Implementation ®

Estimate . Estimale . _
asof " asof Change
- : . . January 1986 January 1988  Amount ~ - Percent
Total eosts (millions of dollars) ............... L 303 . §553 - $250 83%
Caseload (number of registrants) ,............ 170527 135,576 — 34,951 -2
Cost per TegiSTant % ...ovi i 51,777 $4,079 $2,302 130

2 Source: Department of Social Semces

b January 1986 estimate assumed full unplementahon would occur in 1990-91; ]a.nuary 1988 esbmate now
assumes it will occur in 199192, -

o Total costs in full implementation year divided by number of registrants in that year.

Net Budgetary Impact of the GAIN Program. Another perspective on
the GAIN program is its met impact on the state budget. In the
department’s original GAIN estimates, it anticipated that at full imple-
mentation the program would result in-net annual savings to federal,
state, and county funds of $109 million. This is because—as shown in Table
94—the department expected the total costs of the program ($303
million) to be more than offset by (1) existing resources which would be
redirected to serve GAIN participants ($146 million) and (2) savings in
federal, state, and county AFDC grant costs due to GAIN ($266 mil-
lion) —not shown in the table.

The DSS assumes that GAIN will generate two types of savings for the
AFDC program. First, some AFDC recipients would terminate aid or
receive reduced grants due to finding jobs as a result of services provided
under the GAIN program. Second, some individuals would not apply for
aid or would leave aid in order to avoid participating in GAIN.. This
second type of savings is called “grant avoidance.” (In our review of the
AFDC budget—please see Item 5180-101 in the Analysis—we note that
the department has been unable to provide any evidence to support its
assumption that GAIN will generate grant avoidance savings.)

The department now projects that at full implementation GAIN will
result in net annual costs to federal and state funds of $65 million rather
than in net savings. This is because estimated total costs ($553 million)
have risen dramatically, while estimated redirected resources ($175°
million) and AFDC grant savings ($313 million) have risen only slightly.

It is too early to measure the extent of AFDC savings due to the GAIN
program. The department’s most recent savings estimate is based on the
same assumptions as was its original estimate. There simply is not yet any
data reflecting the program’s actual track record in generating AFDC
savings. Moreover, it is not reasonable to expect that any such data will be
available for several years because of the time required for recipients to
become job ready, find a job, and go off aid in sufficient numbers to
calculate an impact.
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For this reason, the Legislature will have to base its budgetary decisions
on the GAIN program on (1) the program’s cost, (2) the Legislature’s
own assumptions regarding the prospects for the program to reduce
AFDC grant costs, and (3) the Legislature’s evaluation of the nonfinan-
cial and longer-term benefits which may resuit from the GAIN program.
For example, many observers believe that GAIN will result in benefits
that include (1) the value to individuals and to society of increased
employment among AFDC recipients, (2) a higher level of education and
vocational skills for participants, (3) increased self-esteem for GAIN
participants, and (4) better role models for participants’ children.

Department Has Refined lts Estimate
But GAIN Costs Are Sfill Highly Uncertain

The department’s January 1986 estimate of program costs was based
primarily on the experience of other employment programs for welfare
recipients. Since it prepared that estimate, the department has continu-
ously refined its estimate in order to better reflect county experience
with the GAIN program.

Based on our review, we believe that the department’s estimate now
incorporates the best available information from operating counties
regarding the kinds of services GAIN participants need and the costs that
counties expect to incur in providing these services. This information,
however, is based primarily on the early experience of a relatively small
number of counties. representing less than one-third of the potential
GAIN statewide caseload. Although some counties have already had
substantial experience with the early components of the program, such as
registration, orientation and appraisal, and education, they still have very
little caseload or cost experience regarding the later—and more expen-
sive—components of the program, such as long-term PREP. Moreover,
even in the 18 operational counties, the GAIN program is 50 new that
there is little detailed expenditure data available that would indicate how
much it actua]ly costs to provide certain services.

Thus, we still regard the department’s estimate as preliminary and
subject to change. It is possible that experience may prove that the costs
of the GAIN program may be substantially higher or lower than the DSS
and the counties now anticipate. In light of these major uncertainties, it
is difficult to advise the Legislature on how much the GAIN program will
actually cost, either in 1988-89 or in future years. We believe, however,
that the department will be able to refine its estimate further by the time
it submits its May revisions of expenditures, based on an addltlonal six
months of county expenence
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WHY HAVE COSTS INCREASED?

Our review of the department’s estimate indicates that there are two
major factors that contribute to the increased costs of the GAIN program
diseussed above: caseload factors—changes in the number of individuals
that the department expects will be served in each program component,
and -unit cost factors—changes in the cost of supportmg one person in
each program component.

Caseload Factors

The number of people who participate in GAIN, the charactenshcs of
these individuals, and the way they move through the program, all have
a fundamental impact on the costs of the program. Relying primarily on
the experience of operating counties, the DSS has updated its éstimate as
new information has become available on the number and characteristics
of the GAIN caseload. This information has resulted in substantial
changes in the department’s estimate of the caseload entering the GAIN
program as well as the caseloads within each program component. Table -
26 compares the department’s January 1986 caseload estimate with its
current one, ,

Table 26 _
GAIN Caseloads at Full Implementation® -
January 1986 and January 1988 Estimates ®
January 1956 Estimate Januory 1988 Estimate

Percent of Total — Percent of Total
Regisizants Who - - Registrants Who : B
i Enter Esch ‘ Enter Each - Gaseload Change
Component : Cm\elmd Component®  Coselosd ~ Component®  Amount - FPercent
Registration, orientation, and ap- ,
praisal....oveeniienieniiniin - 100% 135,576 100% —34951 —205%
Education ....o.ceevveeniiienieens 5 i5 71278 574 51,778 2031
Job club/job search . 4 90,979 67 —69,790 —434
Assessment 46 61,638 45 —16251 —-209
Traiing ..o vveeverriririernananes 46 52,583 39 —25306 -—325
Long-term PREP 2 45,028 33 . 4880 121
Transitional child care 3 22,741 17 18441 4289

']a.nuary 1986 estimate assumed full unplementatxon would occur in 1990—91 January 1988 estimate now
assumes it oceurs in 1991-92.

b Source: Department of Social Services.

©The percents in each component add to more than 100 percent because md‘.wduals may go through
sevérdl components,

4 DSS estimates that 57 percent of AFDC apphcants and 67 percent of AFDC continuing cases will be
referred for education. This table only reflects applicant caseload because DSS assumnes I:here wﬂl be
no confinuing cases entering GAIN at full implementation.

The table shows that the department’s estimate of the number of
individuals registering for the program at full implementation has
dropped by 21 percent. The department made this adjustment when it
learned that its original estimate of registrants was partially based on
erroneous data on new AFDC applicants.
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- ‘Because the number of people expected to enter GAIN is lower, the
number expected in several components is lower as well, However, these
reductions are not necessarily in the same proportion because the
department has also changed some of its major assumptions regarding the
percentage of people entering GAIN who go through various compo-
nents

The caseload change with the largest impact on GAIN costs is the
increase in the number of people expected to need education. Despite
the reduction in the number of people entering the program, the number
expected to go into education has ¢rigled, for an increase of almost 52,000
participants. In its early caseload estimate, DSS assumed that 15 percent
of GAIN participants would need education. Based on the most recent
data on CASAS test results (the test administered to GAIN participants to
assess their educational skill levels), the department now estimates that
57 pércent of the applicant caseload and 67 percent of the continuing
caseload will require educational services when they enter the GAIN.
program. Given the $2,000 cost to support one person in the education
component, this caseload increase has a major impact on program costs.
In fact, the combined impact of higher caseload and increased unit costs
(see below) in the education component has increased the total cost of
this component from $16 million to $152 million (most of which—$137
million—is from the General Fund).

The increased caseload antunpated in the educatlon cormponent in-
creases the.General Fund costs of GAIN in another way. The depart-
ment’s original estimate of education costs did not include any costs to
pay the schools for the instruction provided to GAIN participants. The
department “assumed ‘the schools could accommodate the expected
number of GAIN participants within their existing capacity. However,
the schools have indicated that they cannot accommodate the much
higher demand for educational services which is now expected. Thus, the
department’s current estimate includes $68 million to pay the schools for
the cost of educating GAIN participants at full implementation,

The other changes in component caseloads are less pronounced than
the change in education caseloads. Most of these changes involve caseload
reduiétions, but theé fiseal impact of the reductions is more than offset by
increases in the unit costs of the components.

Unit Cost Factors : o

Unit-costs include several types of expendltures For example, the unit
cost for education {now estimated at almost '$2,000) includes the educa-
tion cost paid to the school, the county administration costs for monitor-
ing the individual’s progress during education, and the cost of child care
and transportation paid to the individual while attending school. As

6—7T7313
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shown in Table 27, the department’s estimate of GAIN unit costs at full
implementation have increased for every component of the program.
These unit costs, which reflect the costs of each component on a
per-participant basis, are. affected by a variety of factors. For example,
unit costs can change based on how long participants remain in a
component. They can also change as a result of changes in the level of
resources allocated to a component, such as oceurs when a county assigns
more staff to perform a function or when contractors charge hlgher fees
than originally anhmpated S ‘
Table 27

lnérease in GAIN Unit Costs at
Full [mplementatton

fan uary January ‘ .
1988 1988 . Change

Unit Cost® ‘ Estimate  Estimate Amount - Percent
Registration, onentat:on, appraisal ... oueennn. 87 %99 §92 1,312%
Education. ... .iveeeieiceiiieiiiiiiiirrerneaeas S 1,567 ‘1,355 221
Job club/job seareh ...:... ST 307 - 8 387 .- 126
Assessment ... e 204 337 133 65
Traiing . ceoovvvviivinsin e 1,899 3,244 1,345 !
Longterm PREP........ccivivirieinnisnininninis 1,750 - 2648 892 51
Transitional child care.............ocoveviiannnn. 535 611 - T8 o 14
Average Cost per Registrant................ 3LTTT $4,(_)79 C. $2302 o 130%.

2 Source: Department of Social Services.

b These costs reflect the average total cost for an individual to participate in each component Indmduals
- might receive services in several different components in any given year. Costs include redirected
resources. : .

The major unit cost increases teﬂected in Table are as follows:

o Increased Registration, Oﬂentatmn, and Appmzsal Costs. The
‘expenditures under this component are primarily for county staff to

. register new participants, inform them about the program, adminis-
ter the CASAS test, and complete a basic contract with the partici-
pant. The increased unit costs of this compoenent are primarily due to’

_ an increase in the estimate of the amount of county staff time needed.
to perform these functions. The increase is based on county funding
requests submitted with the county plans for operation of the GAIN
program. Because the total costs of this ci)mponent dre relatively
small, the large increase in umt costs does not have a major impact
on overall costs. ‘ .

o Increased Education Cosis. This increase occurred because the
department’s original estimate assumed that school costs would be
covered using existing resources. In its most recent estimate, the DSS
has built in costs to pay schools to provide instruction and to pay both
county and school staff to monitor and track GAIN participants. In
addition, the DSS has increased its estimate of the cost to provide
child care and transportation to participants in this component.
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" Increased Job Club and Job Search Costs. This rise is pnmanly due
to increased costs for county staff. For example, the department now
assumes that counties will need two social workersrather than one to
run a job club. In addition, the department has changed its assump-
tions about the child care needs of participants in certain job search
activities. Previously, the estimate assumed that people-would con-
duct their job search while their children were in school so they
would not need child care. The DSS’ most recent estimate includes
costs for child care during this job search period.

o Increased Training Costs. This increase reflects hlgher costs re-
ported by Job Training Partnership .Act providers. In addition, the,
. department has added to its estimate $200 per participant to pay
county and contract staff to find on-the- job tra.mmg and work
" experience opportunities with employers.

In addition to these increased costs in specific components, the
department has revised its assumptions regarding several general cost
factors which affect all components. For example, the department has
doubied its estimate of the costs of the monthly transportation allowance
(from $32 to $65) based on actual county experience. :

WHAT ARE THE LEGISLATURE'S FUNDING OPTIONS o
'FOR THE GAIN PROGRAM IN 1988-89 AND IN THE FUTURE?

The. 1988-89 budget presents the Legislature with major policy deci-
sions regarding funding for the GAIN.program. As opposed to the
expected increase in the budget due to the program’s phase-in, the
doubling of the department’s estimate of the full implementation costs of
the program results.in an wnexpected increase. The result is that full
funding of the program in 1988-89 would cost an estimated $542 million
{(includes state and federal funds appropriated for GAIN and existing
resources redirected for GAIN), which is an increase of $332 million, or
158 percent, over the amount provided in the current year. Moreover,
the costs of the GAIN program are expected to grow even more in
1989-90.

Although the admnustrahon has cha:actenzed the budget proposal as
a temporary approach, we believe that the administration’s proposal
could set a precedent for GAIN funding for years to come. For example,
if the program is underfunded in 1988-89 by $134 million ($97 million
General Fund), full funding in 1989-90 not only would require the
Legislature to restore this amount to the base, but also would require an
additional funding increase of $218 million ($129 million General Fund)
reflecting the program’s antlclpated growth. '

The Governor's Budget, then, has responded to the rising costs of the
GAIN program in one way. Our review indicates, however, that there are
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a number of funding options available to the Legislature. We have
grouped these options into the following three categories:

» Provide full funding without changing the scope or design of the
program.

» Address some or all of the funding shortfall by restricting program
participation.

» Address some or all of the funding shortfall by changmg the program
design.

Full Funding—No Change in Program Scope

One funding option available to the Legislature is to provide adequate
funding to ensure that GAIN will operate at full caseloads in all counties
with no reductions in the services it now provides. As noted above, the
DSS’ estimate indicates that full funding would require an additional
General Fund commitment of $97 million over the amount proposed in
the budget. By the time of the May revision, however this figure could
change substantially, for three reasons:

o Uncertainties Regarding the DSS Estimmate of Costs. As we have
noted in our discussion of the DSS’ estimate, the department’s figures
are based on preliminary data from 18 counties. By the time of the
May revision, an additional six months of data will be available and
the department will have had an opportunity to review the budget
requests of some of the major counties that have not yet imple-

- mented GAIN. We cannot predict whether this information - will
increase or decrease the department’s estimate, but it is quite
possible that it will substantially change the estimate.

o Unexpended Curreni-Year Funds for GAIN Could Reduce Addi-
tional General Fund Need in the Budget Year. Because of delays in
county implementation and lower-than-anticipated caseloads and
costs in certain GAIN components, it is likely that the counties will
not spend a substantial portion of the funds allocated to them for
1987-88. The department has not revised its current-year budget to
reflect this situation (thus, these probable “savings” are not now
counted in General Fund surplus totals). Ordinarily, if these funds
are not spent, they would revert to the General Fund. To the extent
that the Legislature earmarks these.funds to support the GAIN
program in 1988-89, however, they could substantially reduce the .

- need for new General Fund resources. (In our review of Item :
5180-151 in the Analysis, we recommend that the departmnent
provide the Legislature with its most recent estimate of unexpended
current-year funds.) -

o California Might Receive Add.’monal Fedeml Funds. 1t is possible
that enactment of a federal welfare reform proposal, several of which
are pending in Congress, could provide a substantial amount of
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additional federal money which could be used to offset part of the
costs of the GAIN _program in 1988-89 and thereafter. At the moment,
however, we do not know what the chances are that the funds will be
available or how much additional funding such a proposal would
provide for California. Obviously, any increase in the amount . of
federal funds available for GAIN would reduce the amount of the

" budget-year shortfall which would have to be met with General
Fund monies. We anticipate that the Legislature will have better
information about this federal legislation by May.

In addition to these factors, which could reduce the amount of General
Fund resources that the Legislature would have to commit in order to
achieve full funding for the GAIN program, we have identified two
strategies available to the Legxslat"ure which could minimize the need for
additional resources while still fully funding GAIN. .

The Legislature Could Require DSS to Implement a System Jor
Containing GAIN Costs. One way to reduce the General Fund cost of
fully funding the GAIN program would be for the Legislature to
encourage the department to continue to refine its county allocation’
process. Qur review of county allocations to date and the assumptions
behind the department’s estimate of GAIN costs indicates that there may
be opportunities to substantially reduce the net costs of the GAIN:
program without changing its basic design or restricting participation in
it. We base this conclusion on the considerable variation that exists in
county costs, suggesting that in some cases counties could (1) provide
GAIN services more efficiently and (2) take better advantage of existing
resources that could be redirected from other programs. In our review of
Item 5180 in the Analysis, we describe these cost wvariations and
recommend that the department report to the Legislature on its plans to
develop a system for contalmng GAIN costs. Although cost containment,
measures are not likely to reduce the General Fund costs of the program
substantially in the short run, we believe they have the potential to make
a significant difference in the long run.

The Legcslature Could Mandate That Extstmg Educatwn cmd Train- .
ing Programs Devote More Resources to the GAIN Program. Another.
way to reduce the new General Fund costs of the GAIN program would
be to require other state programs to provide more services to GAIN
clients. Existing programs have already made a substantial commitment
to serve GAIN participants within their existing_ resources. These current -
commitments are generally based on serving the same number of GAIN-
participants as these programs served AFDC recipients in the past. In
addition to requiring counties to take better advantage of the resources
already available to GAIN, however, the Legislature could require that
adult educatlon programs, commumty colleges, or the Employment
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Development Department’s job service program devote an increased
level of resources to serve GAIN participants. This would have the effect
of reducing the amount of General Fund (and federal fund) money
needed to meet the budget shortfall, but could also displace non-GAIN
individuals in these programs. Obviously, the decision to redirect more
existing tralmng and education resources to GAIN is a major policy
decision.

By the time the depari:ment submits its May estimate, the Legislature
should have a better sense of how much it would cost to fully fund the
GAIN program. At that time, the Legislature will be better able to assess
how much of a General Fund augmentation would be needed to provide
full funding in 1988-89. In the event that the Legislature determines,
based on its fiscal priorities, that providing this amount of additional
General Fund support for the GAIN program is not possible, there are two
approaches to reducing the funding requirements of the program: (1)
participation restrictions-and (2) reductions in the scope of services.

Reslrlcilons in Program Purhclputlon

‘The GAIN statute prowdes for restrictions in program participation in
the event that counties face an unexpected increase in GAIN expendi-
tures (see Chart 41, above). Clearly, one optionavailable to the Legislature
is simply to use this existing method as a means of reducing GAIN
expenditures. The major advantage of this provision is that it allows the
Legislature to determine a fundmg level for GAIN dunng the budget
process.

We would, however, point out three conéerns w_ith this approach. First,
it lacks predictability. Because counties would not know from year to year
how many people they could serve, it would be difficult for them to
maintain stable county staffing levels and to enter into reasonably certain
contracts with service providers. Second, given a specified funding level,
different counties might end up implementing more or less of the
statutory reductions depending on their relative costs to provide services
and the proportion of their AFDC caseload which falls into the various
categories on the statutory reduction list. Third, the order for restricting
participation outlined in current law (particularly with regard to volun-
teers) may not be the best way to achieve legislative intent to target
GAIN services where they will have the most impact. Generally, the
current list calls for excluding first those who are most likely to leave aid
on their own. However, the list excludes volunteers relatively quickly,
before AFDC-FG applicants. Most volunteers are women with children
under the age of six, many of whom have been or aid for a longer time
and have less work experience than most applicants. They may, there-
fore, be less likely than AFDC-FG applicants to leave aid on their own.
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The Governor’s Proposal Is Just One Way of Reducing GAIN
Expenditures Through Participation Restrictions. The budget proposes
to reduce expenditures by approximately $134 million by restricting the
number of recipients served in 40 counties and providing full funding to
18 counties. While using program participation reéstrictions to limit
expenditures is consistent with the provisions of Ch 1025/85, there are at
least two major problems with the administration’s proposal:

1. It Treats Counties Differently. Specifically, the Governor’s two-
tiered approach would result in different requirements for program
participation in different counties. This differential county funding is
based solely on timing—counties which implemented GAIN first will
receive full funding while those which implement later will receive
reduced funding. The proposal does not take into account the relative
efficiency of programs in operating counties, nor does it take into account
the different costs of providing services in various counties.

2. It Sets a Precedent Which Will be Difficult to Reverse. We believe
that if the two-tiered approach proposed by the Governor is imple-
mented in 1988-89, it will be difficult for the Legislature to put the
program on an equal footing in all 58 counties anytime in the near future.

An Alternative to the Budget’s Two-Tiered Approach Would Be to
Implement Participation Restrictions More Equitably Among the
Counties. While recognizing the importance of minimizing disruption in
the already operating counties, the Legislature may wish to implement
some program participation restrictions in these counties in the budget
year. For example, the budget could require the 18 operating counties to
stop serving new AFDC-U applicants. This restriction would not impose
a major burden on these counties, since new AFDC-U applicants account
for only about 10 percent of their caseloads. This approach would free up
funds from the operating counties which could be used to increase funds
available for the remaining counties. More importantly, however, it
would send a clear signal to all counties that GAIN is intended to be a
uniform statewide program.

Reductions in Scope of Services

In addition to providing for participation restrictions as a mechanism to
reduce GAIN expenditures, Chapter 1025 suggests another option that
the Legislature may wish to consider for reducing program expenditures.
Specifically, the law requires that counties give priority in providing
expensive services (such as supported work and lengthy classroom
training) to individuals who have been on aid for at least two years or
who have little or no work history. The Legislature may wish to consider
requiring counties to serve a full caseload, but provide a reduced level of
service to certain individuals.
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There are various ways the Legislature could consider modifying the
design of the program in a manner which is consistent with its intent to
target expensive services to those who need them most. For example,
counties could provide only job search to AFDC-U applicants because
they are most likely to remain on aid for the shortest peried and have
recent work experience.. Alternatively, the counties could limit the
amount of extended educational and training services they provide to
AFDC applicants or to recipients who have only been on aid for a short
time. Obviously, changes of this magnitude involve bas1c pohcy decisions
about the design of the GAIN program.

Symmary : : -

Although the actual costs of the GAIN program remain uncertain,
recent estimates suggest that the program will be substantially more
costly than anticipated. The Governor’s Budget proposes not to fund the
full costs of the program estimated for 1988-89. The 1988-89 budget
presents the Legislature with a major policy decision regarding funding
for this program: to fully fund the existing program, or to reduce the
scope of the program—either through participation or service reductions.
We believe that, to the extent possible, the Legislature’s actions on the
budget should be considered in light of their long-term 1mphcat10ns for
the GAIN program
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- Meeting the Costs of Federal Immigration Reform

What Strategy Should the Legislature Use in Spending Federal Monies
Provided Under the Immigration Reform and Confrol Act (IRCA)?

Summary

The administration expects the federal government to approve up to
900,000 illegal aliens in California for legal resident status under the
ammnesty provisions of IRCA.

The 19588-89 Governor’s Budget proposes a specific plan to spend an
estimated $1.7 billion in federal funds that will come to California-

" over the next four years to pay for the health, we{fare and educatton

costs of eligible legalized aliens.
The Legislature has the opportunity to recast the use of these federal

" fundsin order to set its own service priorities for legalized aliens and

improve its flexibility regarding the avazlabzl:ty and use of Geneml

‘Fund monies.

We suggest four fiscal guidelines for the Legzslature fo use in

allocating federal funds: . ' ~

o Give high priority to funding unavoidable new costs. ‘

¢ Keep Spendmg plans ﬂexzble as cost mformatzon zmproves wzth
time.

o Minimize the amount of new General Fund support that is needed
in any one year once federal funds are exhausted.

s Use “freed up” funds to support one-time or limited-term projects.

We recommend the Health and Welfare Agency repon‘ specified

information to the appropriate fiscal and policy commitiees that
would help the Legislature understand the administration’s proposal

“and develop its own spending plan.

In October 1986, Congress passed legislation substantially amending
federal law governing legal and illegal immigration into the United
States. These amendments, known as the Immigration Reform and
Control Act (IRCA), anthorized a general amnesty for certain groups of
illegal aliens already in the country, holding out eventual citizenship to
these individuals. In addition, the amendments created employer sanc-
tions in the hopes of discouraging future illegal immigration.

The IRCA Ieglslatlon included $4 billion in federal funds to pay for the
cost of certain state and federal services that would. be available to legal
aliens, as well as the costs of registering, reviewing, and approving
individuals applying for legal alien status: These funds—known as State
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Iegalization Impact Assistance Grants (SLIAG)—will be made available
to the states beginning in 1987-88.

In this analysis, we discuss the administration’s plan to spend SLIAG
funds available to California under IRCA. We also identify and discuss
alternate strategies that the Legislature may want to consider in order to
maintain its financial flexibility over the long-run.

BACKGROUND

The IRCA recognizes two new groups that may lawfully gain citizen-
ship in the United States. First, undocumented aliens who have lived in
the country continuously since January 1982 may become legal residents
if they apply to the federal Immigration and Naturalization Service (INS)
between May 6, 1987 and May 5, 1988. For the purpose of this discussion,
we will refer to these applicants as undocumented workers (UWs). After
reviewing an application for legalization, the INS grants an eligible UW
temporary resident status. Each person then must apply for permanent
resident status within a specified period. The law requires temporary
residents to show progress toward attaining minimum English and civics
competencies in order to obtain permanent status.

The second group now eligible for citizenship is agricultural workers
Specifically, the act permits undocumented immigrants to apply for
temporary resident status if they worked in US agriculture for a
minimum of 90 days during the period May 1, 1985 to May 1, 1986. These
individuals, known as Special Agricultural Workers (SAWs), must apply
to the INS by September 1, 1988 for temporary status. SAWs also would
be eligible subsequently for permanent resident status and citizenship.

The law also authorizes temporary work status.to “replenishment
agricultural workers” (RAWs) beginning in 1990, should the federal
government determine that an agricultural labor shortage exists. The
federal government would not, however, offer replenishment workers
permanent resident status. For this discussion, the term “legalized alien”
does not include RAWs.

' Limitation on Welfare Benefits. The IRCA restricts legalized aliens’
eligibility for receiving specified federal welfare benefits for a five-year
period after they become legal aliens. Specifically:

+ Federal AFDC benefits are banned. Under California law, however,
‘legal aliens would be eligible for three months of state-funded
AFDC.

« Some Medi-Cal benefits are permitted—children, aged, blind, and
disabled persons are entitled to receive a full scope of benefits; adults
in families with children are limited to emergency and pregnancy-

- related services.

¢ SAWs—but not UWs—are ehglble for food stamps.

« All aliens who qualify are eligible to receive SSIfSSP.
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How Many People Will Be Legalized in California?

The Department of Finance (DOF) estimates that 1. 7 million md1v1d-
uals are eligible to receive temporary resident status in California. Of
these persons, DOF estimates that 55 percent, or 950,000 immigrants, will
apply for amnesty by May 1988, The department projects that the group
of applicants will be composed of 850,000 UWs (89 percent) and 100,000
SAWs (11 percent). To determine the number of temporary residents
approved in California, DOF assumed that 95 percent, or 900,000, of the
state’s applicants will be approved by INS as temporary residents.

The actual number of applicants may fall somewhat lower than the
DOF projections. As of November 27; 1987, 570,000 persons had applied
for legalization in California. Of these applicants, 476,000 (84 percent) are
UWs, and 94,000 (16 percent) are SAWs. The rate of new applications has
fallen significantly since the summer months, however. Should applica-
tions continue at this slower rate, we project that only 850,000 total
applications would be submitted by May 1988, or 100,000 fewer than
estimated by DOF. Given the current INS approval rate of 95 percent (as
estimated by DOF), the lower application total would translate into
ahout 810,000 approved applications, about. 90,000 less than estimated.

Existing trends also suggest that the composition of the applicants will
be different than estimated by DOF, as well. Of the total applications,
200,000 applications—double the DOF estimate—would be" SAWs The
remaining 650,000 would be UWs.

Projecting the number of immigrants. that will apply for amnesty is -
very difficult. According to DOF, the assumption that 55 percent of the-
potential applicant pool will submit an application is based on educated
guesses, as the almost total lack of data does not allow a more analytlca]ly '
based figure. There are a number of reasons why potentially eligible
aliens would not apply. For example, each family member must sepa-
rately apply for ammnesty. Because the federal act does not treat families
uniformly for the purposes of amnesty, one member may not apply for
temporary status if he or she worries the application itself might
endanger the anonymity of members who are ineligible for amnesty.

The number and demographic makeup of the population of approved -
resident aliens has important fiscal implications. The actual number of
resident aliens will help define the total amount of health, education, and
welfare services that may be supported with federal SLIAG funds. The
demographic makeup of the population will allow more accurate identi-
fication of how each state or local program will be affected. We will
continue to track the number and composition of applicants and the
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approval rate in order to ensure that the Legislature has the information
it needs to allocate funds in a manner consistent with its prlontles

WHAT IS THE ADMINISTRATION'S PROPOSAL
FOR THE USE OF SLIAG FUNDS?

As discussed above, IRCA appropnates $4 bﬂhon to reimburse state and
local governments for the cost of health, welfare, and education expenses
incurred in assisting legalized aliens. These monies, minus the federal
costs of Medi-Cal, SSI/SSP and food stamps that are prowded to legalized
aliens (known as the federal offset), will be allocated to states based on a
formula that includes: the number of legalized immigrants living in the
state, -the percerit of all U.S. legahzed aliens living in the state, and -
estimated state and local expenditures to prov1de assistance to legal
immigrants.

Table 28 displays the amount of SLIAG funds potentially available to
Cahforma as well as the expenditure of these funds from 1987-88 through

Table 28
) Federal SLIAG Funds -
Availability and Proposed Expenditures
1987-88 through 199192 -
{dollars in millions)
. State Fiscal Year
198768 1988-89  1989-90  1990-91  1991-92 Total

SLIAG Funds Available®

Federal fands............co.oo.vnve, $1000 31,000 - $L000  $1000 — $4000
Federal offset .........ooevvnvninnnns 70 359 260 267 — 956
Funds available to states ...... A $930 - $641 $740 $733 — 43,044
California’s estimated share (57%) .. $530 $365 - $422 - §418 .= . 173
Proposed Expenditures . : R
Public assistance: S -
Medically Indigent Services program $4L1 8676 $94.0 $96.2 $96.2 $395.1
General assistance,................... 6.0 470 - 881 108.6 108.6 3583
Medi-Cal ............ g 63 269 4735 65.7 65.7 2121
AFDC (state only) .. 04 74 14.3 464 47.7 116.2
SSIISSP. it T 43 129 214 274 23.0 89.0
Primary care clinics..........c00vees 85 -116 - 147 147" 14.7 642
Other...... S aeesiitera et raeens - 38 83 9.7 95 94 40.8-
Administration .......ocovvvveeennnne. 18 . 27 35 41 42 16.3
Subtotals .......coeviiiiienenenans T(3722)  (51844) (52032) (53727) (4360.5) ($1,262.0)
Education: - . - : e
Adult education..........c..o.o.ell $30.0 $800  $1100  $900 271 $337.1
K-12 supplemental .............0..... 42 28 14 - - 84
Administration ......ccoiiieeennne. 0.6 13 17 14 05 35
Subtotals ...l ($348) T ($841)  (SL131) (3914)  (3276)  ($3510)
Public health ...........oceniniiennene 887 g8 S _§100  _ §93 920
Total expenditures ............ceernn.e. $1457  SOL3  $4174 | #4742 $4064  SLY350
CarryOver .. . veersuvraneecieecnannes $384.4 #4582  $4628 34064 - -

® Appropriated on a federal fiscal-year basis, which runs from October 1 through September 30 of each
year.
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1991-92, as proposed in the 1988-89 Governor’s Budget. These estimates
were assembled by the Health and Welfare Agency, which was desig-
nated lead agency for IRCA implementation. Of the $3 billion federal
funds available to states (after adjusting for the federal offset), the agency
estimates that 57 percent will be allocated to California, for a total of $1.7
billion over the four-year period.

The budget proposes to spend these funds over a five-year period, from.
1987-88 through 1991-92. According to the agency, federal regulations
appear to allow states to carry over SLIAG funds from year to year.
Taking advantage of this flexibility, the plan proposes spending only
$145.7 million of the $530.1 million available during 1987-88. The remain-
ing $384.4 of the state’s 1987-88 allocation of federal funds would be
carried over for use in future years. By carrying these surpluses over each
year, the budget proposal makes sufficient funds available to support
program costs.in the fifth year, 1991-92.

How Are the Funds Allocated By Function? The expenditure plan
shows that $1.3 billion, or 74 percent, of the state’s total SLIAG allocation
would pay for public assistance costs for individuals who become
temporary-or permanent residents under. the IRCA amnesty provisions.
(Certain medical services are considered public assistance costs under
IRCA). The remainder of the funds are allocated to educational services
(21 percent) and public health services (5 percent).

The pattern of costs over time in these three areas are qﬁite different,
presumably reflecting the administration’s assessment of when costs will
occur. Specifically:

« Public assistance costs grow rapidly and then stabilize in the last two
years. This expenditure pattern apparently is based on an assumption
of increasing demand for AFDC and general assistance over time.

« Education expenses grow rapidly and then decline. This expenditure
pattern may reflect the need for English and civies instruction before
aliens make the transition from temporary to permanent resident
status. :

« Public health costs chrmmsh stead1ly over time. These estimates
appear to assume that health problems of most legalized aliens will
be discovered and addressed early. -

How Are the Funds Allocated By Level of Government? As proposed,
locally funded programs would receive two-thirds of all SLIAG funds
made available to California. The distinction between what constitutes a
state or locally funded program often is difficult to discern because both
levels of government provide funding to the same programs. For this
analysis, we assumed that a program is funded by whichever level of
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government would have paid for additional services needed by newly
legalized aliens absent the new SLIAG funds. Using this criterion, costs of
general assistance, medical services for indigents, and education pro-
grams generally would be born by local agencies. These programs
account for $1.1 billion (63 percent) of the SLIAG funds available to
California. Specifically, $346 million (20 percent) is targeted to local
education agencies, and $753 million (43 percent) to county govern-
ments. The remaining 35 percent in federal funds would go to state-
funded programs.

How Will the Funds Be Appropmated'" At the f:lme this analysis was
prepared, current-year funds had not been proposed for expenditure
pursuant to Section 14 of the 1987 Budget Act. This section was added to
give the Legislature a 60-day period for review of the administration’s
plan to spend SLIAG funds. Presumably, the administration will be using
this section to (1) propose expenditure of $146 million in 1987-88, per the .
Governor’s Budget, and (2) present to the Legislature its plan for .the
expenditure of SLIAG monies.

The administration proposes to appropnate most of the budg “t-year
SLIAG monies {$291 million) through Section 23.5 of the 1988 Budget
Bill. This control section would allow the Department of Finance the
flexibility to allocate funds to-individual programs and departments as
necessary to meet allowable costs: As a result, individual program and
departmental budgets generally do not reflect the availability of SLIAG
funds. There are two exceptions: the Medi-Cal and County Medical

. Services program budgets have included these funds in their expenditure
estimates, The agency advises that most programs will reflect the
availability of SLIAG funds through a Department of Finance budget
amendment letter or as part of the revision of expenditure estimates that
occurs in May.

The section also contains a number of other significant provisions that.
regulate the use of SLIAG funds. Included in the section is language that:

¢ Limits funding for Medi-Cal services to pay for only those services
that are eligible for federal financial participation.

+ Requires the Department of Education (SDE) to develop-a plan to
administer education funds made available under the agency’s
SLIAG proposal. The language would require SDE to describe in the
plan the appropriate division of responsibility for providing adult
education services between local school districts and the community
colleges.

« .Authorizes the Department of Finance within 10 days of notlfymg
the Joint Legislative Budget Committee to reallocate SLIAG funds
among different public health programs or between the “general
assistance” and state-only AFDC allocations. Normally, the realloca-
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tions would be subject to Section 28 or Section 6.5 of the Budget Bill,
which contain 30-day wailing periods.

We discuss these and other matters in our analysis of Section 23.5
contained in the Analysis of the 1988-89 Budget Bill.

SLIAG E*PENDITURE PLAN POSES MAJOR FISCAL AND POLICY ISSUES

With so many programs involved, and because there is so little
information about the services needed by legalized aliens, there are a
large number of issues that the Legislature will need to address during
the coming months and years. In the following section, we discuss the
Legislature’s options concerning the SLIAG funds in general terms,
addressing three questions: (1) What does the Legislature need to
consider in devising a SLIAG funding plan? (2) What guidelines would
help the Legislature in developing its strategy? and (3) What additional
information does the Legislature need in order to fully evaluate the
administration’s plan?

What Are ihe Major Components of a SLIAG Fuﬁding Plan?

The agency’s SLIAG spending plan represents the administration’s
strategy for providing health, welfare, and education services to newly
legalized aliens. As such, it addresses the administration’s preference on
three key IRCA policy decisions: (1 ) the programs to receive SLIAG
funding; (2) the additional funding needs of each program; and (3) the
time period over whwh SLIAG funds support these costs. The Legisla-
ture, however, may choose to decide these matters very differently. The
options available to the Leglslature are discussed below )

Other Services Could.Be Funded with SLIAG Funds Although the
budget proposes to support 21 different programs, our analysis indicates.
that the Legislature could elect to support IRCA-related costs incurred by
four additional health and welfare programs as well as a higher level of
support for the ‘adult education and K-12 programs. (Additional funds
given to K-12 programs—known as the “supplement”—wouldincrease
support for a variety of activities to schools in which a significant number
of legahzed aliens were enrolled.) Table 29 illustrates that, in 1988-89, $21.5
million in health and welfare costs and up to $80 mﬂhon in education
costs could be supported from SLIAG funds but have not been included
in the Governor’s proposal.: 'Therefore, based on these estimates, the
Leglslature could spend $395 million of the SLIAG funds in the budget
year ($291 million proposed in the 1988-89 budget plus an ‘additional $102
nulhon identified in Table 29). .




168

Table 28
Potential Costs Ellglbla for SLIAG Funding
That Are Not Included in the Governor's Plan
1988-89 Costs
{dollars in milliohs)

Estimated

Program .' 1988-89 Cosis
Health and Welfare:* : L _ T
Mental health .......coooiiccinniinnnnnn, P PSP $12.7
Migrant farmworker housing . 63"
Alcohol and drug treatment . 25
In-home supportive services.. —
O RS ($215)
Education: B '
Adult educaHOm . oovviiiiiiiinie e s el veerrrreesens . . $760° -
K12 supplement ......vviieiiniiniaenrenn s caennsasssinenerenasrnsrnreen _ 409
Subtotal .........ovveniini s B PP T P PPRETS e . ($80.0)
Total ..o, SO [ O 1015

* Health and Welfare Agency estimates.
® Costs estimated at less than $100,000 in 1985-88. , _
© Assumes additional education or job skill training is desired. C T
4 Assumes that final federal regulations would permit these additional funds to be allocated to the K-12
supplement.

The consequences of not funding these services with SLIAG monies
differ by program. Migrant farmworker housing, aleohol and -drug
treatment, mental health and adult’ education programs would not
automatically receive funding increases to compensate for increased
demand for services. This is because these programs must try to satisfy
demand for services within a specified annual appropriation. Thus, these
four programs would provide services to newly legalized aliens by
displacing other potential participants. The In-Home Supportive Services
(THSS) program generally serves all eligible individuals needing “assis-
tance, Therefore; additional costs to this program probably would be
funded with General Fund monies.

Thee consequences of not funding a higher level of ‘education services
are somewhat different. The Governor’s proposed SLIAG plan already
allocates funds to K-12 and adult education programs. Amounts shown in
Table 29, therefore, illustrate the additional funding that could be spént on
education under federal law. This increased spendmg could allow
legalized aliens to further improve their basic skills. : '

The Budget Proposes to Reimburse Programs for Thezr Total-—Not
Incremental—IRCA Costs. Many of the 21 programs for which the
budget proposes funding currently serve the illegal immigrant popula-
tion. As a result, some of the funds needed to provide services to legalized
aliens are already in the base budgets for these programs. For instance,
county health services programs currently attend to the health needs of
the undocumented alien population through the “AB 8" program, which
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4

is supported by a combination of state and local monies. According to an
estimate made by the Department of Health Services, apprommately
two-thirds of aliens that will be legalized are already receiving services
through existing county health programs. There is great uncertamty over
the actual level of services currently provided by programs. If, however,
the department’s estimate is reasonable, the new cost to county pro-
grams—the additional cost beyond the amounts currently budgeted—-
will be far less than proposed in the Govemor s Budget '

The budget proposal acknowledges but does not include, estnnates of
the amount of SLIAG funding that would support expenditures already in
the base. Accordmg to the agency, there is too much uncertainty ¢ over the
extent to which legalized aliens are currently receiving services. The
Departments of Health Services and Education, however, have provided
estimates of the services. proposed for fundmg with SLIAG funds that
would have been provided within existing program resources. These
figures are summarized in Table 30. The table shows how total SLIAG
funds are proposed to be distributed between these “base” services and
“new” services. It indicates that one-quarter—or about $435 million—of
the total would supplant funds that are already in state and local
governments existing budgets :

Table 30

Total SLIAG Funding
New Services and Base Funding
1987-88 through 195192

(in millions) _ L

’ Total SLIAG “New™ “Base”
Program ‘ Funds Services Fundmg
Pubhc health (all programs) ............... e $92 $68 " $24
Medi-Cal......cooviriiiiirniiin i rniaes 212 S 130 - 8l
Medically Indigent Services program ................ . 3% 14 . . 261
Primary care chRics......cooviiveiiniiniiiiniiennnnen, 64 B 51 ’ 13
Adult education ..ol e o337 281 56
Other programs®.......ccevevveerincrnerniiinnrenn. 635 . . 6% e =
Totals ...... PO errren e - 81,735 . $L300 I

= The Department of Social Services did not estimate the amount of finds that existing cash assistance
or social service programs currently spend on the undocumented alien population. We have placed
all the thonies in the “New Services™ category, however because it appears that very little service
in these areas currently is being provided.

we_ would caution against using these numbers to make -all_ocs_ttion
decisions for specific programs because these estimates are little better
than educated guesses. At this time, there is very little data available to
determine the level of services currently provided by most of these
programs. The table illustrates the general point, however, that the
Governor’s proposal does much more than simply fund new IRCA-




170

related costs—the proposal also would use SLIAG funds to pay programs
for services already provided to undocumented ahens w1th state or local
monies.

The budgets proposed use of SLIAG monies to “buy out” e:ustmg
expendltures for_this group would have one of two effects. First, the
“freed up” state and local funds could be used to augment program
spending. These additional monies could be used: (a) to enhance service
levels for all program participants (federal.rules require that aliens
receive the same services as other participants, and higher service levels
would have to be available to all program participants) or (b) for other
purposes (increased salaries, equipment. purchases, replacement of
revenue losses from other sources). For instance, counties could redirect
the funds currently devoted to health services for legal aliens in order to
improve services for all recipients of county health services.

Second, these extra funds could provide fiscal relief to state or local
governments. That is, governments could simply “bank” these funds and
redirect them for any other purpose ‘

While it is impossible to know in all situations how. governments w111
respond to SLIAG “base displacement”—the buy out of existing expen-
ditures—our review indicates that the following scenarios are likely to
occur:

o Program Augmentations. Local education agencies and primary
care clinies probably would use the SLIAG funds for enhanced
services or other purposes. Since unspent funds resulting from
SLIAG “displacement” would revert to the state and could not be
used in other ways by these agencies, they would have incentives to
‘spend the funds in some way.

o Fiscal Relief. The proposed five-year Medi-Cal allocation of $81
million for base services would result in fiscal relief to the state. This
is because recent changes in federal law require the Medi-Cal
program to provide emergency medical services to specified undoc-
umented aliens. The .1988-89 budget reflects the fiscal relief ap-
proach, as the Medi-Cal General Fund budget has been reduced by
the amount of proposed SLIAG funds.

s Combination. Local health programs, including the Medically Indi-
gent Services program (MISP) and public health components,
probably would choose a combination of funding augmentations and
fiscal relief. For example, counties could use MISP funds to provide
.county fiscal relief by reducing expenditures on “AB 8” health

- services if they currently spend more than is required under existing

. state funding rules (referred.to as “overmatched” funds). Once
counties eliminate the local “overmatch,” however, they would
probably choose to enhance local services rather than return state
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General Fund monies. (Please see Item 4260 in our Analysis for more
extensive discussion of this particular issue.)

"The Legislature can control the extent to which SLIAG funds are used
to increase program funding levels and provide fiscal relief, as well as
which programs and levels of government will receive these benefits. For
example, the Legislature could choose to redirect SLIAG support for local
MISP programs—which generates county fiscal relief and program
augmentations—in order to create more stafe fiscal relief. The budget
proposes to allocate $395 million in SLIAG funds for the MISP program
over the funding period. The budget also provides an annual appropria-
tion ($495 million from the General Fund in 1988-89) for the existing
MISP program. The Legislature could reduce over the next few years
existing General Fund-supported spending by up to $260 million (our
estimate of the amount that would be provided to IRCA-eligible aliens by
the existing MISP program) and instead appropriate SLIAG funds to
support these costs. This would result in fiscal relief to the state.

Using SLIAG funds to replace existing General Fund expénditures has
at least one serious drawback, however. The Governor’s Budget expects
SLIAG funds to last until 1991-92. When the funds are exhausted, the
General Fund monies will have to be restored to the budget. If during the
intervening years the freed-up monies are redirected to support an
ongoing program with funding needs that extend beyond 1991-92, there
may not be sufficient funds or room within the state’s appropriations limit
to support both the restoration and the newly funded program’s needs.

SLIAG Funds Could Be Made Available for Two Additional Years.
The budget proposes spending SLIAG funds over a five-year period, from
1987-88 through 1991-92. During this time, all $1.7 billion in federal funds
would be spent. The Governor’s proposal does not identify how the
continuing costs of services would be funded once SLIAG monies are
exhausted. The proposal recognizes this problem, however, stating that
the issue will be addressed at a later time.

Federal law allows the state to use SLIAG monies for up to two years
longer than proposed in the budget. Thus, the Legislature could stretch
out the use of SLIAG funds through 1993-94. In order to have SLIAG
funds available in 1993-%4, however, fewer funds than proposed by the
budget would be spent during the earlier years of the plan. The pros and
cons of these two choices are as follows: ™

o Early Spending. The advantage of early spending is that it makes
program augmentations and fiscal relief available right away. The
disadvantage is that state and local governments will face great
pressure to maintain new services and benefits ¢ once SLIAG funds are
exhausted.
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o Stretched Out Spending. The advantage of spending SLIAG funds in

later years is that it protects state and local funds from costs incurred

* in 1992-93 and 1993-94. It also protects state and local resources in the

event that new costs in any year are higher than anticipated. The

" main drawback of stretched-out spending is that the state may not be

able to take full advantage of any additional federal funds that are
made available in future years.

What Guidelines Should Govern Legislative Decisionmaking?

In developing a strategy on allocating SLIAG funds, there is no “right”
or “best” approach. The strategy selected by the Legislature will deperid
on its preferences with regard to the key policy decisions discussed above.
There are, however, some fiscal guidelines that we believe deserve hlgh
priority in the Legislature’s planning process:

s Give High Prtonty; to Funding New Costs. Without SLIAG monies,
new costs will be supported from existing state or local funds. The
Governor’s plan generally funds new costs of services with two
exceptions. First, the proposed plan does not support new costs
associated with four health and welfare programs that may experi-
ence increased demand for services due to IRCA. Second, the
proposed plan does not budget.any funds for new costs incurred in
1992-93 or 1993-94. We think the Legislature should give high priority
to funding these unavoidable new costs.

o Keep Spending Plans Flexible as Cost Information Improves With
Time. We think it highly likely that actual costs will prove to be much
different than projected in the Governoi’s budget. This is not
because the budget estimates are poorly done: There simply is so
little information to work with that reliable estimates are not a
possibility. As more information becornes available on the additional
services legalized immigrants need from state and local programs,
the Legislature’s assessment of how to spend SLIAG funds may
change. For instance, if legalized aliens do not demand the level of
adult education services proposed in the state’s plan, the Legislature
may want to redirect SLIAG funds to another purpose. Thus, it is
important to stay flexible as information on the need for services
improves.

o Minimize the Dzscontmmty Effect. We estimate that the cost of
continuing the plan proposed in the Governor’s Budget in 199293 -
and 1993-94 is approximately $350 million a year. If no SLIAG funds
are available, these costs would be supported by state and local
governments beginning in 1992-93. Taking steps to minimize this

* abrupt increase—or discontinuity—would allow state and local gov-
ernments to incorporate the increase into base budgets more easily.
One way of minimizing the discontinuity is to phase out the use of
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SLIAG funds over a few years. This would allow governments to
include new costs in base budgets over a longer period.

« Use “Supplanted Funds” to Support One-Time or Limited-Term
Projects. As- discussed above, the Governor’s SLIAG spending pro-
posal will allow some programs to supplant existing spending on
aliens and thereby augment program funding levels. When SLIAG
funds are exhausted, however, there will be pressure to replace the
federal funds with state General Fund monies in order to maintain

" the same level of funding in the future. Therefore, the Legislature
should be careful about appropriating the funds to on-going pro-
grams and consider instead using supplanted funds to support
one-time or limited-term projects.

An Alternative Spending Plan. The above guidelines suggest that, at
least from a fiscal and budgetary perspective, there may be a better way
to allocate the IRCA funds. Charts 43 and 44 illustrate the Governor's
proposal and compare it with one such hypothetical alternative. Both
charts show total state and local spending for all IRCA-related programs
over the period 1987-88 through 1993-94. The center line shows what
might have happened to state and local spending if IRCA had not passed.
This is the “baseline,” which includes funds currently expended by
programs on_ IRCA-eligible aliens. The top line represents existing
governmental costs plus additional, or new, costs of providing services to
legal immigrants. The bottom line represents governmental spending less
the cost of services that programs currently provide to legalized aliens.
The space between the top and bottom lines, therefore, represents fofal
spending to provide services to eligible aliens.

Chart 43 illustrates how the Governor’s budget proposes to spend
SLIAG monies. Funds will support the fotal cost of services delivered to
legalized aliens-~-both the existing and additional costs—through 1991-92.
At that point, SLIAG funds are exhausted. Therefore, in 1992-93, the
demand for services is at point A, but program budgets have sufficient
funds to provide services only up to point B. As discussed earlier, we
estimate that the magnitude of this gap is approximately $350 million.

An alternative to the Governor’s plan is illustrated in Chart 44. Under
this “new cost” alternative, only the additional costs of providing services
are supported with SLIAG funds. Programs are assumed to maintain the
current level of spending on the eligible population. By not funding
“base” costs the state could pay for most of the additional costs of services
for 1992-93 and 1993-94. Under this alternative, there would be some new
costs in 1992-93 and 1993-94 not covered by SLIAG monies that would
have to be picked up by state and local governments (the darkened
wedge on Chart 44).
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Chart 43

Uses of SLIAG Funds
Governor's "Total Cost" Proposal Federal SLIAG funds
1987-88 through 1994-95 .

Health, Woelfare
and Education
Spending

Funding gap — stats
and Iocgalg P

Existing
budgsts plus
new [HCA

costs

"State and local
budgete price to
sape of IR

A cosis)

\ Existing budgels lecs

costs alread ded
to !HOA-ellg}I(aggjviians

—

B7-88 88-80 B8990 9091 9192 9293 9304 0405

Chart 44

Uses of SLIAG Funds

"New Cost"” Alternative Federal SLIAG funds

1987-88 through 1994-85 Funding gap - state
and local

Health, Welfare
and Education
Spending ‘ : ]

State and local

budgets priof to
Szge of IHCA
\ Exising budgets fess
CoEls alread!

pas;
1o THOA-algbla aians

FJ'ICII.I o8 hase”
RCA costs)

87-88 8889 89-60 00-01 91-02 92-93 93—9;1 94-95




175

There are two basic advantages to this alternative. First, it reduces the
funding discontinuity. As Chart 44 shows, the funding gap would be the
amount represented by the line between points C and D, the additional
costs that state and local government would start to assume in 1994-95.
This amount is much less than the :discontinuity proposed by the
Governor’s Budget. Second, this alternative, in contrast to the Gover-
nor’s, does not create pressure to further increase the level of services

provided by state and local programs as a result of the buyout of ex1stmg
expendltures

The new cost alternative assumes, however, that no additional federal
funds would be made available beginning in 1991-92. If the federal
government provided additional monies and allocated thé new funds on
the basis of state spending to date, California would have a relatively
large amount of unused funds. This might mean that the state would get
less additional funding than under the Governor’s proposal, Given the
federal budget deficit, however, it appears unlikely that additional
SLIAG funds would be made available to states in the future. - '

I.eg:sluﬂ.ire Needs Additional Information About Administration’s Plan

We recommend that the Health and Welﬁzre Agency provide addi-
tional information to the appropriate fiscal and policy committees by
April 1, 1958 concerning its p_roposal to spend federal SLIAG funds.

While the proposed SLIAG spending plan addresses the main questions
surrounding how funds would be used, there are a number of important
questions that it does not answer. These questions include:

o What will happen to program and annual total allocations if one
year’s allocation is not sufficient to cover total costs? The budget
proposes-to spend $291.3 million in SLIAG funds in 1988-89. What
happens, for example, if costs for the programs proposed for funding
exceed that amount by $20 million? Will the adininistration require
programs to absorb the difference or will it propose to mcrease the
allocation of funds for that year by $20 million? :

« How does the administration propose to spend any addmonal
SLIAG funds that may become available during the next four
years? We believe the agency’s estimate of $1.7 billion in SLIAG
funds coming to the state is conservative. Qur preliminary review of
anticipated SLIAG fund availability suggésts that:- (1) the federal

* offset may be considerably smaller than estimated by the Health and
Welfare Agency, and (2) that California’s share of funds made
available to states may be larger than the 57 percent assumed by the
agency. It is possible that the federal government may eventually
award the state upwards of $2 billion in SLIAG funds. How the
agency would use these monies is not apparent. The Legislature
needs to understand the administration’s plans for any- additional
funds should they come available.
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o Does the administration propose to use General Fund monies fo
provide initial program funding in the event that the federal
government does not allow SLIAG funds to be used for that
purpose? Many programs will have difficulty expanding services to
the legalized immigrant population if some upfront funds are not
made available. This is because some programs cannot or will not use
funds from other sources to pay for services pending reimbursement
with SLIAG funds. The administration proposes to provide prospec-
tive reimbursement in most cases. A strong possibility exists, howev-
er, that the federal government will not allow SLIAG funds to be

~ used for that purpose. In that case, the state could use General Fund
monies to provide prospective funds and would be reimbursed later
with SLIAG monies. Senate Bill 1753 (Torres) would make General

~ Fund monies available to provide prospective funding. The admin-

“ istration has not yet decided whether it will support the use of

_General Fund monies for prospective paymerits to programs.

In addition to these unanswered questions, we believe that the
following information is essential to understanding the full range of
alternatives that are available to the state:

o Complete cost estimates for those programs the Governor’s plan
does not propose to fund. While estimates of the 1988-89 costs are
available for the four programs the Governor’s Budget did not
propose to fund, the Leglslature needs to know how these costs wﬂl
change over time. -’ ‘

e The administration’s best estimate of the amounit of existing
program expenditures that are currently providing services to the
legalized alien population. An estimate of existing costs in those
programs- for which we had data from departments indicates the

. proportion of costs that could be met with existing resources. These

_estimates are . (1) somewhat dated, (2) do not cover all programs
proposed for funding, and (3) may not be very accurate. We
recognize that these estimates will be difficult. to develop. However,
accurate and complete estimates of existing expenditures are essen-

. tial to the Legislature’s SLIAG fund allocation process. :

o The continuing cost of providing essential services to the legalized
alien population in 1992-93 and 1993-94. In order to understand the
funding situation it may face in these later years, the Legislature
‘needs estimates of state and local costs that will result from its plan
in 1992-93 and 1993-94.

We believe that the Legislature needs th1s mformatxon in order to fully
understand the administration’s proposal and to develop its own plan,
Therefore, we recommend the Health and Welfare Agency report to the
appropriate fiscal and policy committees by April 1, 1988 in ‘response to
these information needs.
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A Status Report on Proposition 65—The Safe
Drinking Water and Toxic Enforcement Act of 1986

What are the Proposition 65 Implementation Issues Facing the Legis-
lature in the Coming Year? ‘

Summary

‘o The Governor's Budget proposes to fund the Safe Drinking Water
and Toxic Enforcement Act—Proposition 65—at essentially the same
- level as in the current year ($11.7 million and 154 positions in seven
agencies). ' _ '
The implementation of Proposition 65 is off to a slow start. The
majority of the activity to date has revolved around compiling the
list of chemicals subject to the discharge and exposure warning
‘requirements of the measure, drafting regulations, reporting illegal
waste discharges, and providing technical assistance. At the time this
analysis was prepared, few of the positions authorized in the 1987
Budget Act had been filled and none of the regulations needed to
implement the measure were expected to be adopted until late
February 19858,
Questions the Legislature wzll be facing in the coming year include:
(1) To what extent should the state take an active role in performing
discretionary activities? (2) Are there other activities that should be
- funded? (3) What are the appropriate funding sources for activities
that benefit individual businesses? (4) Should the Department of
Food and Agriculture enforce the measure’s safety factor for repro-
ductive toxicants, or its own standard? (5) Should. the State Water
Resources Control Board impose Proposition 65 restrictions on d:s-
chargers exempited from the measure? .
o We recommend that the administration submit a work plan to the
fiscal committees prior to budget tearings that reflects the Legisla-
- ture’s stated priorities and current information on workload.

The Governor’s Budget proposes to fund the Safe Drinking Water and
Toxic Enforcement Act—Proposition 65—at essentially the same level as’
in the current year ($11.7 million), with minor technical adjustments.
According to the Governor’s Budget Summary concerning Proposition
65, the administration plans to “réview the current implementation in
the spring for any potential workload or funding issues reqmrmg
ad_]ustment ”
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This section reviews the implementation of Proposition 65 to date and
outlines several issues that the Legislature may wish to address in the
coming year when reviewing the administration’s Proposition 65 budget
proposal.

Background

On November 4, 1986, the voters approved Proposition 65, the Safe
Drinking Water and Toxic Enforcement Act. The general purposes of
Proposition 65 are to (1) prevent contamination of drinking water by
prohibiting dlscharges of toxic substances that cause cancer or “repro-
ductive toxicity” (that is, causing reproduction-related problems like
sterility or birth defects) in humans and (2) assure that individuals are
informed when they are exposed to toxic substances that can cause
cancer or reproductwe tox101ty

. Staie Mandates. The measure requires the Governor, by March 1, 1987,
to publish a list of chemicals known to cause cancer or reproductive
toxicity and to update the list at least once each year. The Governor is also
required to publish a second list by January.1l, 1989 that includes
chemicals being tested for their potential toxicity. In developing these
lists, the Governor is required to consult with the state’s qualified experts.

The measure also requires “designated” government employees to
report to county governments within 72 hours of discovering any illegal
discharges of hazardous waste. Counties are then required to make this
information available to the media.

Private-Sector Mandates. The key provisions of Proposition 65, how-
ever, apply exclusively to the private sector. There are two basic
prohibitions. First, the measure. prohibits businesses with 10 or more
employees from knowingly discharging a chemical known to the state to
cause cancer or reproductive toxicity into water or onto land where the
chemical could reach a drinking water source. The discharge prohibition
becomes effective 20 months after a chemical is listed. Businesses are
exempt from the discharge prohibition if the discharge will not result in
the chemical entering a drinking water source in amounts leading to
exposures that pose a “significant risk” to health,

Second, the measure also prohibits businesses with 10 or more employ-
ees from knowingly exposing any individual to a chemical known to cause
cancer or reproductive toxicity without first giving clear and reasonable .
warning. The warning requirement becomes effective 12 months after
the chemical is listed. Businesses are exempt from the warning require-
ment if the chemical exposure poses no “significant risk.”

The measure defines the no “significant risk” level for reproductive
toxicants as an exposure 1,000 times less than the level that has no
observable effect based on scientific evidence. The measure does not
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define what the “no significant risk” level is for cancer-causing chemicals.

The measure places the burden on businesses to prove that exposures and
discharges do not cause a significant risk.

The measure specifies the penalties for violating these requirements
and authorizes individuals to file suit against violators if the district
attorney or Attorney General fails to take action against the vmlatlon
within 60 days of being notified of the violation.

Current-Year Budget. In early 1987, the Governor chose the Health
and Welfare Agency to be the lead agency responsible for coordinating
the implementation of Proposition 65. One of the first activities under-
taken by the agency was to develop a proposed 1987-88 budget for
Proposition 65. This proposed budget was submitted to the Legislature by
the Department of Finance in a May 1987 budget amendment letter. The
request proposed augmentations to the budgets of various agencies
totaling $11.7 million ($6.7 million from the General Fund, $0.8 million
from the Hazardous Waste Control Account, and $4.2 million from fees).

After reviewing the proposal, the Legislature made several changes.
Specifically, it (1) appropriated all the funds in a control section (23.00),
(2) adopted language establishing funding priorities that apply to all
affected agencies, and (3) increased funds for technical assistance and
enforcement related to occupational exposures ($399,000), technical
assistance related to air exposures ($66,000), and for general enforcement
activities in the Department of Justice ($518,000). The Governor deleted
the augmentations related to occupational and air exposures and reduced
the augmentation for general enforcement to $236,000. He also deleted
funding in other areas of the program so that the net amounts appropri-
ated were the same as in the original proposal.

_Table 31 displays the current budget allocation for. Proposition 65
activities by department and funding sources,

The current-year budget allocates the majority of the funding to three
departments: (1) the Department of Health Services, to assess health
risks and enforce the warning requirements in the food and drug
industry; (2)- the State Water Resources Control Board, to provide
technical assistance and prepare to enforce the discharge prohibitions;
and (3} the Department of Food and Agriculture, to providé technical
assistance and enforce the warnmg requirements with respect to pesti-
cides. : :
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Table 31
Proposition €5
Funding by Agency and Activity
198788
{dollars in thousands)

Monitoring Dehgnated
Management  Scientific  Technical and Employee

State Agency and Support  Functions Assistance Enforcement  Reporting Ibmls
Department of Health Services...... . §152 $3,387 $818 $444 $229 $5,030
Department of Food and Agricul- : ' '
{01 (TR e — 1,929 430 916 36 3311
State Water Resources Control Board 167 T4 214 887 313 2,355
Health and Welfare Agency ......... 150 253 - - - 403
Air Resources Board ................. - 279 — — — 279, -
Department of Fish and Game...... - - - — 23 23
Office of Emergency Services....... — — — — 23 23
Department of Justice................ - — — 26 - 23 239
Totals.esiivriieririnvirinanininies 3469 T§6,622 31,462 $2.483 §647 311683
Funding sources . .
General Fund ............cocovvenne. 8469 2409 $9I17 32483 $418 6,696
Hazardous Waste Control Account.. — 597 — — - . 229 8%
Fees ..oovvereiiiiireinriteenaaaeans — 3616 545 - — 4161

Positons .....oviveeennvrnrnnnnns e 71 27 245 387 10.7 154.3

STATUS OF PROPOSITION 65 IMPLEMENTATION

The majority of the activity to date- has revolved around compﬂmg the
list of chemicals subject to the measure, drafting regulations, reporting
illegal waste discharges, and providing technical assistance. Below we
describe the status of each of the five program activities ‘that are.
identified in the 1987 Budget Act, as of January 1, 1988.

Management and Support

The 1987-88 budget includes $469000 for this functlon The pnmary
activity in this area has been the development of administrative proce-
dures and regulations. The Health and Welfare Agency (HWA) intends
to adopt final regulations defining a few of the terms used in Proposition
65 by the end of February.

The most important issues in regulation development involve the
definitions of “clear and reasonable warning,” “significant risk,” and
“sources of drinking water.” At the time this analysis was prepared, the
most pressing set of regulations involved the warning requirements,
because these requirements go into effect on February 27, 1988 for the
first group of chemicals listed by the Governor. The general debate over
how the warnings should be provided involves whether individual-
products should be labeled, whether the retailer or wholesaler should be
responsible for placing signs at the point of sale, or if a telephone hotline
is sufficient.

A major issue concerning the definition of “significant risk™ involves
whether current state and federal standards promulgated under a variety
of regulatory programs provide the level of protection intended by
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Proposition 65. At the time this analysis was prepared, the HWA was
proposing interim standards addressing warning requirements for food,
drugs, cosmetics, and medical devices based on these current standards.
Under this proposal, if businesses comply with the current standards in
these areas, then warnings would not be required.

For other types of exposures, such as worker exposure and air pollution
and for discharges into sources of drinking water, the HWA has not yet
defined significant risk. Toward this end, the administration intends to
develop “safe use numbers” (exposure levels presenting no significant
risk). Until the state sets “safe use numbers,” businesses will have to (a)
develop their own assessment of risks, (b) request “safe use determina-
tions” (see below) from one of several state departments and/or (c)
provide warnings or eliminate discharges.

'In addition to the __regulations that define “clear and reasonable
warning”™ and “significant rigsk,” the administration is currently develop-
ing regulations defining “source of drinking water” as it pertains to the
discharge prohibition. This prohlbltlon goes 1nto effect for the ﬁrst group
of chemicals on October 27, 1988.

Scientific Functions

The current-year budget includes $6 6 million and 72.7 positions for
scientific functions in five departments. The Legislature directed that the
funds be spent for five activities according to designated pnorities but d1d
not separately identify funding and positions for each activity.”

As of January 1, 1988, only 6 of the 72.7 positions had been filled. The
remaining positions had not been filled because (a) workload has not
materialized and (b) the Department of Health Services has intention-
ally held positions vacant to meet a department-wide salary savings
requirement. A specific status report on each activity follows.

Legislative Priority I: Poliéy and Guidelines. This activity involves
developing policies and guidelines for assessing risks posed by cancer-
causing substances and reproductive toxicants.

The Deparl:ment of Health Services (DHS) has issued very general
“interpretive guidelines” to assist industry in assessing risks posed by
cancer-causing substances and reproductive toxicants. For more specific
guidelines for cancer risks, the DHS intends to rely on its existing cancer
policy, which was pubhshed in November 1985. There are no existing
guidelines for reproductive toxicants, and the DHS estimates it will take
at least three years to develop them. The interpretive guidelines include-

only one page concerning reproductive toxicants.

Legislative Priority 2: Ltstmg of Chemicals. As of January 29, 1988,
the Governor had listed 177 chemicals, 148 chemicals more than the
original 29 listed in February 1987. On January 29, 1988, the Scientific
Advisory Panel recommended that an additional 41 chemicals be added
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to the list for a total of 218. The Governor is expected to decide on the
ddditional chemicals by ‘April 1, 1988. The Scientific Advisory Panel has
held public hearings approximately every three months since March 1987
to review and recommend additional chemicals for the list.

Legislative Priority 3: Health Hazard Assessments. This activity
involves conducting health hazard assessments in order to develop “safe
use numbers” for listed chemicals. A “safe use number” is a level of
exposure that poses no significant health' risk. For example, a safe use
number might be expressed in terms of the concentratlon of a chermcal
contained in dnnkmg water.

In the current-year budget, three departments received fundiﬁg to
perform health hazard assessments. At the time this analysis was pre-
pared, the Department of Food and Agnculture (DFA) was the only
department that had begun implementing this activity.

Spemﬁcally, the DFA indicates that it has expanded its current
pesticide review efforts to evaluate existing uses of pesticides containing
listed chemicals. The DFA’s evaluations will determine if continued use
will result in exposures or discharges that constitute a “significant risk”
based on “generally accepted scientific criteria.” According to the DFA,
it generally considers levels of exposure or contamination to be safe when
they are 100 times less than the ‘no observable effect level,” assuming a
lifetime of continued exposure. According to the DFA, as of January 1,
1988, it had completed reviews of existing health hazard assessment data
for seven chemicals that were listed or expected to be listed.

The DHS has not hired any staff to develop health hazard assessments.
The DHS indicates. that it intends to review the listed chemicals to
determine which are of highest priority and then begin assessing the risks
of those chemicals first. The DHS, however, has not developed a work
plan indicating when the risk assessments will begm and when they will
be completed.

‘The State Water Resources Control Board (SWRCB) also has not hired
any staff for this activity. Although it received $442,000 and 8.4 positions
to conduct health hazard assessments, the SWRCB now indicates it will
rely on the DHS for health hazard assessments, given the department’s,
primary responsibility for and special expertise in evaluating health risks,

Legzslatwe Pnorzty4 Permit and Pesticide Reg:s_tmtwn Remeu_: This
activity involves the review of (a) waste discharge permits by the
SWRCB and (b) requirements for pesticide registrations and use permits
by the DFA. The SWRCB currently is determining which industries
would be most likely to discharge listed chemicals. It plans to request
detailed analyses from dischargers in those industries in order to deter-
mine whether their wastes include any of the listed chemicals,
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As discussed earlier, the DFA has begun reviewing pesticides that
contain the listed chemicals. The DFA indicates that no regulatory action
was required by the seven risk assessments it has completed. If additional
restrictions on specific pesticide uses are needed to prevent exposures of
significant risk, the DFA indicates it can implement these restrictions by
revising pesticide use permits, which specify required application proce-
dures at specific sites. ' '

Legislative Priority 5: Safe Use Determinations (S UDs). A major pa.rt
of the administration’s plan for implementing Proposition 65 is to provide
safe use determinations (SUDs) when requested by businesses. A'SUD
advises a business on whether chemical exposures and discharges result-
ing from its business activities result in a significant health risk.

A SUD differs from a safe use number. A safe use number relates to the
health risk of exposure to a chemical through, for example, drinking
water or food. A SUD determines how a specific use of a chemical will
affect exposures. For examiple, a SUD might determine how much of a
chemical could be discharged to a river at a specific location without
causing contamination in drinking water that poses a significant risk.

The current—year budget includes apprommately $3.5 million for SUDs
The anticipated workload has not materialized, as there has not been one
reguest yet for a SUD. Due to this lack of workload no positions have
been filled for this activity. . :

Technical Assistance :

The 1987-88 budget provides $1.5 million and 24.5 positions to three
departments (DFA; SWRCB, and DHS) to provide technical assistance to
the general public, other state agencies, and businesses concerning the
requirements of Proposition 65. Only 6 of the 24.5 positions have been
filled, 5 of which are at the DFA. The DFA is responding to requests for
information concerning product use, application sites, chemical compo-'
smon of pesticides, and registration status

Monitoring and Enforcement

‘'The current-year budget provides $2.5 rmlhon and 38.7 positions to
monitor and enforce warning and discharge requirements. The DHS,
SWRCB, and DFA are the three major departments involved in this
activity. These three departments received a total of 31.7 positions, of
which 3 have been filled. The departments indicate that they intend to
hire the remaining staff in the second half of the fiscal year when the
warning requirements of Proposition 65 first become effective. The
Department of Justice recelved fundmg for seven posmons that were not
effective until January 1, 1988 :
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Desugnuied Employee Reporting

The current-yeat budget allocates $647 000 and 10.7 positions to six
departments to support the measure’s reportmg requirements. Four of
the 10.7 positions have been filled. It appears that the departments have
made efforts to unplement this activity. For example, the SWRCB has
reported 2,950 hazardous waste discharges to county agenmes since the
program began.

ISSIJES THE I.EGISI.ATURE WILL FACE IN THE COM[NG YEAR

As noted ab0ve, the budget proposes to allocate in 1988-89 about the
same level and distribution of state resources for. the implementation of
Proposition 65 as in the current year. Our analysis has identified five
questions which the leglslature shou]d con51der when making its alloca-
t10n decisions.

. 1. 7o what extent. should the state take an active role in pe:formmg
dtscretmnary activities? Of the total funds appropriated for Proposition
65, apprommately $10.5 million, or 90 percent, is for discretionary, or
nonmandated activities. The only state activities required by Proposition
65 are ernployee reporting and compiling the list of chemicals known to
cause cancer and reproductive toxicity. The majority of the funding for
discretiondry activities is for SUDs and permit reviews ($3,482,000),
monitoring . and enforcement ($2,483,000), ‘technical assistance
($1,462,000), and health hazard assessments ($1,400,060).

Proposition 65 places the burden of proof on businesses, not the state,
to show that a discharge or release of a listed chemical meets the criteria
established by the measure. As a result, the level of the state’s involve-
ment in conducting health hazard assessments and SUDs, and providing
technical assistance is a pohcy decision for the Leglslature

In purely fiscal terms, the d1scret10nary activity that appears to be the
most costly in the long run is the preparation of health hazard assess-
ments. The administration intends to use these assessments to develop

“safe use numbers” for chemicals which are still in use and which do not
have adequate standards currently in place. The process for developing.
safe use numbers will be similar to the process used for developing
standards. This process is very time-consurning and costly, For example,
the DHS has spent over $5 million in the last three years to develop
drinking water standards for 35 chemicals and has yet to propose one
standard.. As of Apnl 1, 1988, there may be 218 chemicals on the
Propos1t10n 65 list. The admlmstratton has not indicated ‘how many
standards will be developed each year and how much it will cost. '

There are dJsadvantages and advantages of havmg the state take an.
active role in discretionary activities. The . major disadvantage is the
significant General Fund cost. Another disadvantage is the potential for
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lawsuits against the state. For example, if a lawsuit were filed against a
business for releasing substances that posed a significant risk, the state
might be included in the lawsuit if the state had developed a safe use
number that the industry relied on. The primary advantage of having the
state take an active role in discretionary activities is that the total cost to
society would be less if the state, rather than each individual business,
developed safe use numbers and determined how to apply the require-
ments of the measuré. In addmon the implementation of the measure
would be more uniform if the state took the lead, as busmesses would be
following the same standards. ‘

9. Are there other activities that should be funded? The Leglslature
may want to fund additional activities that. are not addressed in the
budget. One such possibility is in the area of occupational exposures. In
the 1987 Budget Act, the Governor vetoed legislative augmentations
totaling $399,000 to the DHS and the Department of Industrial Relations
for techniceal assistance, monitoring and enforcement ‘related to occupa-
tional exposures. The DFA is the only agency with regulatory authority
over occupational exposures that received funding for technical assis-
tance, monitoring, arid enforcement. Outside of agricultural exposures to
pesticides, ‘the existing Proposition <65 program generally does not
provide technical assistance or monitoring and enforcement f0r warning
requirements in the workplace. -

Another major area not addressed in the budget is the regulation of air
pollution. The Governor vetoed a legislative augmentation of $66,000 for
technical assistance by the Air Resources Board. The existing Proposition
65 program does not take an active role in applying the measure’s
warning requirements to businesses that expose people to hsted chemi-
cals through air pollution. :

3. What are the appropriate ﬁmdmg sources for SUDs? Currently, the
funding for SUDs is split between the ‘General Fund, the'Hazardous
Waste Control* Account (HWCA), and fees. The exact split varies
depending on the activity and department. For the DHS, funding for the
preparation of SUDs is split between the General Fund (25 percent),
HWCA .(25 percent), and fees (50 percent). For other departments, the
furiding is d1v1ded between the General Fund (25 percent) ‘and fees (75
percernit).

- As noted above, the SUDs are prepared specifically for 1nd1v1dual
industries and businesses at their request. Therefore, it is unclear why the
General Fund should contribute to these SUD costs since Proposition 635
places the burden of complying with the measure on businesses. Further,
the HWCA: may also be an inappropriate funding source because SUDs
do not necessarily involve the hazardous waste industry. It may be more
appropriate to have preparation of SUDs 100 percent fee-supported: This

7T—77313
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issue will be a.significant one, however, only to the extent the private
sector begins requesting these SUDs in substantial numbers.. -

4. Should the Departiment of Food and Agriculture enforce its own
safety factor for reproductive toxicants? For listed chemicals that are
reproductive toxicants, Proposition 65 defines no “significant risk’ as an
exposure that is 1,000 times less thai the “no observable effect level.”

The DFA indicates it generally considers safe any proposed use of a
pesticide that would result in an exposure to humans at a level that is
approximately 100 tiines less than a chemieal’s “no observable effect
level.” The DFA indicates that the one-thousand- fold safety factor
required by Proposition 65-for reproductive toxicants is “unrealistic” and
that it does not intend to enforce pestlc1de use regulations on the basis of
this more stringent safety factor.

Proposition 65 does not require state regulatory programs such as the
DFA’s pesticide program to be consistent with the measure. The
Leglslature however, may wish to comsider requiring the DFA. to
conform its regulatory program with Proposition 65 requirements. If the
department does not enforce the thousand-fold margin of safety for
reproductive toxicants, then its funding for Proposition 65 enforcement
activities should be reduced accordingly.

5. Should the SWRCB impose Proposition 65 restrictions on -all
dischargers? The SWRCB is responsible for protecting and preserving
water quality throughout the state. As one of its primary regulatory
mechanisms for protecting water quality, the board issues perrmts that
regulate discharges of wastes.

Proposition 65-specifically exempts (1) all pubhc agencies and (2)
businesses with fewer than 10 employees from its prohibitions on
discharging carcinogens and reproductive toxicants into sources of
drinking water. Nevertheless, the SWRCB indicates that in some circum-
stances, it intends to apply the Proposition 65 discharge prohibitions to all
dischargers, whether or not they are exempted by the measure. Specif-
ically, the board. indicates that in cases where the: HWA adopts a
regulation under Pmpomtmn 65 which establishes a “safe use number” for
a listed chemical (a level where the chemical will not pese a significant
health risk}, the board will incorporate that safe use number into all of its
waste discharge permits under its more general authority to regulate
water quality and protect public health pursuant to the Porter-Cologne
Act. o o

The board’s intention to.apply the findings made by the HWA under
Proposition 65 to those entities specifically exempted from-the measure
could result in- major. costs to local governments. It could, for instance,
require municipal sewage treatment plants to modify. or improve treat-
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ment processes to meet its discharge requirements, The board’s position
also could result in increased costs for businesses in two ways. First, small
businesses that discharge directly to sources of drinking water would
become subject to the safe use number. Second, public sewer systemns that
d1scharge to drinking water sources might impose limits, similar to the
safe use number, on businesses of any size which dispose of thelr waste
through these sewer systems.

Given these potential public and private costs, and the responsibility of
protecting and preserving water quality throughout the state, the
Legislature may want to consider whether the board should apply the
HWA'’s safe use numbers developed under Proposmon 65 to dischargers
exempted by the measure.

LEGISLATURE NEEDS A REVISED WORK PLAN

The budget proposes to continue the current-year funding level into
the budget year. Qur review indicates that the administration does not
have a work plan that refiects current workload and addresses stated
legislative priorities.

Since last spring, when the administration submitted its current-year
funding request for Proposition 65, additional information has become
available or soon will be available that affects the administration’s original
workload estimates and program costs. For example:

« Now that the list of chemicals has been expanded, a work plan can be
developed that describes which chemicals require a risk assessment
and when the risk assessment will be performed.

+ The adoption of existing standards for food, drugs, cosmetics, and
medical devices will probably reduce the monitoring and enforce-
ment work originally anticipated by the DHS.

¢ The regulations that define “clear and reasonable warning” may
affect the monitoring and enforcement workload for all departments.

In addition, certain workload has not materialized, such as requests for
SUDs. If there are no requests for SUDs once the warning requirements
take effect, funding and positions for this activity could be reduced.

There were also activities that the Legislature included as priorities in
1987 Budget Bill language for which the administration has not yet
developed a work plan. For example, the Legislature’s first priority for
the scientific functions involves the DHS development of policies and
guidelines regarding reproductive toxicity. However, the DHS has not
filled positions authorized for this activity nor developed a work plan for
completing a reproductive toxicity policy—a three-year job according to
department staff.




188

A current work plan that reflects the' Legislature’s priorities and

" specifies what activities will be accomplished each year is necessary in
order for the Legislature to review the funding request for Proposition
65. Therefore, we recommend the HWA submit a work plan to the fiscal
comimittees prior to budget hearings that specifies what each department

will accomplish in each of the five program areas with the proposed
funding.
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The State Impact Of Increasing the MinimUm Wage

What Impact Will The Higher Minimum Wage Have On State Costs?

Summary

o The California Industrial Welfare Commzsszon recently took admin-
istrative action to increase the minimum hourly wage from 83.35 to
$4.25, effective July 1, 1988.

» While the commission’s action affects the wages of many low-income
workers in private industry, the increase does not directly apply to
workers in the public sector. In 1986, 320,000 persons in California
worked for the minimum wage and many more—up to 500,000—
worked at wages below $4.95 an hour.

o The higher minimum wage will increase costs to private providers of
state-funded services, resulting in potential annual General Fund

' costs of almost 3100 million. The budget proposes to fund two-thirds
of these costs in 1958-89. The remaining costs are virtually all in the
Medi-Cal program.

o In addition to the direct costs of increasing pay for those who earn
less than the minimum wage, compaction costs—increases fo employ-
ees earning wages higher than the minimum in order to maintain
pay differentials between workers—generally are not reflected in the
budget. We estimate that these annual General Fund costs for
private providers of state-funded services could run as high as $I3
million.

The California Industrial Welfare Commnission recently inecreased the
minimum wage in California to $4.25 an hour beginning July 1, 1988. The
last change in the minimum wage occurred in 1981, when the commission
increased the wage to its current minimum of $3.35.

This increase will apply only to workers in prlvate-sector _]ObS, as
public-sector wages are not subject to the commission’s action. In 1986,
320,000 persons in California worked for the minimum wage and many
more—up to 500,000—worked at wages below $4.25 an hour. As a resuit,
the higher minimum does not require any increase in state costs to pay
state workers higher wages. The state, however, will incur additional :
costs as it pays for some services provided by the private sector. = -

In this analysis, we report on the impact of the higher minimum wage
on. state program costs. We also report on the: extent to which the
proposed 1988-89 Governor’s Budget includes funds to meet the addi-’
tional costs to state-funded programs. : :
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What Is the Impact of the Hugher Mlmmum Wage
On State Program Costs?

Table 32 displays the programs that we have identified as being
potentially affected by the increased minimum wage in 1988-89. The
table indicates that the net General Fund impact will total $89 million in
the budget year, resulting from program cost increases of $99 million,
partially offset by cost reductions of $11 million. Two programs—
Medi-Cal and In-Home Supportive Services (IHSS)—account for virtu-
ally all of the cost increase. ,

Table 22
State Progranis Affected by the Higher Minimum Wage
Potential 1988-89 General Fund Cost Impact
(in millions}

. Amount
Estimated Included )
* Additional - in the 1988-89 Potential

Program Costs . . Costs . ' Budget Shortfall
Medi-Cal......cooveeiicnnns FOUTTT e . L) — $320
In-home SUPPOTHVE SETVICES. . evvirevrrrenerininernanns 630 $63.0 —
Residential care facilities: ° . . ‘
Department of Developmental
Services.....viniiii unknown — unknown
‘Department of Mental Health ................. Vereane 02 — 02
Child care programs:.........covevevenvienererersnraiens " 08 o= 0.8
California Conservation Corps™...............oooennee. 34 .. . 34 —
Totals, PIOGTAI COSES ... §994 §66.4 $33.0
Program Sawngs ‘
AFDC L e —3$10.7 =107 —
R F ] S unknown C = unknown
Totals, program Savings .........veoveviniuiinenannnn. —3107 —3107 —
Net General Fund impaet..........ocieeceiin e, $88.7 $55.7 $33.0

*Does not reflect $800,000 in funds from other sources.

Generally, additional costs result from programs that deliver services
by contracting with private firms or facilities that pay workers wages that
fall below $4.25. This is true for the Medi-Cal, IHSS, Department of
Developmental Services (DDS) and Department of Mental Health
residential care, and Department of Education (SDE) child care pro-
grams: There is one éxception to this rule. The California Conservation
Corps (CCC) proposes to spend $4.2 million to increase hourly wages of
most corps members. Although the new minimum wage does not apply
to government workers such as corps members, the CCC believes that
the program needs to pay compeuhve wages in order to attract new
members. .

Program savings reflect the impact of hlgher wages on individual and
family grants in the AFDC and SSI/SSP programs. Both programs reduce
monthly grants to recipients in order to reflect earned income. The
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estimate of AFDC savings assumes that the higher minimum wage will
reduce welfare grants by $10.7 million in 1988-89. No estimate of savings
to the SSI/SSP program is currently available.

1988-89 Budget Reflects Only Some New Costs. As Table 32 shows,
the 1988-89 Governor’s Budget requests only $66 million from the
General Fund in order to cover costs in two of the affected programs. Of
this amount, $63 million has been budgeted to pay for the higher wages
that home workers will receive .under the IHSS program, and the
California Conservation Corps requests $3.4 million from the General
Fund ($42 million in all funds) to pay corps members the higher
minimum wage, In addition, the budget reflects $10.7 million in grant
savings due to the higher earnings that AFDC rec1p1ents will receive as
a result of the new minirhum wage.

The proposed budget, however, does not request funds to offset all new
state costs that would result from the higher minimum wage. Specifically:

¢ Medi-Cal. The budget does not request funds for $32 million
(General Fund) in nursing home cost increases that would result due
to higher employee wages. The Department of Health Services
believes it is likely that the state would be required to pay these costs
even though the rate-setting formula for these facilities would not
recognize the higher wage costs in the first year. As such, nursing
homes would have to absorb these costs in the meantime. In our
Analysis of the 1958-89 Budget Bill, we recommend that the revised
Medi-Cal expenditure estimate issued in May contain funds to meet
the higher costs caused by the new minimum wage (please see Item
4260).

+ Residential Care. The budget does not propose to fund the thher
wage costs for residential care facilities that serve the developmen-
tally disabled and the mentally ill. The added costs to DDS are
currently unknown (please see our Analysis, Item 4300 for more
detail on this issue). The added costs to DMH are estimated at
$200,000. Rates for these facilities do not antomatically adjust-to

+ reflect higher wage costs; If rates are not increased, these costs will
be absorbed in other areas of the programs, and may result in service
reductions.

o Child Care. The General Fund cost of maintaining child care
services at current levels would be approximately $800,000. The SDE
reimburses local child care programs for care provided to certain
low-income children. Like residential care services, if rates are not
increased, costs will be absorbed and have a potential impact on
services.

In addition to these unrecognized costs, the budget also does not reflect:
savings that will accrue to the SSI/SSP program due to increases in
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income earned by beneficiaries. We have no estimate of the amount of
benefits that will be saved due to higher earnings (this issue, however, is
discussed in greater detail in Item 5180-101 of our Analysis).

Indirect Impact on IHSS Costs. The increased minimum wage will also
have an additional indirect effect on IHSS costs. State law currently
computes maximum hours of services available to eligible IHSS partici-
pants in terms of total dollars expended per person. Because the
minimum wage will increase the cost of each hour of service, the number
of service hours for individuals who receive at or near the maximum
number of hours will decline. It would cost about 2.4 million to maintain
the existing level of hours. A statutory change would be needed, however,
in order to‘accomplish this (please sée the Analyszs Itern 5180-181, for
more details on this issue).

“Compudion Costs” Generally Are Not Included in Cost Esfimdle§

The costs in Table 32 generally include only those costs associated with
increasing the wages of individuals who now make less than $4.25 an
hour. With one exception, the estimates do not include funds to increase
hourly rates for workers currently earning more than $4.25 an hour.

) Many programs, however, will incur these additional expenses, known
as “compaction costs.”” This is because employers generally maintain pay
differentials for workers of varying levels of experience. For example, an
employer may currently pay workers $3.35 an hour {entry level), $4.25 an
hour (one year’s experience) and $5.00 an hour (two or more years of
experience)}. Because of the new minimum wage, entry-level workers
would be paid $4.25, the same as the group above them. In order to
maintain wage differentials, the employer might set up a wage structure
of $4.25/$4.75/$5.25, resultmg m additional wage costs above the amount
needed to raise all employees to the new minimum.

The CCC is the only program that proposes funds in order to maintain
differences in hourly rates. We calculate that only $2.9 million of the $4.2
million proposed by the CCC will actually be used to bring employee
wages up to.the new minimum. The remaining $1.3 million would be
used to maintain wage differentials between new employees, more
experienced workers, and supervisors. Thus, compaction-related ex-
penses increased the cost of minimum wage increases to the CCC by 45
percent. : :

Our analysis indicates that given the way the CCC calculated compac-
ton costs, the 45 percerit figure is a high estimmate of what other programs
may-experience. It is suggestive, however, of the magnitude of additional
costs that could result from the minimum wage increase. We éstimate,
using the 45 percent figure, that state programs would incur compaction
costs of approximately $13 million (these are in addition to costs indicated
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in Table 32). The annual cost to the Medi-Cal program would be about $2
million; the IHSS program, less than $3 million (this is because most
counties do not maintain pay differentials for in-home workers); and :all
othér programs, about $1 million. :

Conclusion

The Industrial Welfare Commission’s decision to raise the minimum
wage in California has a number of implications for the 1988-89 budget.
The Legislature will need to make decisions on which additional direct
program costs to fund as well as the indirect effects of compaction costs
and service reductions in the IHSS program.
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State Transporiation Policies

What Roles Should the State and Local Governments Play in'Allepi-
ating Highway Congestion? '

Summary

o Highway congestion is increasing in California’s urban areas; for
example, it is increasing at a rate of 15 percent annually in the Los
Angeles area, and 25 percent annually in the San Francisco Bay area.

e Coordinated approaches to alleviating congestion on the highway
system are becoming increasingly important, The ability of regional
transportation planning agencies to achieve such coordination,
however, is limited by (1) constraints on how funds can be used, (2)
limited authority over local governmental decisions, and (3) prolif-
eration of new local agencies.

e The Legislature should review the state’s transportation policies to
determine whether they provide an adequate institutional and
financial framework to effectively address congestion. Alternatives
the Legislature could consider are to (1) increase the state’s role and

 responsibility or (2) increase regional authority and responsibility.

« Regardless of the role the Legislature selects for the state, it will have
to consider several factors when addressing the problem of urban
congestion: (1) How should the state attempt to change federal laws
to best achieve the state’s priorities? (2) How should state laws be
modified to enable state, regional and local governments to carry out
their roles and responsibilities? (3) How can the Legislature foster
greater coordination in transportation planning among the various
levels of governments? and (4) What types of incentives can the
Legislature create lo increase the capacity of the fransportation
system and reduce travel demand?

During the last few years, traffic congestion has emerged as a major,
statewide concern. While congestion is not a new phenomenon, it is no
longer confined to just Los Angeles or the San Francisco Bay area for
limited periods of the day. Rather, it has increased in those areas and has
become a problem in many other urban areas of the state. The extent of
this congestion has made it difficult for California’s transportation system
to achieve its primary goal—the efficient and economical movement of
goods and people. In turn, this has resulted in demands by citizens and
public officials for an improved transportation system.

The existing transportation system was developed over the last thirty
or more years, guided by policies which evolved over that period. This
section discusses reasons for reexamining the state’s transportation
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policies and identifies some of thé issues the Leglslature may msh to
consider in such a reexammahon

Current Transportation Sysiem ‘ : 0

California’s -surface transportation system has three main compo-
nents—state highways, local streets and roads, and local transit systems.
In general, each component is the responsibility of that level of govern-
ment that it is intended primarily to serve. For example, the highway:
system is designed to provide mobility among regions of the state and is
the responsibility of state government. Local streets and roads, on the
other hand, provide local mobility and are the responsibility of cities and
counties. Transit is provided by local governments and special transit
districts in order to furnish local or regional mobility for persons who
cannot use, choose not to use, or do not have access to a vehicle; and to
promote an alternative to travelling by automobiles.

Consistent with this division of respons1b1ht1es, each component is
funded differently. State highway expenses are funded from the state gas
tax (9 cents per gallon) and truck weight fee revenues. These funds are
matched by federal funds, which are derived from a federal excise tax on
gasoline. Local streets and roads are funded by a combination of state gas
tax revenues. and local funds. Mass transit systems are financed by a
combination of federal, state and local funds and fare revenues.

Leglsluiure Should Reexamine Ns Trunsporluhon Policies

While this division of responsibilities and funding sources has resulted -
in a transportation system which has served California reasonably well in
the past, these arrangements have failed to alleviate congestion on the
state’s highways and freeways. As noted above, congestion is increasing
throughout the state and is particularly severe in California’s major urban
areas, where many highways now operate at or above their capacity. For
example, Caltrans estimates that highway congestion—measured gener-
ally by the number of hours facilities operate above design capacity—is
increasing at 15 percent annually in the Los Angeles area, and 25 percent
annually in the San Francisco Bay area.

Increasing Use of Urban Highways for Local Travel. In part,
congestion is the result of the overall growth in the state’s population and
economy. It also is due, in part, to a pattern of land use in California that -
frequently results in people living some distance from their jobs. This
separation of employment centers from housing tends to increase the use. -
of highways—rather than transit or streets and roads—for commuter
trips. . . - .

The increased use of the state highway system for commuter and other
local travel has strained the capacity of the system in many areas at peak -
commute times. This, in turn, reduces the effectiveness of the system in
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achieving the sfate’s primary objective of providing for efficient inferre-
gional transportation of people and goods. Furthermore, in some areas
congestion is beginning to force choices between the types of travel
which will be accommodated on the highway system in order to reduce
the air pollution which frequently accompanies this traffic congestion.
For instance, the Legislature has authorized the South Coast Air Quality -
Management District—which covers portions of Los Angeles, Orange,
Riverside and San Bernardino Counties—to restrict truck-traffic on the
highway system during peak commute penods in an effort to reduce air
pollution.

At the same time, a consensus has’ emerged among Caltrans, .the
California Transportation Commission and many regional transportation
planning agencies that California cannot simply build its way out of the
congestion problem. This is because of both the high cost of highway
capacity improvements in developed areas and the related adverse
environmental impacts (such as smog and displacément of housing and
businesses) of such a strategy.

Expanded Local Fmancmg Responscbzlzty Current state and local
transportation agencies have been unable to alleviate traffic congestion,
in part due to the limited availability of state and federal funds for-
transportation purposes. As a result of legislation enacted since 1984,
however, counties are now authorized to impose an additional local sales
tax of up to 1 percent to fund tran5portat10n nnprovements, mcludmg
improvements on state highways.

Since 1985, four countles—_-fS_anta Clara, A]ameda, Fresno, and San
Diego—have enacted measures to impose a % percent local sales tax for
transportation purposes. It is estimated that, for. the five-year ‘period
1988-89 through 1992-93, these four counties will generate about $872
million for state highway improvements. This amount is almost twice the
amount ($440 million) of state highway improvements which have been
scheduled to be constructed in these counties during the same period
using state and federal moneys. -

In addition to these four counties, six other counties may vote on
simnilar sales tax measures this year. If all six counties adopt the proposed
sales tax for transportation, about $1.4 billion would be available for state
highway improvements in the 10 counties from 1988-89 through 1992-93.
This would be in addition to the $990 million of state highway improve-
ments which have been scheduled for construction in these 10 counnes '
during the same period using state and federal moneys.

In addition to funds generated for state highway improvements, local
sales tax measures also w1]l generate mgmﬁcant amounts of money for
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local streets and roads, and transit. Specifically, the four measures adopted
to date will provide about $600 million for these purposes from 1988-89
through 1992-93.

The increased use of local financing to address the problem of
congestion offers advantages to both state and local governments. For the
state government, it provides another source of revenues to make needed
improvements to the state highway system. For the counties, it means
that they are able to fund highway improvements that are important to
them, but for which state and federal funds are not available.

While the use of local financing to address the problem of congestion
offers some advantages, it also underscores the increased need for greater
coordination among the various levels of government in dealing with
congestion. -

Increased Need for Coordination. Currently, regional transportation
planning agencies (RTPAs) are responsible for coordinating transporta-
tion decisions on a regional basis. To do so, they prepare the regional
transportation improvement programs (RTIPs) which schedule highway
improvement projects according to (1) their regional and local priorities
and (2) the amount of money available to each county. They also study:
transportation demand in particular corridors and evaluate aiternatives
to accommodate that demand.

The ability of the regional agencies to achieve coordination is limited in
several ways. First, regional agencies are limited in their authority to
affect how resources are directed among alternatives because of various
categorical restrictions on the use of state, federal and local funds. These
requirements frequently restrict the use of funds to a particular (1)
component of the transportation system (highways versus transit versus
streets and, roads), (2) expenditure category (capital outlay wversus
operations), or (3) type of improvement (interstate highways versus
primary highways). Given such categorical restrictions, an RTPA may not
be able to fund the best alternatives, as identified in its corridor studies
or other planning activities. Instead, the agency may be forced to fund
the alternative for which funds are available. .

Second, regional agencies have little authority over local governmental
decisions—such as land use decisions—which cause or contribute to
congestion. Third, new agencies are being established to administer the
sales tax programs at the county level. Since in some areas RTPAs do not
control these local sales tax revenues, these new agencies may compete
with RTPAs to determine priorities for transportation improvements.
These three trends. may eventually reduce the authority of regional
transportation planning agencies to determine priorities for regional
transportation improvements.




198

In.view of the increasing importance of coordinated planning, the
current division of responsibilities and allocation of funding sources may
no longer adequately serve California’s needs. Consequently, we recom-
mend that the Legislature review the state’s current transportation
pohmes to determine whether they provide an adequate institutional and
financial framework to effectively address congestmn on California’s
highways. ' :

Basic Strategies for Addressing Congestion

The Legislature has essentlally three alternative strategles it could
pursue to alleviate traffic congestion in California’s urban areas. First, it
could leave the responsibilities and role of state and local governinents
relatively unchanged. However, for the reasons discussed above, current
institutional and financial arrangements no longer appear to be adequate
to address congestion in urban areas. The other alternatives the Legisla-
ture could consider are to (1) -increase the state’s role and responsibility; -
or (2) increase regional authority and responsibility.

Increase State Role and Responsibility. Cuirently, the state is respon--
sible primarily for constructing, maintaining and operating the state
highway system. To increase the state’s role, the Legislature could give
Caltrans and the California Transportation Commission gréater authority
to coordinate all transportation improvements. For example, the Legis-
lature .could establish.a state program of cost-effective alternatives to
highway construction which might involve coordinating and providing
funds specifically for local streets and transit unprovements as well as for
commute management projects. .

Increase Regional Role and Responszbzlzty Alternatlvely, the Legis-
lature could continue its existing commitment to maintain and operate
the state highway system, but enhance the authority of regional agencies
to resolve congestion problems on urban highways. For example, the
Legislature could consider the merits of establishing various urban
transportation systems throughout the state. These systems would consist
of a network of transportation elements—including specific components
of the highway, transit, streets and roads systems—in a designated urban
area. Regional agencies would then be assigned responsibility for coordi-
nating improvements to those systems. This would, however, necessitate
providing these agencies greater authority and flexibility to allocate funds
among the components of this system,

‘The Legislature also could authorize the estabhshment of new reglonal
funding sources to be used for a broad range of alternatives to reduce
congestion. With greater control over how funds are used, these agencies-
could have greater leverage and influence on local land use: policies
which affect the transportation system. Furthermore, to the extent that -
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they are not also operators of the services, such regional agencies might
be more likely to evaluate a wider range of alternatives when seeking to-
resolve transportation problems and accommodate. increasing travel
demand within their areas.

Regardless of the strategy chosen by the Leglslature to enhance
transportation coordination and to reduce congestion, the Legislature can-
take the following actions in support-of that strategy:

e Identify those provisions in the federal highway program which,
after the- interstate system is completed, will enable the -state’s
.. transportation problems to be addressed most effectively,

» Modify state laws and requirements so that they are consistent w1th
the Legislature’s priorities.

Fedarcl Program Aﬂer the Interstate Sysiem is Compleied

Until now, the state h1ghway program has been shaped by the.
availability of federal funds. Specifically, federal law has created incen-
tives for state and local governments to use their funds on particular
types of transportation improvements. For instance, 55 percent (up to
$572 million in 1988-89) of all' federal highway funds available to
California can be used only to (1) complete construction of the federal
interstate system and (2) rehabilitate and rebuild the existing interstate
system. The availability of these moneys induces the state to conceritrate -
its matching funds on improvements on the federal interstate system,
while unprovements on other highways, which may be of a higher
priority to reduce congestion, are delayed. In addition, the existing
federal program ¢ earmarks funds to be used only for specific demonstra-
tion projects. This results in a reduction of the total amount of federal
money which California can use for other nnprovements which it may
consider more lmportant

The interstate system is scheduled to be. completed by 1992 at which
time the federal interstate construction program will expire. Prior to that
time, the federal government will be reassessing its transportation role
and responsibilities in order. to determine the future shape and funding
level of the federal hlghway program.

The end of the federal interstate program in' 1992 offers the Legxslature
an important opportunity to influence how the future federal program is
structured, and how funds are to be used to further California’s trans- -
portation priorities. For instance, if the Legislature decides that the
state’s responsibilities should be increased, it could support a federal
program which turns back most of .the federal gas tax revenues to the -
state level or which -provides block grants to the state. This would
increase the state’s ability to determine how these funds could be used ~
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best. Similarly, California could advocate the use of federal funds, in lieu
of state funds, for highway maintenance, thereby freemg up state funds"
for other transportation purposes. i '

On the other hand, if the Legislature wishes to increase the role of the
regional transportation agencies, it could support a federal program that
provides some funds to regional agencies in the form of block grants
which would be used for various transportation alternatives, including
highways, streets and roads and transit. :

In this year’s Analysis (please see Item 2660, page 230), we summarize
the various options that are currently being discussed for the future
federal program. We think that the Legislature should begin to identify
the aspects of the federal transportation program in the post-interstate
period which will be most advantageous to California, and formulate its.
policy accordingly. It should also provide direction to the California
Transportation Commission and Caltrans in the formulation of a state
transportation prograrn consistent with’ thls pohcy .

Modifying State Laws to Promote Mobility

The Leglslature also should modify state laws so that they enable state
and local governments to effectively carry out their transportation
responsibilities. The Legislature ought to review statutory provisions to
see how well they:

« Promote the use of funds to meet the Legislature’s priorities.

« Promote coordination in transportation planning and the evaluahon

+ and implementation of transportation alternatives.

« Create incentives that reduce travel demand and increase system'

. carrying capacity. '

Improve Allocation of Funds Accordmg fo the Legtslatures Prwr:-
ties. The Legislature has enacted various state laws which restrict how
funds can be used for transportation purposes. While these restnctlons
are intended to promote the Legislature’s priorities, they may fail todo
so because of conflicting goals. For example, current law requires the
state to match the maximum amount of federal funds ava.llable to the
state. State law also requires that each county receive a minimum
allocation of highway funds (referred to as “county minimum alloca-
tions”). Because .most of the federal funds available to the state can be
used only for the interstate system—which is concentrated in a limited -
number of counties—the state has not been able to meet the county :
minimum allocation requirement. The California Transportation Com-
mission estimates that 30 counties will receive less than their minimum -
amount of funds, while 28 counties will receive more than their'share of
funds for the five-year period 1988-89 through 1992-93. - E
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~If the Legislature decides that regional agencies should assume a
greater role in promoting mobility, the L.egislature could broaden the
geographical areas when applying the minimum allocation reqilirement.
For example, instead of allocating amounts to-counties, it could require
that funds be allocated by regions. It also could broaden the types: of
expenditures which could be used to meet the minimum allocation
requirement. For instance, instead of including only expenditures for
highway capital outlay improvements as part of the minimum allocation,
the Legislature could include highway maintenance and transit expen-
ditures in the minimum allocation. Doing so could make it easier to meet
the Legislature’s priority of equity, and might increase the flexibility
regions have in using the allocated funds to meet regional needs.

Increase the Emphasis on Coordination and Long-Range Planning.
Current law requires Caltrans to carry out long-term state highway
systemn planning. It does not, however, require the department . to
conduct corridor studies (that is, studies which project transportation
demand by all transportation modes within a given area) and analyses to
examine trade-offs among various modes of transportation.. Such studies
are currently performed on a selective basis by regional agencms The
Legislature could require that Caltrans or regional agenciés increase
corridor study-efforts related to major transportation corridors, ‘and that
Caltrans take into consideration the trade-offs among transportation
alternatives when it conducts highway system planning. This would have
the benefit of encouraging (1) the implementation of the most cost-
effective transportation alternatives and (2) better coordination between
highway system planning and planning for other transportation systems.

Long-term planning of land use and transportation development can
also identify means to affect the growth in future travel demand and to
reduce congestion. For instance, Caltrans has proposed a demonstration
project for 1988-89 to begin getting involved in local land use develop-
ment project review at an earlier stage than under current practice. One -
objective of the demonstration project is to see whether doing so can help
local agencies to identify the rights-of-ways they will need to preserve in
order to meet future travel demand. Depending on the effectiveness of
this demonstration project, the Legislature could expand Caltrans plan-
ning activities accordingly.

However, as discussed above, to make long-range planning effective,
the Legislature may need to eliminate or modify categorical funding
constraints to encourage implementation of the most effective alterna-
tives, rather than the alternatives for which the most funds are available.”

Create Incentives to Reduce Travel Demand and Increase System '
Capacity. The state can increase the system’s capacity by prowdmg some
level of new transportabon resotirces, including the ‘building of new
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roads, highways and transit systems. However, because urban congestion
cannot be resolved just by construction of additional highways, the
Legislature could also create incentives which would result in (1) an
increase in the people-carrying capacity of the existing system, and (2) a
reduction in travel demand. :

Governments could increase the system’s people-carrying capacity in
two ways. First, it could improve the use of existing facilities through the
use of such mechanisms as carpools/vanpools, rarnp metering, high
occupancy vehicle lanes, flexible work hours, and the use of new
technologies. As an example of new technologies, AB 457 would require
Caltrans, in coordination with regional and local agencies, to study the’
feasibility of “smart” corridor technologies to reduce congestion. These
technologies would link up a network of freeways and local streets via
traffic monitoring devices so that traffic signals can be centrally con-
trolled to expedite traffic flow and to facilitate dwersmn of traffic around
congested areas.

Second, governments could a'ttempt to alleviate congestion by reduc-
ing demand on the transportation system. For example, local govern-
ments could provide for closer proximity of jobs and housing through
land use planning and zoning decisions. Governments also could create
incentives for developers to bring about a more balanced combination of
housing and employmen_tl shopping centers in new land use develop-
ments. . ‘

As a way of reducmg travel demand, the Legislature also could
consider alternatives which impose prices on highway users which reflect
more accurately the costs of using the system.. For instance, it could
examine the feasibility of implementing electronic road pricing technol-
ogies. Through a combination of road sensors and on-vehicle devices,
electronic road pricing technologies would allow the government to.
charge different prices for use of congested versus uncongested highway
segments. Alternatively, the Legislature could increase gas taxes, impose
surcharges on parking fees in congested urban areas, or increase the use
of toll roads.

Conclusion .

Congestion on the state highway system is increasing in California’s
urban areas for a number of reasons. For example, it has become
increasingly evident that decisions made by local governments, regarding
such issues as land use, have an impact on the operation of the state’s
freeway system. In some cases, these decisions have the effect of reducing
the system’s ability to achieve its primary goal—the efﬁc1ent and
econormca.l movement of goods and people.
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The historical arrangements for financing transportation have been
changing recently as'local governments enact local sales taxes to finance
transportation improvements, including improvements to the highway
system. Enactment of local sales tax measures can provide additional
resources for needed transportation improvements within a county.
These measures by themselves, however, do not ensure adequate coor-
dination in addressing traffic congestion locally or within the region.

Consequently, we believe that the Legislature should reexamine the
state’s transportation policies to ensure that they provide the institutional
and financial framework within which California’s current transportation
problems can be addressed. As part of this review, the Legislature should
consider what role the state and regional agencies should play in
resolving urban and regional congestion. Two basic strategies—aside
from maintaining the status quo—are available to the Legislature. First,
the Legislature could enhance the authority of regional agencies to
resolve urban highway congestion while the state would continue its
existing role of maintaining and operating the state highway system.
Second, the state could require Caltrans and the California Transporta-
tion Commission to be more responsible for planning and ccordination
for all modes of transportation, and for determining what alternative
improvements or services should be made to reduce congestion. These
strategies are not mutually exclusive and could be undertaken in
combination with each other.

Regardless of the role the Legislature selects for the state, it will have
to consider the following factors when attempting to alleviate urban
congestion:

« Expiration of Federal Interstate Program. In view of the expiration
of the federal interstate completion program in 1992, how should the
state attempt to change federal law to best achieve the Legislature’s
priorities?

o Modification of State Laws. How should state laws be modified to
enable state, regional, and local governments to carry out their
respective roles and responsibilities most effectively? For instance,
what type of financial arrangements—such as funding sources, levels,
and allocation formulas—should state law provide, and how should
the costs of transportation improvements and means to reduce
congestion and travel demand be split among the levels of govern-
ment and the private sector?

o Coordination and Long-Range Planning. How can the Legislature
foster greater coordination in transportation planning among state,
regional and local governments?
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» Increase Capacity or Reduce Demand, What types of incentives can
" the Legislature create to increase the capacity of the system, and to
reduce travel demand? :
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The Impact of Demographic Changes on California

How Will California’s Population Change by the Year 2000, and How
Can This Information Help the Legislature Make Informed Decisions?

Summary

o Demographers project steady increases in the state’s population over
the period from 1980 through the year 2000, with total state
population reaching 32.9 million in 2000.

o Growth will move increasingly inland from coastal urban areas to
suburban areas, the central valley and the foothill regions.

» The ethnic mix in the state will change significantly. The nonwhite
population will increase to 46 percent of the total population by 2000,
due in large part to higher fertility rates and migration.

o With the aging of the “baby-boomers,” California’s population will
‘continue to grow older, with the median age increasing from 30 fo 35
years between 1980 and 2000.

o Demographic projections can assist the state and local governments
in preparing and planning for growth and change. We examine two
cases—growth in-the central valley and the link between welfare and
education—to illustrate how policymakers can use demographic data
to make better decisions.

California’s population has always been a dynamic one: growing,
changing, moving. Demographers have the difficult job of trying to
forecast future changes in the population, both in terms of the extent of
growth and how that growth will be distributed. Demographic projec-
Hons, however, can be useful to decision-makers. By understanding the
picture of the future drawn by demographers, the Legislature can decide
how to prepare better for problems associated with demographic change.
In short, demographics help serve as an important planning tool for the
Legislature.

In this section, we discuss demographics and their potential impact on
legislative decisionmaking. First, we describe what demographic trends
hold in store for the state in the year 2000. Second, we discuss the |
implications of dernographic trends on two specific policy issues: (1) the
potential impact of population growth on transportation needs in the
central valley and (2) the link between educational background and
welfare costs.
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CALIFORNIA IN THE YEAR 2000
Background

The Department of Finance (DOF) maintains a population research
unit that periodically issues long-range population projections for the
state. The most recent projection covered the period 1980 through 2020.
This forecast includes detailed assessments of how the overall population
changes affect county populations and the distribution of the population
among age and racial, or ethnic, groups. '

The department’s model calculates these projections by foliowing
people through time. It uses fertility rates to project the number of births
that we can expect each year and existing mortality rates to adjust the
size of each age group—or cohort—to account for deaths that occur each
year. In the same way, the model uses migration data-—based on driver’s
license, school enrollment and other statistics—to adjust for people
moving into and out of the state, as well as to account for movement
within the state (between counties). Migration projections are perhaps
the most difficult ones that demographers are required to make, as
people move for a variety of reasons. For the discussion that follows, we
have used DOF projections through the year 2000. While projections
through the year 2020 are available, we will not look beyond the year 2000
because near-term projections are more reliable than longer-term fig-
ures.

What Are the Expectations for Future Growth?

Chart 45 illustrates the population growth that has occurred from 1940
through 1980 as well as the projected population in 1990 and 2000. The
state’s population is projected to increase 38 percent over the period 1980
to 2000, with growth adding 5 million more people during the 1980s, and
4 million people in the 1990s. As a consequence, the state’s ‘total
population is projected to reach 32.9 million by the year 2000.

As Chart 45 also illustrates, the DOF projects the population growth
rate to increase somewhat during the 1980s and then decline sharply -
during the 1990s. According to the department, the increase from 1.7
percent average annual growth during the 1970s to 2 percent in the 1980s
is due to an increase in net migration into the state and an increase in -
births to the “baby-boom™ cohort—the large group born in the late 1940s
and 1950s. In the 1990s, baby-boomers will have aged beyond the years
when most couples have babies, which will result in a sharp decline in
internal population growth. This explains the drop to 1.3 percent in the
projected average annual growth rate during the 1990s. Given the decline
in internal growth, migration will play a more important role in the
population increase that is projected for the next decade.

. Growth Will Continue fo Alter the Skyline

In this section we examine the geographical distribution of growth.
Chart 46 displays projected regional populations and growth rates for
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Chart 45
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the period 1980 to 2000. As indicated by the chart;, we divided the state
into six regions: north state (the seven counties in the northern tip of the
state; north valley (the 12 counties that make up the Sacramento and
northern San Joaquin valleys); bay area region (the nine counties that
surround the San Francisco Bay); the mountain region (the 11 counties
in the Sierra Nevada mountains and its foothills); south valley (the eight
counties in the southern San Joaquin valley plus Monterey and San
Benito); and south state region (Los Angeles and eight surrounding
counties).

Rural Areas Will Grow Even Faster Than Urban Areas. In general,
most of the additional population that DOF projects for the 1980 to 2000
period will locate in existing urban and suburban areas. The south state
(which includes Los Angeles and San Diego counties) and bay area
regions will account for 71 percent of the state’s growth occcurring
between 1980 and 2000, an increase of 6.5 million additional people. In
percentage terms, however, the growth in these urban areas over the
20-year period—34 percent—falls slightly below the statewide increase of
38 percent.

The remainder of the state—primarily areas that are more rural in
character—will experience the larger percentage increases in population.
By the year 2000, the population of the four rural regions will total 7.3
million, up 2.5 million, or 56. percent, from 1980. From a base share of 20
percent of the state’s population in 1980, these four regions will garner 29
percent of the additional population within the state between 1980 and
2000.

Growth Rates Are Not Uniform. Population increases among urban
regions or rural regions are not uniform, however. With regard to urban
regions, the population of the bay area region is expected to grow by only
24 percent between 1980 and 2000, whereas the south state region is
projected to grow 37 percent. Rural regions also will experience widely .
different rates of growth, An additional 300,000 people will live in the
mountain region by 2000, for example, which represents a 79 percent
increase over the 1980 levels. Similarly, the two valley regions are
projected to increase a combined 56 percent over the 20-year period,
accounting for 24 percent of the state’s growth from 1980 to 2000. Rural
counties at the very northern end of the state, however, are expected to
grow more slowly than the state average.

Growth rates within regions are not uniform either. Although the bay
area region is anticipated to grow by 24 percent over the 20-year period,
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San Francisco County’s population is expected to decline slightly. The
population of Santa Cruz County, on- the other-hand, is projected to
increase by 51 percent. Population changes in the south state region are
as diverse—Los Angeles County is expected to increase by 22 percent,
while Riverside County’s population is expected to double between 1980
and 2000. ' ‘

Differences in growth rates also characterize the rural areas. Lake
County, projected to be the fastest growing county in the state over the
20-year period, will grow 120 percent, while neighboring Glenn County
is projected to grow only 31 percent. Similarly, in the mountain region El
Dorado County is slated for 83 percent population growth, while Inyo
County can anticipate growth of only 5 percent during the 1980s and
1990s. - : : Co

The Ethnic Composition of the Population Will Continue to Change

The DOF projections show nonwhite populations growing much more
quickly than the white population. Chart 47 displays the growth rates of
the state’s population by ethnic group. Growth of the white population is
projected at 4.9 percent during the 1980s and 1.5 percent during the
1990s. In contrast, the nonwhite population is projected to grow 43

Chart 47
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percent during the 1980s and 28 percent during the 1990s. As Chart 47
illustrates, the higher growth rate of the nonwhite population will reduce
from 67 percent to 54 percent the share of the populauon that is classified
as while in the year 2000.

The changing ethnic mix of the state’s population is not a new trend.
Indeed, DOF projections suggest the rate of change during the 1980s and
1990s will be slower than the experience of the 1970s. Specifically, from
1970 to 1980, the nonwhite population grew 80 percent, increasing by half
again its total of the state’s papulation (from 22 percent to 33 percent).
In light of this past experience, future increases in the nonwhite
populatlon are relatively modest.

Two factors fuel the increase in the nonwhite population: thher
rmgratlon and fertility rates. The DOF assumes that 85 percent of the net
migration into the state are from ethnic backgrounds other than white.
Most of these individuals come from other countries, such as the
Philippines, Korea, and countries in Latin America. In addition, fertility
statistics show that nonwhite families have more children on average
than white families. These dual effects—{faster growth of the immigrant
and domestic nonwhite populations—result in significantly h1gher
growth rates for the nonwhite population.

Contrary to some beliefs, the Latino population is not the fastest '
growing minority. As Chart 47 illustrates, Asian groups—primarily
Filipino and Korean, but also iticluding Japanese, Chinese, and Vietnam- -
ese—are projected to grow the fastest during the 1980s and 1990s. The
DOF projections show the Asian population growing by 135 percent from
1980 to 2000, the Latino population growing by 83 percent, and the
number of blacks in the state growing by 39 percent. By the year 2000,
latinos will represent 27 percent of the state’s citizens and Asians 12
percent. Blacks will become the smallest of these three groups, consti-
tuting 8 percent of the state’s population by the year 2000.

Foreign Immigrants Will Not Settle Uniformly Throughout the State.
Immigrants tend to locate near where earlier immigrants of the same
ethnic group located. This is especially true for ummgrants who do not
speak English. For example: .

» Chinese immigrants are concentrated in San Francisco and other bay
area counties. :

« Koreans generally have settled in Los Angeles and Orange Countles

« Filipinos have located primarily in San Diego and bay area counties.

By examining the existing patterns of immigrant settlement, we can
project where future immigrants probably will settle.




211

Aging of the Baby-Boom Cohort Will Change the
.Age Distribution of the Population

Just as the ethnic mix of the California population will change with
growth, so will the age distribution. Chart 48 displays the change in the
size of six age cohorts over the period 1980 to 2000. As the chart illustrates,
there is no consistent growth trend for all groups. In general, however,
the older age cohorts grow more quickly than the vounger age groups
during the 1980s and 1990s. The trends for the specific groups are as
follows:

» The 80-and-over population will increase rapidly in both the 1980s
(40 percent) and 1990s (38 percent). These increases will combine
for a total 20-year jump of 94 percent, with the over-80 population
reaching almost 1 million people in 2000.

¢ The 65 to 79 population will increase in proportion somewhat. After
growing at a rapid 34 percent rate during the 1980s, growth in the
younger senior citizen population will slow to 10 percent in the 1990s,
a few percent lower than overall population growth.

+ Growth of the 45 to 64 population will increase significantly due to
the aging of the baby-boom echort. Relatively slow growth during
the 1980s (17 percent) will turn into very rapid growth in the 1990s
{43 percent).

o After increasing significantly in the 1980s, the 25 to 44 year old group
actually will shrink by 1 percent in the 1990s as the baby-boom cohort
ages into the next older group. ,

» The college-age cohort grows only 3 percent from 1980 to 2000. As
Chart 48 displays, a 9 percent reduction in people aged 18 to 24
that occurs in the 1980s is offset by a 13 percent increase in this.

_cohort during the 1990s. .

« K-12 population will increase at approximately the same rate as the

" overall population over the 20-year period. The growth of this group
is due to the children of baby-boom members and the higher fertlhty
rate of the grOng minority populatlon

Clearly, the baby boom cohort will affect many of the demographic
changes projected to occur during the 1980s and . 1990s. For instance, one
significant impact is that, by growing older, they increase the median age
of the. state’s population from 30 years in 1980 to 35 years in 2000. This
represents a significant aging of the state’s population over a relatlvely
short penod of time, : :
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Chart 48
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Time and Growth Will Change the Age Profiles of Counties. Time
and population growth will change the composition of each county’s
population over the 20 years from 1980 to 2000. In general, slower
growing counties (such as San Francisco, Humboldt and Inyo Counties)
will experience faster growth in the senior citizen population than in the
overall county population. Also, these counties generally are experienc-
ing slower growth of the X-12 population and a falling college-age group
during the 1980s. A growing older population and shrinking younger
population is typical of slower growing areas because younger adults and
families tend to move to areas of greater job opportunity or lower housing
prices. ' o

- Faster growing counties are projected to experience different trends.
Generally, growth in the 65-and-over and college-age populations in these
counties (including San Luis Obispo, Riverside and Lake Counties) will
fall well below the growth in overall county population during both the
1980s and 1990s. The K-12 cohort generally will grow more quickly than
total population during the 19905 after lagging behind somewhat during
the 1980s, and the working-age adult population consistently grows faster
than the total population during the 20-year period. This pattern of faster
growth in the younger adult and children cohorts generally conforms to




213
the notion that younger adults and families are more likely to move and
be attracted to “growth™ areas.

Age Distribution Also Is Projected to Change by Ethnicity. Because
change in the ethnic mix is caused both by higher birth rates of nonwhite
groups and migration (immigrants tend to be from the younger end of
the age spectrum), representation of the different ethnic groups will
change most guickly in the under-18 cohorts. The proportion of white
children between the ages of 5 and 9 will decline 23 percent over the
20-year period, falling from 54 percent in 1980 to 42 percent in 2000. The
over-65 cohort will change more slowly, The proportion of whites in that
group is projected to decline only 11 percent, from 81 percent in 1980 to
72 percent in 2000.

DEMOGRAPHICS AND LEGISLATIVE DECISIONMAKING

Demographic projections tell us how the world will look in 10 or 20‘
vears if existing trends continue into the future In the: dJSCllSSlon below,
we provide two examples of how demographic projections can be used by
dec1smnmakers to anticipate and react to policy problems. The first deals
with transportation problems associated with growth in the central
valley, and the second attempts to understand the linkages between
education, a changing ethnic mix and welfare costs.

Accommodating Growth in the Central Valley

As we discussed. above, the central valley is projected to grow 56
percent from 1980 to 2000, adding 2.1 million people to the 4 million
individuals living there in 1980. Because of the valley’s physical and other
attractions, significant growth in the valley probably is inevitable. By
understanding the magnitude of the growth that may occur in these-
areas, we can identify some of the decisions that government can make
today that will address the problems that valley cities will face in the near
future. Below, we focus on the issue of transportation. '

Development and Transportation. Development in the valley cities”
generally will reflect the reasons people move there. As a result, growth
probably will follow a suburban development pattern, characterized by
affordable, low-density housing being built at the fnnges of the urban
area. Because low-density development needs a lot of room to expand, it
often places a heavy burden on government to construct and maintain a
larger road and highway network. '

Some valley cities already are showing signs that transportanon
demands aré greater than can currently be met by local government.
Fresno County residents recently authorized an increase in local sales
taxes in order to increase investments in local transportation capacity and
maintenance. Sacramento County also plans to seek a sales tax increase
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for transportation, How these counties use additional transportation
funds will influence development in the 19903

The low density development in the valley w111 also result in the
worsening of a sighificant transp0rtatxon-related problem—alr pollution.
Currently, v1rtua11y all of the major valley cities are in “non-attainment”
areas, meaning that they do not now comply with federal air quahty-
standards. The air pollution generated by growth will make it difficalt for
va.lley 01t1es even to maintain ex1st1ng air quallty

What then can governments do in anticipation of .the tramportatmn'
and air pollution problems resultmg from rapld growth? They basmally
have two strategies. .

Increase Capacities. Clearly, the state and local governments will have
to increase the capacities of transportation systems in the valley cities.
This will be done by i unprovmg the use of existing facilities through such
mechanisms as: metering, carpools and high- occupancy-vehlcle lanes. It
will also require, however, the ‘provision of some level of new ‘transpor-
tation resources: the building of new roads and highways and increased
transit services. In providing new capamty, perhaps one of the most
important steps governments can take now is to sécure nght of- “Ways
while they are affordable and more easﬂy attainable.

All of these steps will help reduce congestion, at least in the short run.
Increasmg capacities, however, encourages further growth at the urban .
“edge,” which may lead—ironically—to even longer commute times,
Thus, remedies to existing congestion may ultimately create mcentlves

that lead to future congestion. o .

Change the Demand for- Transpoﬂatzon Servwes. In preparing for
growth in the valley, governments may-also want to take steps which
lessen the demand for such services. This could be done in two basic
ways. First, individuals could be charged the full costs: of driving. -
Economists almost unanimously agree that individuals do not pay for the .
pollution costs caused by their vehicles or the “congestion costs” imposed
on others during peak hour comimutes. While there are ways to make
people bear the costs of pollution (for example, requiring additional
pollution control devices, increasing gas taxes) and congestion . (for
example, imposing tolls at road bottlenecks), implementing these steps
can be controversial. If, however, these “public” costs of driving were.
borne by individuals, people would reduce their dnvmg ina number of
ways, mcludmg locating closer to their jobs.

This leads to the. second way governments can reduce transportatmn
demands—provlde for closer proximity of jobs and housing. Through land
use planning and Zoning decisions, local governments can ensure that
commermal and manufact:unng centers have nearby housmg of all price
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levels to accommodate employees. The results would be reduced demand
for transportation services and reduced levels of pollution.

In the case of the central valley, then, demographic projections can
alert policymakers to the magnitude of growth which will take place and
the resulting transportation and pollution problems that will result. That
information, in turn, can help state and local governments both to plan
for growth and——m some cases—take steps to nntlgate the more serlous
consequences of that development.

The I.mk Between Welfare Costs and Education

The state currently spends over $2 billion a year on the A1d to Families
with Dependent Children (AFDC) program, which provides assistance
primarily to young adults and children. In general, growth in this welfare
population over the period 1980 to 2000 should slow because the eohort
that currently receives the majority of welfare payments—females aged
18 to 35—is projected to grow more slowly than overall population. In
1983, this cohort accounted for 75 percent of all single heads of households
receiving AFDC in California.

. Other factors, however will affect the size of the welfare roIIs in the
year 2000. An important one is the quality of education received by
today’s children. The link between education and need for assistance is
well established, A study of welfare caseloads in California conducted in
the 1970s showed that almost one-third of families whose head did not
finish high school were on AFDC, but among the families whose head did
finish, the rate on AFDC was less than 10 percent. More recent
experience from the Greater Avenues for Independence (GAIN) pro-
gram, which provides employment and training to. AFDC recipients,
confirms the imiportance of education. Between 60 and 70 percent of
GAIN participants cannot read or solve math problems at the 9th grade
level. Worst of all, many who failed the test did have a high school__
diploma. _

The GAIN program may reduce future welfare costs by prowdmg
remedial help to participants. For instance, the long-term impact of
GAIN education and training services provided during the 1990s may
reduce :assistance costs in the year 2000 beciduse of the education and
training investments resulting from the program. While these invest-
ments may reduce the amount of time recipients depend on state
assistance, they cannot affect the number of persons who are on welfare
at some point in their lives. This is because the GAIN program can help
people. only after they become welfare recipients.

What Will Happen to the Dropout Rate in the 1990s? If educahonal
achievement affects a person’s chances of ever receiving welfare, pro--
jecting the dropout rate of the 18 to 35 age group in the year 2000 may
give us additional insight on the number of pecple who may need
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assistance in the. future. The Department of Education currently est-
mates that 26 percent of 10th grade students do not complete their high
school education. Dropout rates.vary by ethnic group. For blacks
andhispanics, for instance, 39 percent of youths begin, but do not
complete, high school. This is almost double the 20 percent rate of whites,
Asians, and other groups.

Demographm changes occurring in the state. suggest that if current
dropout rates continue, the percent of high school students who will not
receive a diploma will increase somewhat in the 1990s. Because the
proportion of blacks and hispanics is projected to increase by the year
2000, current higher dropout rates of these two groups will increase the
state average from 26 percent currently to 30 percent in 2000. The ethnic
makeup of-the group that drops out will change even more markedly.
The share of dropouts who are white will fall from 45 percent in 1985 to
30.percent in 2000, while the share who are hispanic will increase from 34
percent to-44 pércent. These figures suggest that hispanics will account
for an increasing share of the AFDC caseload by the year 2000.

In addition to the serious social implications of these projections, these
trends have significant -fiscal consequences for the state. A higher
proportion of adults-lacking a high school diploma in the year 2000
suggests that welfare costs will not slow down as quickly as the number
of adults aged 18 to 35. It also suggests that GAIN costs for remedial
education and training will continue—and perhaps increase—in the 21st

century.

~ The Leglslature s basie optlons are clear: focus attention and resources’
on‘increasing thé percentage of high school students who attain the skills
associated with a high school diploma or pay increased welfare and’
remedial education costs in the future. While demographic-based analysis
cannot provide information on the specific fiscal trade-offs involved with.
these clioices or specific solutions to reducing the dropout rate, it does
1dent1fy and hlghhght problems for leglslatlve attent10n and action.

Conclusmn . o : ;

As these cases point out, demographlcs do not tell us how to solve the-
problems of urban growth or high school dropouts. The population
projections simply give us a “snapshot” of the way the world will look at
some future time. The Legislature has virtually no conirol over many
factors that will shape the future (such as overall population growth and
the distribution of that growth by age and ethnicity). It can, however, use"
demographic information—in combination with specific program knowl-
edge—to prepare for the consequences of growth and change. In some
cases, this information may allow actions that will mitigate negative
impacts. As such, demographics is an important tool for the Legislature in
its decxslonmalang process.
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State Programs for Older Californians -

What Services and Benefits Does the State Provide to Seniors? RERE

Summary

o A vaﬂety of state agencies admmzster 39 separate programs that.
- provide income support, employment services, health services; sup--
- portive social services; discounts, and other services to California’s
 seniors. The budget proposes expenditures totaling $3.7 billion from '
. all funding sources for these programs in, 1988-86.
‘e State senior programs fall into three categories: progmms auazlable _
to low-income seniors; programs available to all seniors, and pro-'
- grams avazlable to various age grou;m but which are predommantly
used by seniors. ‘
‘o In real terms, spendmg on seniors’ programs fell in tke f' 75t hal_’f of
 this decade, but this reduction was more than o_ff.s‘et by szgmf ccmt )
. increases in recent years.. .
"'« Real spending on state programs for older C'alzfom:ans has risen by :
about 6 percent during this decade, which is less than the 26. percent .
mcrease in tke state s over~60 populatton

‘One -of the  important demographjc 'chan’ges' ‘that is’ occurring in
California is the rapid growth of the senior. population. During the 1980s,
growth in the over-60 populatron has averaged roughly 3 percent each
year, which is 30 percent faster than the growth in the general popula-
tion. The proportron of older Californians will ‘continue to.increase in the.
1990s. Given these increases, the Legrslature will be faced with:- greater
demands for state programs that provide services. to seniors.

In this section; we discuss the: wide:array of programs that the 's't'atei»
currently provides to seniors. We omit services where the state plays no -
administrative or policy role—such as Social Security and ‘Medicare— -
because the Legislature cannot directly influence these programs

State Prograrns Serving’ Older Cullfornlnns )
In- Ca]rforma, 17 staté agencies currently adrmmster 39 separate-',
programs that provide services and benefits to older mdlvrduals These '
agencies are displayed in Chart’ 49. (The chart also shows the acronyms .
for these agencies, wluch are used in Table 33, below. ) . e e

8—77313 :
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Chart 49

State Agencles That Provlde Servlces and Benefits
to Older Californians*.

Depanment of Social SIVICES <oocrrinners DSS . Deparhnént of Health Services rerermarersaneons [J_HS
Franchige Tax BOard ... S o | - | Callfomla Depariment of Aging ceissss... CDA
‘Dapartment oononomIc Opportumty ~DEO[ "

Department of Rehabllitation . Department of Foad and Ag‘ncultur:e‘ S DFA

Department of Housing and California State University .......
Community Development .........c............ HCD-|' | Department of Motor Vehicles ...
Employment Development Department .... EDD.| | Department of Parks and Recreaction ...... DPR

Department of Transportation ............. Caltrans | | Department of Fish-and Game ........eevn.s .DFG

Department of Justice ... .. DOJ] .
State Deparimerit of Education .. ... SDE
Department of Veterans Affairs ............o... DVA

* Sorme of these departments provide mora than one type of service.

~Table 33 lists' these state programs for seniors and provides sﬁmmary_
information on their-eligibility requirements, caseloads, and costs in the
current and budget yéars. The table indicates that the budget proposes to -
spend $3.7 billion on thése programs in 1988-89. The General Fund will-
finance about $2.0 billion, or 52 percent, of these expenditures, and the,‘
federal goverriment will fund $1.7 billion, or 45 percent. The remaining -
$90 million, or 3 percent, is supported by state special funds or local funds.
(Expenditures from special funds and local funds are included in I:he
totals columnns, but.are. not separately displayed in the table.).: e

The budgét-year total represents an increase of $218 million, or 62
percent, above estimated current-year spending levels. The increases are -
due primarily to: (1) a $62 million increase in fundmg for In-Home
Supportwe Services (IHSS), primarily resultmg from the increase in the
minimum wage; (2) a $117 mﬂhon increase in Medi-Cal costs” due in part *
to the long-term care rate mcreases granted in 1987- 88 and to mcreased .
costs of Medicare premiums (for seniors who are eligible for Medi-Cal,
the state covers the costs of the Medicare part B premium so that the
recipient can receive Medicare coverage for such nonhospital costs as




219

doctors office visits); and (3) a $50 milliof increase in Supplemental
Security Income/State Supplementary Program (SSI/SSP) costs related
to increased caseload and an eshmated 5.2 percent cost-of-living adjust-
ment (COLA).

General Fund expenditures on services for older Cahformans in
1988-89 are proposed to increase at a 6.7 percent rate, as compared to a
5.6 percent increase in spending from federal and otlier funds. These
different growth rates occur primarily because the General Fund will
support almost - the entire increased' budget-year cost to the IHSS
program. ‘

The table groups senior programs into three categories based on the
program’s eligibility criteria: (1) programs available to low-income
seniors, (2) programs available to all seniors, and (3) programs which
hdve no age requirement but which prédominantly serve seniors. Within
these categories, the table groups individual programs into six major
types—income support, health services, supportive social services, em-
ployment, other services, and discount programs.. '

o Programs Available to Low-Income Seniors, The budget proposes
expenditures of $3.5 billion in 1988-89 for the 13 programs in this
- category Three of these programs constitute- the  overwhelming
- majority’ of expenditures in’ this category: SSI/SSP ($1.6 billion), 5
Medi-Cal “($1.4 billion); and THSS ($390 million). Together, these
three programs account for 99 percent of total expenditures in’this
category and 91: percent of all spendmg targeted on older Califor-
‘v mian$. i
o Programs That Are Ava:lable to All Semors The budget proposes
 to spend $165 million .($18 million General Fund) in 1988-89 on 11
* programs’ that’ prov1de services and benefits based solely on the
©: cliént’s age. The minimum - -age’requirements of these programs
- range from 55 to 65 years. Two-programs, the CDA’s Nutrition
- program and Supportive Services and Centers program, account for
© 93 percent of -total . expendltures in this category. The Nutrition
program provides meals to older people at community centers and in
their homes. The Supportive Services and Centers program provides
a W1de variety of services, including transportation, in-home services,
and case management. .

1




. Table 33

Programs Available to Older Callformans
: By Eligibility Type
1987-88 and 198889

{dollats in thousands)

083

Estimated -
e - . Number ]
Programs Available to " Services Reqmmmmtm of Clients 193715’6’ : - 198859
[Lowlncome Seniors * Provided Qualify B8 Stats He:_ﬂl Total” Stale - Federal  Total*
Supplemental Securi me.'State Cash grants - Age 68 w1th g) limited re- 382,258 $915,380 $608792 SLEAITE §017,300  S6TTo44  $LSTABH
Supplementary m (DSS) . ] sources and {2). “countable” average i S
income that does not ‘ :
the maximum grant . month) - R oo
Senior Citizens Renters” Asistance Pro- “Anrival grant based on prép-~ Reater age 62 or olderind ~ . 196,675 21,414'- vl . 214l 18600 =7 18600
OEmm {FTB) - ertytaxggagwalent ne p- -lowmcgzgne(mthansl, yoooer e I ©o ..
N ._:.ordzsabled {all ages) = . - PR o .
Senior Citizens Property Tax Amslm:lce “Diréet reLmbursements for - AgeB2or oIder, or dmbled CoOB4es 4836 o = 4836 4800 . 00— 4500 .
(FTB) ,pomonofpmperty taxes - must own and home; S - . o S '
. " income: less than lE, ‘ C Lo . T
Senior_Citizens Property Tax Deferral Postpouement ofpropertytax Ageﬁﬁorolder- mustownand . 868 - 6l00 0 .. - 6100° .- 6000 - 5000
{FIB) occﬁpé’, ence; income less i ; S -
Foser Grandparents rogum (CDA) . Sipéndsforenor who ro-~ Age 60 o ol nd g ng Comos L om0 g0 — 8
paren ( ) s:ul:q:m1.{115&(?:51I gwceg Pm- fgsethngr ep;verty (wtllun--)‘ R : S -
ior Compani CDA) Sh dsfo h maﬁd'oldérand o @ = % @ — o3
i Cpen e ) S :;::*m"“;?ft S et g,
Heolth Services g B E R - N R
Medi-Cal (DHS) ® Inpahentlmtpah-t acute 'Ageﬁﬁand older, andpub 306540 664014 664114 1328298 TR2TA - TARTAl: 1445440
- moedical services, long-term rec1plen'(s ormeet  (average - i . R L
. “qare,anuﬂa:yhealth dmblllty,nndmoomere- & 0%) N ] : : ‘ :
i . o o _ s -
Mul Senior Servioss Program Case ttolmk:ch 85 o oldef, MediGal el .10 Lot 1032 . 10515 =< LS8
B g“’m mutmumoi“é‘ﬁ‘ammam m“é’erﬁ’ﬁ'abe pl:ce- g ot e R
cial services . mentmnmng omes . - ) . :
Browang(CDA) Foodsmﬁ'sdsmbutedtoolder ﬁﬁﬁorolderandﬂlSSP 200 - W - — W W - T
persons T . e .




In-Home Supportive Services (DSS)

J.x ploym
S:no&%o‘!ﬁmtmty Employmmt Services

ms
Colden Bear (DPR)

Dmmmt Flshmg l.acenm (DFG)

", Subtotals, Programs Available to Iow-Inoome Semors

Avnihbleto:\]lSwon

ith Services
Prevenhve Health Care for Aging (DHS) RNs provrde health agR
unseling, referrals, education

Supportive Social Serom
Nu!nhon (GDA)

Supporhve Semces imd Centers {CDA)

Domestic and nonmedical ser-
provrdedathome

Subidized pert fimé Jobs .

Reducedpneeonannualstate Ageﬁﬁnndolderandbelow'
parkpess - specified income level.

Redmedpnoeonﬁslnngh

- Mea]s provrdad at community

centers or delivered at home
" Hiclude jn home, transporta

- vices,

Employmen"r f
Job 'l‘rsi%l’arhlership_ Act! Older Work-

Othier Seroices
Semor Clhzens Shared Housmg (HCI))

Volunteer Semoe Credit Program
(CD )¢

Employment and training ser-
viees

Grants to nonproﬁt entities to
mts; sexiors in ﬁndmg 4 TO0M-

Service credits for seniors who
provide supportive services to
other seniors™ - . - -

Health Insurance fiounse;hng and Advo- Assistance in mderstandmg

oacy Program

R

_ﬁdovemge provided threugh ™~

icare and private insur-
ance

tion and case management ser-

SS1/SSP eligible
T omm- MR 4
E%tismmlﬁpementofpov

Ageﬁﬁas%%c:}i@%&odmv

............................................................

Olde dults 55aud Id
er) ga (a%: .

Age 60 or older and spouses
regardless of ases
A,ge 80 or older

Age 55 and older
Age 60 or older
Age 80 or older

Medicare beneficiaries

B4 LIM0 04 AM  ITAM16  M0FH 200169
(avegg _ _ _ - .
month)
L8 = 435 45— 495 49%
w15 - m I - ®
15507 25 - » % - 967

. ($1,736475) ($l.473,l§5) {43,209,154) (31,856,339) ($1,585,534) (43,457,052

s mam — ees NN — 6%
N0 L MTTR WMl 19T BH15 10053
BMB 20 WA MEL 294 Bl 52,068
Unown  —  1035° 0S¢ —  5A 56
4300 50 ~ W 5 -
123618 - - 1248 — - 2,248
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Discount Programs !
Golden, State Senior Discount Program~ Cardslssuedforpurchase of
(DCAICDA) %, discoiunted

and services

from volunteer merchants

Cahfo(DF ’Expomhon and State Fair Reduced State Fair admission

California State Univetsity (CSU)
ldenﬁﬁcaﬁon Cards (DMV)

Student fee Waivers .

Reduoed price and extended
Ben jod of vahdlty on identifica-

Age 60 or older

Seniors

Age 60 of older

Age 62 or older

Unknown

Unknown
85,100

' Subl'utals, Programs Available to All SET0IS ... vvuerviieerurisricnnrerieesastiernrnrrernnecreramrarins FITTreT

- Programs Predominantly Scrving Seniors

Income Support
Iow{lbcﬁgf Weatherization program Low-cost home 1maathel'uzalmn

Low-Income Home Erergy Assistance - Healmg mstance g,mnts
program {DEO) !
Emergency Crisis Intervention program @ amstan
. 5():ch6') Fns:s JUETEI P usgolllcfsy unable to pay util-
Heglth Servm ] '
Alzheun I_&nostc and Rmea.rch, dmgnostlc and treat-
Trealment Genters {D ment services provided to pa-
i tients and
Adult Day Health Care (CD:\)j " Heéalth and social services pro-
vlded in nonresidential centers
Suppon‘me
Alzheimer's Day Care-llesource Centers Su pportive seryices  provided
{CDA) to pahen!s and caregivers
Linkages (CDA] Cse management to link cii-
B ( ) enl:stova.noeu?ggma.[semem
Respite Care program (CDA) . Referral of clients and families
T o ** to tespite care providers
Senior Self-Reliance program (DOR} Assistance in wammmg barri-

ers to molnhty

7o

I less than 150 t
o poverty evel T

less than 150 t
[?come mevel percen

Income less than 130 pement
of poverty level

mb;oms or ipdiclzalﬁdns of
etmer's Disease

Hall e]derly and other adults -

Symptoms of Alzheimer’s dis-
eﬁ%f'?fmed dmeiﬁ'e"

Adults who are not cerhﬁahle

If]r)r placement in nursing

Health of ¢ caregwer at nsk, k-

ent at risk of institutionaliza-
tion

\egalﬁ or older, with limited
acuity

Unknowa
Unknown
Unknown

Unknown
" 69

4067

‘970

Un]mown I

s

7 - . 7 - b
4] - s 8 - %
40948 - 499t 49;)’* — 4994
2 - W™ ¥ -

(817,604} (333,9§2) ($169,568) ($17,701) ($78,329) ($165012)
- &M s —  £563  $3563
S OBmS 1M - g L%
ZoaM 08— 308 20

Lot — s e — 2
- m o = _
80 - ) - )
390 — 3500 3900 - 3
61 — 61 8 = 50
102 - 12 - 102




CounselorITeacher_jpr'qgram (DOR) Moblh orientation and other Chentof DOR Unlnown - 8. - .o o » P o

abilitation services - .
Olhersemm T : B L o . co
Urban Mass Transportagon Act lﬁb(2) Caplta.l amstancetopnvate Elderly and/or handicapped - Unkmown 486 AT 3.080 486 - 2794 - 3280
progmm (Cal nonprofit agencies to p K o S ] .

: ; specialized vehicles ~ - : ~ Co :

Adult Proteehve Services (DSS) Invmhgatlon and ogrevenhon Not applicable . Unkmown - 16,302 - 22905 16568 ~ .— %9611
of abuse/neglect of elders _ . T s s o o
Preve(ntwﬁ of Cnmes Agmnst the Elderly Informahan and techmca! as- Not applicable Unknown 44 p ‘j 4 NA! N!A‘ N/A!
Adult( S]%ius:ahon Courm for Lhe Elderly Educahonal calrses E’l’l?lo!éddltg fcﬁgﬁsna established 216,000 . 32,000 o= ‘32,000 - : 3\'3-,573 ‘ - 3-3,573
California Veterans Home (DVA) . Hﬁﬂdenhal nursing and medi- Xet?ran and qualifying resi- 1300 0 245 12059 34514 MEsT 00Tl 496
- enl : o . S -

Subtotals, Programs Predominantly Servmg L S SO PR (79, $38.781) { ) { ) | ) - ($119,409)

Totals, A.ll Programs ............................................................................................ $1,833,502 $1,600.968 $3,523555 $1,956.016 $1,694493 $3.741473

8 Loca.l expendltur&c not shown separately, but they are mcluded in the totals.
® Figures do not include amounts for Tecipients age 65 or older who receive aid to the blind or d:sabled
© Federal funds totaling $10.3 million in both 195788 and 1988-8% are included in Medi-Cal ﬁgures .
. 9ncludes $4.7 million in federal funds carried over from pnor fiscal years.. :
- ©Established Janvary-1, 1988 by Ch 1199/87. - o ’
T Estimated revenue- loss, assuming older persons receiving d1$counts otherwise would have purchased full priced services. (except for the Golden State program)
& Transferred: January 1, 1988 from the Depa.rtment of Consumer Affairs to CDA. Expendll'ures are for program admm.lstratlon ) )
h Assumes estimated revenue loss remains the same as in 1986-87,
." ! Expenditurés for clients age 60 or older. )
I Except for $872,000-in start-up grants, the amounts expended on this program ($11.2 mx.l.hon in 1987-88 and $12 3 m:.lhon in 1988—89) are mcluded in Medl-Cal
. figures.
k F‘lgures mclude amounts for handicapped as well as elderly.
! Not available,
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o Programs That Predominantly Serve Seniors. The budget proposes
$119 million to support 15 programs that predominantly serve seniors
but that also provide services to the general population. The General
Fund accounts for $83 million, or 70 percent, of these funds. The
eligibility criteria for these programs’ vary widely. For example,
several energy assistance programs are available only to individuals
with annual incomes less than 130 percent or 150 percent of the
poverty level. Other programs, such-as Adult Day Health Care and
Linkages, serve older and disabled adults based on their ability to
pay. As with the two groupings above, a few programs provide the
bulk of the services included in this category. In this case, three
programs provide 76 percent of the benefits: Adult Protective
Services ($23 million), adult education courses for the elderly ($34
million), and residentia] nursing and medical services prov1ded
through the Department of Veterans Affairs ($35 million).

Table 34 summarizes expenditures for senior programs by type of
benefit or service. As the table indicates, income support programs and
health services programs account for $3.1 billion, or 82 percent of
expenditures for the benefits and services that the state will provide to
older individuals in 1988 89.

_ ) Table 34
Summary of Services Available to Older Californians
by Program Type
1987-88 and 1988-89
(dollars in millions)

199788 S Jomgg

Type of Program or Service .. ~ State _Federal  Total® — State  Federal  Total®
Income SUpPOrt. . ..vveiieriiiieainan.s ©§M8 v . 3633 $1,581 $947 $675 °  $1622
Health services ........cooviveeiiiinnns 679 . 664 1,344 737 723 L1461
Supportive social services ...l 130 T 274 488 195 L2130 549
Employment................ A e L I & - EE ) B 11
Other services ..........ovcieiiiininine 72 15 94 . - 13 97
Discount programs ...........eciveeee. | —_ I 1 : ) 1

) R 31,833 41,601 $3,524 $1,957 $1 695 - §3,741

* Local expenditures are not shown sepa.rately but areincluded in the totals. Detail may not add to totals
due to rounding.

Trends in Expenditures- for Mu|or Semor Programs

In order to put the amounts dlsplayed in Tables 33 and 34 in
perspective, we reviewed expenditures for the five largest programs for
seniors during the period 1980-81 through 1988-89. These programs,
which account for 95 percent of total-proposed ‘expenditures for senior
programs in 1988-89, consist of three programs for low-income seniors and
two programs that serve seniors of all income groups. Table 35 shows the
expenditure levels for these;] programs in fiscal years 1980-81, 1984-85, and
1988-89 in mﬂatlon-ad]usted dollars (1980-81 dollars) and the percent
changes in real expenditures during this period.




Real Expenditures for Major Programs
-.Provided to Older:Californians®. ..
Selected Years s,
(doliars in millions}

Percent _ '

| 'Changé ‘ _Permgg_

S L .- from 198889 - from

195081 198485 1%81 {Propo.red) 1984—85 198081
Programs for Low-Inoome Semafs e Lo .
HISS - $1575 - B1881 . 194% - 43405 ¢ 810%  1163%
099 8452 443 L. 9960 178 . 4
888 __ 6221 -8 _ T80 254 ~70
N ($19882) ($1.6554) - —167% ($2,1168) 279%  65%

Programs for All Seniors® Ll L L
Nutrition programs......;..ceoueuiii ©o $551 - -$684 T 241% $70.7 © 34%  283%
Supportive service programs........ -~ 453 387 -6 L —225
Subtotals........iciinn. SN (§1004) ($107.1) - 67% ($105.8) _—=1.2% ‘54%
Totals, all programs .....c.ooevvnnens 820885 SLTE25 | —156% 42,2094 261% 64%

* Expenditures are adjusted for inflation so that all figures are in 1980-81 dollars. Inflation factors used for
_ each program are: (1) IHSS, actual and estimated year-to-year changes in Individual Provider rates;
"' (2) 8SI/SSP, chaniges in the California Neeessities Index (CNI); (3) Medi-Cal, Consumer Price Index
component for medical care (Legislative Axialyst estimate for California); (4) Nutrition programs, -
- . Consumer- Price Index component for food purchased away from home {Legislative ' Analyst
. estimate for California); and (5} supportive services programs, U.S. Gross National Proditct deflator
for state and local government purchases.
b Expendlturec for 198081 reflect Legislative Analyst estimates derived from datd prowded by CDA.

Progtams for Low-Income Seniors. The table shows that real expen-
ditures for the two largest programs for low-incomne semors—SSI /SSP and
Medi-Cal—decreased substantially during the first half of this decade.
This decrease in real ‘expenditures.occurred primarily because (1) the
state did not provide an SSI/SSP COLA in 1983 nd provided only part of
the statutonly requited COLA in 1984, (2) there were SSI/SSP and
Medi-Cal caseload reductions, (3) Medl-Cal long-term care rates—-whachf
are based on provider costs—dld not increase as fast as the inflation index
used in our calculatlons, ‘and’ (4) Med1~Ca1 reform and prov1der COLA
restrictions limited increases in Medi- Cal expend;tures ‘The table also
shows, however, that real expenditures for the THSS program increased -
substantidlly between 1980-81 and 1984-85. This growth was due to
increases in IHSS caseloads and in the average hours of service awarded
to clients.

Programs for All Seniors. Table 35 also shows that total expenditures
for programs that serve seniors of all income groups increased between
1980-81 and 1984-85. This is the net effect of an increase in nutrition
program funding and a decrease in expenditures for supportive services.
The increase in nutrition program expenditures is primarily the result of
(1) increases in the state’s share of funding for nutrition programs
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beyond the federally required match, beginning in 1984-85, and (2) a $5
million legislative augmentation of the budget for these programs during
1984-85. The decrease in. supporhve services-expenditures is probably due
to a reduction in one-time federal funds. Interpretation of these data is
difficult, however, because’ some of thé data may not include local
administration costs. Nevertheless, if these costs were included, there
would still be a reduction. i in spendmg dunng this period.

* Reversal of Trenids in Recent Years. The trends reflected in Table 35
for.the first half of the decade have been reversed in recent years. As the
table shows, the proposed real expenditure levels for the low-mcome
senior programs in’1988-89 represent a substantial increase over 1984-85
levels. This incréase is due to several factors: (1) caseload growth in all
three programs, (2) the state’s policy of fully funding the statutory
SSI/SSP and THSS: COLAs during; these years, (3) a:continuing increase
in_the hours of service provided to the average THSS client, and (4) cost
increases in the Medi-Cal program due :to‘nursing home reform legisla-
tion enacted in 1984,

At the same tnme 1988-89 expendrtures for programs that are- avallable
to all seniors decreased slightly, in real terms, as compared to..1984-85
expenditures. This occurred primarily because increases in funding for
these discretionary, noncaseload driven programs have riot been’ suffi-
cient to offset the impact of inflation.- The reduction in expenditures for
supportive services is due to a change in state law that limited the amount
of funds that Tocal agencxes could transfer from nutntmn programs to
supportwe serv1ces programs '

Chart 50 compares the cumulatlve growth in real expendstures for the
five programs shown in Table 35 with the growth in the senior populagi
tion. Specrﬁcally, the chart shows, that the pro_lected state popuIatmn in
1988-89 of persons 60 years of age and over is 26 percent higher. than in
1980-81. As the chart also shows, however the increases in real expend;-
tures for the five major programs for seniors have not kept pace with the’
growth of the senior population. While expendltures were growing' faster '
than the population during the second half of the decade this growth has
not offset the large decreases whlch occurred earher in the decade -

W I,




Chart 50

Changes in Real Expenditures for Major Senlor Programs
Compared to Changes In Senlor Population

1980-81 through 1988-89*
30% -
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10 1 AN /' ——_ Programs avallable to
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M e e Programs available to
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* Expenditure data are in 1930-81 dollars, Inflation factors used to adjust nominal sxpenditures vary actoss programs.
® Population over 60 years of age,
© Legisiative Analyst estimate of actus) expendiures in 1980-81 and 1961-82; based on CDA data.

Conclusion

The state spends a significant amount of resources on older Califor-
nians. In 1988-89, the Governor’s Budget proposes to spend $3.7 billion
(state and federal funds) on 39 programs that deliver a wide array of
services to seniors. While most of these funds provide income support and
health services to low-income seniors, the state spends a significant
amount ($165 million in 1988-89) on services that are available to all older
persons. Since 1980-81, real expenditures on the elderly have not kept up
with the growth in the over-60 population. In programs available to all
older persons, this reduction in real per-capita spending may have
resulted in fewer services available to the average participant. For
programs serving low-income seniors (especially SSI/SSP and Medi-Cal)
these reductions refiect three factors: (1) a decline in the number of
individuals eligible for services, (2) benefit reductions to those who are
eligible, and (3) program economies. We cannot determine the net
impact of these changes on program participants.
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