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Perspectives on the 1989-90 Budget:
Expenditures

This part provides an overview of the spending plan proposed in the
Governor’s Budget. It discusses the level of proposed expenditures and
- the factors which determine this level, the major components of the
budget, the priorities reflected in the budget, and the major program
changes proposed in the budget. It also identifies some potential state
expenditures that are not funded in the budget, and describes the
administration’s plans for the implementation of two major initiatives
approved by the voters in November. The major findings of this section
include:

¢ General Fund expenditure growth for the budget year is restrained
to 5.8 percent by the proposed allocation of $870 million—almost 30
percent of the projected General Fund revenue growth—to l e

« The General Fund cost of m g current levels of service,
including the restoration of the reserve to the 3-percent level, would
amount to $4.5 billion in 1989-90. Because General Fund revenues
are expected to total $2.9 billion, this leaves a $1.6 billion funding gap.

o Of the net $2.1 billion expenditure growth provided in the bidget;”
illion is for workload growth, $900 million is for cost-of-living
ents (including salary 1ncreases), and $600 million is pro-
vided for all other expenditure increases—primarily the second-year
costs of implementing the trial court funding program and Proposi-
tion 98. These costs are partially offset by baseline reductions totaling
$700 million.
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« Special fund expenditure growth of 13.9 percent in the current year
and 7.4 percent in the budget year is distorted by two special factors.

- First, the expenditure of Proposition 99 tax revenues increases the
current- and budget-year spending totals. Second, the “anticipated

- expenditure of $1.6 billion in bond funds approved for school
facilities is shown in the budget as a spe01a1 fund expendlture in the
current and budget years.
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Expenditures in 1989-90

TOTAI. STATE SPENDING PLAN ;

The Governor’s:Budget for 1989-90 proposes total’ expendltures of $87
billion. This amount represents a 5.2 percent increase over last year’s total
spending plan and includes: :

o $38 billion in expendltures from the General Fund, Wthh represents
an increase of 5.8 percent over 1988-89;

o $8 billion in expenditures from speczal funds, which represents an
increase of 7.4 percent over 1988-89; ‘

o $18 billion in expenditures from federal funds, which represents an
increase of 3 percent over 1988-89;

‘o' '$20 billion from various nongovernmental cost funds, Wthh includes
funds established for retirement, working capital, public services
_enterprise, and other purposes; and

o $2 billion in expenditures from selected bond funds.

‘Chart 1 shows the relative distribution of the $87 billion in total
‘expenditures by funding source. As shown, General Fund expenditures of
$38 billion amount to almost half (44 percent) of total state expenditures.

_’ Chart 1
| Total State Spending Plan L
1989-90 Total Budget®
(in billions)
_General Fund | $38.0
Nongovemmemal
. Cost Funds 20.4
Nongovernmental Federal Funds 18.5
Cost Funds Special Funds 8.1
/ Selected Bond Funds 1.7
~ Total . $86.6
- Federal Funds

General Fund

Se'ededFﬁggg Special Funds

2 Detail doos not add o total due to roynding.
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General Fund Expenditures

The state’s General Fund receives the bulk of the state’s tax revenues,
and is the most sensitive to changes in economic conditions. The budget
projects that the state’s economy will continue to grow at a moderate
pace, so that the level of expected revenues would permit- significant
growth in the state’s expenditures. The proposed increase-in General
Fund expenditures of 5.8 percent, however, reflects certain other con-
straints on state spending, as discussed below.

Chart 2 shows the growth trend in recent General Fund expendltures
on an annual percentage basis, both in terms of “current dollars”
(amounts as they appear in the budget) and “real dollars” (current
dollars adjusted for the effect of inflation since 1985). Comparing growth
rates in terms of real dollars allows expenditure growth rates in different
years to beé compared on a common basis.

Chart 2

‘Annual Percentage Change in General Fund Expenditures
198586 through 1989-90

14%1 Current dollars
12 (] 1985 dollars
10
s |
6
4
2
8687 = 8788 8889 ' 89-90
' fest) (prqj.)

As the chart indicates, the proposed General Fund budget for 1989-90
will be 5.8 percent greater in current dollars than estimated General
Fund expenditures for 1988-89. In terms of real dollars, however, the
General Fund budget is proposed to increase by only 1.2 percent. This
compares to an increase of 2.9 percent in real terms for the current year.
This lower rate of growth for expenditures in 1989-90 in part reflects a
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slower rate of revenue growth in the budget year—8.3 percent compared
to 10.4 percent for the current year. It also reflects the administration’s
proposal to rebuild the state’s reserve—the Special Fund for Economic
Uncertainties—which was depleted during . 1987-88. This proposal con-
sumes 30 percent of the growth in state revenues expected for 1989-90,
and results in a lower level of funds available for expenditure growth in
state programs.

General Fund Expenditures by Function and Category

. Chart 3 shows the major components of the General Fund budget by
function and by category. As usual, more than half (53 percent) of the
General Fund expenditures proposed in the budget are for educational
programs and about one-third for health. and welfare programs (31
percent). The remaining expenditures are proposed in the areas of youth
and adult corrections . (6.1 percent), tax relief (2.3 percent) resources
(1.8 percent), and all other (6.1 percent).

Chart 3

1989-90 General Fund Expenditures
by Function and Category

By Function : - : - Total Expenditures
: $38.0 billion

Youth and Adult  Tax Relief
: Corrections -

- 'State
Operations

Health
and
Welfare

: Education
Resources .

" Al Other

. - Local
- Assistance

By Catgéqry 1

Chart 3 also 'shows the distribution of General Fund expenditures
between state operations—26 percent, and local assistance—74 percent.
In addition, a very small amount ($195,000) is proposed for capital outlay
projects. The budget proposes General Fund expenditures: for -state
operations of $9.8 billion in 1989-90, which is $0.8 billion, or 8.9 percent,
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greater than the level provided for this category in 1988-89. General Fund
expenditures for local assistance are proposed at $28.2 billion in 1989-90,
which is $1.2 billion, or 4.5 percent, greater than .estimated 1988-89
expenditures. The slower rate of growth for local assistance expenditures
reflects the administration’s proposals to reduce funding for a variety of
health and welfare programs.- :

Special Fund Expenditures

The budget proposes special fund expenditures of $8.1 billion in
1989-90, which is an -increase of $558 million, or 7.4 percent, over the
current-year level. Special funds are used to allocate tax revenues (such
as gas and cigarette tax monies) for dedicated purposes. In this way, they
differ from General Fund revenues, which can be spent by the Legisla-
ture for any purpose Table 1 shows the major components of the special
fund budget, and Chart 4 shows the relatlve d1str1but10n of these funds by
function and category.

" Table 1
Special Fund Expenditures by Function ®

1987-88 through 1989-90
{dollars in millions)

: Chdngé

Actual  Estimated Proposed From 1988-89
Function et - 1987-88 1988-89 1989-90  Amount . Percent
" State and consumer services............... $228 $260 $261 $2 0. 8%
_Business, transportation and housing-...... 2,160 2,293 2,581 . 288" 12.5
Resources........o.ooeevnveiiniiniinnnenenns 415 517 503 -4 -27
Health and welfare......................... 157 404 812 .. 408 1010
Education.........cooovvviiiiiiiiiiiieannnn, 782 1,075 692 - =383 -356 °
“Local government/shared revenues....... 2,463 2,623 2,766 -. 143 54
. All other :. - 363 476 114 _313

Totals. ..o\t ] $7535 . $8093  $558 74%

. 2 Detail may not add to totals due to rounding.

Local Government/Shared Revenues. The largest item in. the state’s
.special fund budget is the Shared Revenues program, which accounts for
*$2.8 billion (or 34 percent) of the $8.1 billion total. The revenues which
“support this program are derived primarily from taxes and fees levied on

motor vehicles and motor vehicle fuels. These revenues are collected by
‘the state and apportioned to local governments on the basis of statutory
formulas.

The largest single source of shared reveriues 'is the motor vehicle
license -fee (VLF), which accounts for almost $2.1 billion, or approxi-
mately 75 percent, of the $2.8 billion in shared revenues. The VLF is
imposed annually:on motor vehicles on the basis.of market value and is
apportioned to -cities and countles for general purposes according to
population. : :
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Chart 4
1989-90 Speclal Fund Expenditures
by Function and Category ;
‘ ‘ . ‘ Total Expenditures '
By Function fryve. aess $8.1 billion ‘
Education : Transporf_ation

and Housing
Capital
Health and . Qutlay

Welfare State

Operations

Resources

State and
Consumer

L_ocal Govemment/Shared
Revenues

By Category

. Business, Transportation and Housing. The second largest compo-
nent of the 1989-90 special fund budget is for business, transportation and
housing programs, which account for 32 percent of the total. The
Governor’s Budget proposes expenditures in this area of $2.6 billion. This
is an increase of $288 million, or 13 percent, above the current-yearlevel. .
Of the total mcrease for business, transportation and housing programs,
$213 million is to fund additional staff and projects in the Department of
Transportatlon o

The bulk of these special funds comes from: (1)-a nine-cent-per-gallon
tax on gasoline and diesel fuel and (2) various user fees, primarily truck
weight fees, motor vehicle registration fees, and driver’s license fees.
Most of these funds go to support the Department of Transportation, the
California Highway Patrol and the Department of Motor Vehicles. :

Health and Welfare. In:1988-89, health and welfare programs made up
only 5 percent of special fund expenditures. In 1989-90, however, special
fund expenditures on health and welfare programs have more than
doubled, primarily as a result of the passage of the Tobacco Tax and .
Health Protection Act of 1988 (Proposition 99). The Governor’s Budget
proposes total expenditures in this area of $812 million, more than
two-thirds of which is from Proposition 99 revenues.

278860
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Selected Bond Fund Expenditures

The budget proposes selected bond fund expenditures of $1.7 billion in
1989-90, which is an increase of $40 million, or 2.5 percent, from the
current-year spending identified in the budget. Table 2 shows the
proposed 1989-90 selected bond fund expenditures by function, and Chart
5 illustrates the relative distribution of these expenditures by function
and category.

Table 2

Selected Bond Fund Expenditures by Function® ..
1987-88 through 1989-90 L
(dollars in millions)

: Change
Actual  Estimated Proposed From 19858-89

Function 1987-88 1988-89 1989-90 - - Amount  Percent
Higher education..............c.cceeenitn $217 $516 - $21 —$306° —59.2%
Business, transportation and housing ...... — 1 < 151 150 b
ReSOUICES . oovveieneeriieiiaieneenianans 231 . 48 o 454 6 12
Youth and adult corrections ............... 369 638 810 172 26.9
Allother ..coovovviviiiiiiiiiiiininnn, _1 7 . 26 18 253.7

Totals...ooiviiiiiiii i, $817 $1,611 $1,651 $40 2.5%

2 Detail may not add to totals due to rounding. Does not include proceeds from the School Facilities Bond
Acts of 1988. These expenditures are treated as special fund expenditures from the State School
Building Lease-Purchase Fund.

® Not a meaningful figure.

Chart 5

1989-90 Selected Bond Fund Expenditures
by Function and Category

 Total Expenditures
_$1.7 billion

» By Function

Youth and Adult

Resources Corrections

State
Operations

Local
Assistance

. Business,
Transportation
and Housing - " All Other -
Higher g
Education Capital

Outlay.

By Category -
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As has consistently been-the case in recent years, the budget overstates
the amount of bond fund- expenditutes which are likely to occur in the
current and budget years. Given the delays which have been experienced
by the state in bringing various bond-funded projects to the construction
phase, it is not likely that this level of expenditure can be realized. For
example, the level of bond fund expenditures proposed for youth and
adult corrections programs is overstated in.both the current and budget
years. Specifically, the budget proposes to spend more than $120 million
in the current year and $221 million in the budget year for two prisons in
Los Angeles County. The Department of Corrections, however does not
anticipate completing the preliminary planmng for these prisons until
May 1989. Once. preliminary planning is completed, the department must
still complete workmg drawings before construction bids can be solicited,
meaning that construction is not likely to start until well mto the budget
year. In total, we estlmate that the budget overstates hkely expend1tures
for these two prisons by a total of $170 million i in. the current and budget
years.

In addition to. bemg overstated the budget-year total is not a good
‘indication of the actual level of capital outlay activity which will occur in
1989-90. This is because, from an accounting perspective, certain pro_]ect
commitments” are counted as bond fund expendltures even though the,
projects will not actually commence in the budget year (please see the
K-12 Education section, below) »

. The vast majority of bond fund: expendltures are proposed to be spent
in the following five program areas: :

K-12 Education. The budget proposes expend1tures of $1 billion in the
current year and $600 million in the budget year from the: State School
Building Liease-Purchase Fund' (where the: proceeds of both 1988 school
facilities bond acts will be deposited). Thus, the budget proposes to spend
all of the school-facilities: bond funds: authorized :in 1988. The expendi-
tures reflected in the budget, however, reflect only a commitment to
provide funding for the school districts when they are ready to begin
construction, rather than the actual transfer of funds to school districts.”

" Higher Education. The Govemor s Budget reflects" 1989-90 selected
bond fund ‘expenditures for higher education totaling $211 mﬂhon,_.of
which ‘$176 ‘million is for 'capital outlay.*The proposed bond fund
expenditures for capital outlay would spend’ all of the 1988 Higher
Education General Obligation bond issue except for about $45 million set
aside by the Department of Finance' for augmentations and interest
payments on loans from the Pooled Money Investment ‘Account. The
budget also proposes expendltures of $306 million in revenue”:bo‘nds for
h1gher education.. - v SR U B
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Business, Transportation and Housing. The budget proposes selected
bond fund:expenditures totaling-$151 million-in 1989-90 for housing
programs. Of the total proposed, $76 million is from the Earthquake
Safety. and Housing Rehabilitation Bond Act and $75 million is from the
Housing and Homeless Bond Act. The budget indicates that none of these
bonds will be sold before 1990-91.-Instead, the proposed expenditures are
intended to be funded by loans from the Pooled Money Investment
Account (PMIA).

Resources. The Governor’s Budget reflects selected bond fund expen-
ditures for resources programs totaling $454 million, or 28 percent-of total
bond fund expenditures in 1989-90. This amount reflects expenditures of
$157 million from the California Wildlife, Coastal and Park Land Conser-
vation Bond' Act. In addition, $143 million would be used to provide
assistance to local agencies to improve the quality and efficiency of local
drinking water systems. Another $95 million would be used to provide
grants and loans to local agencies to construct waste water treatment
plants and to improve agncultural drainage systems.

Youth and Adult Correctzons The budget proposes selected bond
fund expenditures totahng $810 million for 1989-90 for youth and adult
correctional programs. Of this amount, $221 million would provide
assistance to local” governments for construction of adult ‘correctional
facilities, and $10 million would provide assistance to local governments
for construction of juvenile facilities. But, as discussed earliér, because the
budget makes overly optimistic. assumptions about the speed at which
construction of correctional facilities will take place, the total amount
proposed in the budget year is not likely to be spent. . :

Table 3 shows proposed expendltures for the current and budget years
from bond issues approved-at the June and November 1988 elections. (An
additional . discussion . of the proposed. expenditure .of bond funds for
capital outlay purposes is mcluded in the capltal outlay section of the
Analysis.) v . o oo '

Federal Funds Expendliures

The budget proposes $18.5 b11hon in federal funds expendltures in
1989-90, which is about one-fifth of total state spending. This level of
federal funds expendltures is $545 mllhon or 3 percent, higher than the
current-year level. Table 4 shows federal funds expend1tures by program.
for the past, current and budget years.

The largest dollar ‘increase, $584 mllhon is shown for health and'
welfare programs. Of this amount, more than 40 percent ($242 million)
is due to'increased. federal funding for the Medi-Cal program. Another
$138 million (approximately 24 percent) is the result of estimated
increases in State Legalization Impact Assistance Grant (SLIAG) funds
for public health services to immigrants.
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‘Table 3

Proposed Expenditures from 1988 Bond Issues *
1988-89 and 198990 . .
(dollars in thousands)

- Expenditures .. .
Amount Estimated Proposed
Program - o Authoﬁzqd 198889 - -1989-90
Earthquake Safety and Housmg Rehablhtatxon . $150,000.. . . $561. - $75,945
School Facilities®................ vseseersaias . 1,600,000 | 1,000,000 _ 600,000
Higher Education Facilities. . 600 000 - 344197 210,153
New Prison Construction-................: feewro. 817,000 © 294,369, <o 418,671
County Correctional Facilities. - 500,000 - - — » 416
California Safe Drinking Water. . . 75,000 . . - 10,954
Water Conservation..............oevetiiiiidiennnnnns 60,000 ST e e 15,949
Clean Water and Water Reclamation................. 65,000 — —
Housing and Homeless.............c.ccccevviuninann. 300,000 S “ - 75,000 .
Library Construction and Renovation............ vees 75,000 49 156
Wildlife, Coastal and Park Land Conservatlon. verene 76,000 84,704 156,574

Totals...... ..... IR '$5,018,000 " '$l,723;880_ 8 31,623','811

a Excludes self-] llquldatmg bond acts )
b The budget treats expenditures from these bond acts as specxal fund expendltures from the State School
- ‘Building - L ease-Purchase Fund. .-

Table 4 also shows that the amount of federal fundmg prov1ded for
thher education in the state is expected to increase by $176 million in
1989-90. Two items account for this increase: (1) $129 million for
Department of Energy laboratories at the University of California and
(2) $47 mmillion for federal research contracts at the University: of
-California. e .

Table 4
_. Federal Funds Changes, by Program
1987-88 through 1989-90 .
(doltars in millions)
e Actuai . Estimated . - Proposed ~Change from 1958-89.
Program . ) 1987-88 198889, 1989-90 Amount Percent

Legslahveljudmal/executwe....A,_ ......... J$43 . $8T $57 S ) 13%
- State and consumer services....\. .. ..... B (R [ RE 19 1 7 '35
. Business, transportation and housmg ...... 1,207 . 2,083 - 1,829 —254 -122 ¢
RESOUICES .. o oevvveeeerianriineenenernnnens EIS ) V4 “304 284 —20 -67
- Health and welfare;,............. i iernene . 8,846 10,325 10910 584 5.7
"Youth and adult corrections D T A 1 - -
K-12 education............c..ecverinieinnnnn : i 1465 Lo 1,524 59 40 -
“Higher education i ' 3 14 320 - 176 5.7
Allother.....cooooviiiiiiiiiiii, 544 BI3 - BT - =2 =03

Totals®.......covoene ' $17§41,' $18486.  $545 30%
- @ Detail may not add to totals due to roundmg k ) S )

Finally, business, transportation and housing programs are projected to
receive $254 million, or 12 percent, less in federal funds in 1989-90 than in
the current year. Most of the change occurs in the Department of
Transportation’s capital outlay program. The overall expenditure totals
shown in the budget, moreover, overstate the likely level of federal
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receipts because they do not reflect the administration’s decision to defer
$600 million in capital‘outlay:projects-that had previously been scheduled
to commence over the next 18 months.

HOW IS THE MONEY SPENT?

The Governor’s Budget proposes state expenditures of $46.1 billion
from the General Fund and special funds. These aré the funds over-which
the Leglslature exercises the most control in the budget. State expendl-
tures have tradltlonally been categorized as spendmg for “‘state opera-
tions,” “local assistance,” and “capital outlay.” Th1s sectlon takes a closer
look at the proposed a]locatlon of these funds.

Sl'ufe Operchons

ments, boards, and comrmssmns in the1r day-to-day operatlons Chatrt 6
shows that General Fund and special fund expend1tures for state

mg expenses and equlpment (OE&E) As the chart mdlcates, more than
seven out of every 10.dollars spent in this category (74 percent) are, used
to pay . for personal serwces whlch mclude salanes wages and staff
beneﬁts.v LT T '

Charl 6

Dlstrlbutlon of 1989-90 State Operatlons Budget
General Fund and Speclal Funds Only'

Total Budget
State Operations
(in billions)

' Operatmg
Expenses and
Equupment

General Fund $98"

Personal Services

'® Source: Logisiative Analys's Offics estimatss.
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The California State University and the University of California have
the largest personal services budgets in the state, amounting to approx-
imately $1.7 billion each (almost all General Fund). The Department of
Corrections, the next largest budget in terms of personal services costs,
has a General Fund personal services budget of nearly $1.2 billion.

Special fund expenditures for personal services amount to approxi-
mately $2.2 billion. Of this amount, over half is spent for personal services
for the Department of Transportation, the Department of Motor Vehicles
and the California Highway Patrol.

The bulk of the remaining General Fund and spemal fund expendltures
for state operations is made for OE&E. This category -includes.all costs
needed to-support state employees—rent on facilities,. phones, desks,
etc.—as well as the costs of services contracted with the private sector.
The “All Other” category shown in Chart 6 reﬂects spec1a1 items .of
expense, such as one-time lease payments. .

The State’s Work Force. Table 5 shows trends in the total state
employee work force (all funds) for 1987-88 through 1989-90. As the table
indicates, the Governor’s Budget would increase the state’s work force by
6,810 personnel-years (pys), or 2.7 percent, in 1989-90. This compares to
a 4.5 percent increase between 1987-88 and 1988-89.

Table 5

‘ The State’s Work Force, by Function (All Funds)
: 1987-88 through 1989-90 .
(in personnel-years)

Actual  Estimated Proposed Changg from 1958-89

Function ' - 198788 198889 198990  Amount . Percent
Legislative/judicial/executive. ............. 11,201 12,273 12,493 - 220 - 1.8%
State and consumer services........ i 12,061 12,916 13,270 354 . 97 -
Business, transportatlon and housmg ...... 33,728 35761 36,927 1,166 . 33
ReS0UICes . ... .ivheninn iniiinnenas vene 14415 15,176 15,310 135 0.9
Health and welfare............. veeveiiven.. 37419 . 39,161 -39,750 589 - L5
Youth and adult corrections ............... 25,357 28,401 . 30,725 2,324 . 82
Education........cocoooviiiiniiiniiiiiinnnn. 92,838 93,285 94677 1,392 15
General government................... o 10,742 11,569 12,199 630 54

Totals®............ N 237,761 24854} - 255,351 6,810 27%

2 Detail may not add to totals due to roundmg

The following items account for most of the budget-year increase in

pys:

o Youth and Adult Corrections programs are proposed to increase by
2,324 pys, 2,314 of which are budgeted for the Department of
Corrections. The growth is primarily due to significant increases in
the adult inmate population and the opening of new facilities to
accornmodate them.

¢ Business, Transportation, and Housing programs are proposed to
increase by 1,166 pys. Of this amount, 408 pys are proposed for the
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Department of Transportation, primarily for congestion relief and
ridesharing projects and for increased maintenance activities. In
addition, the budget requests increases for the Department of Motor
Vehicles (348 pys) and for the California Highway Patrol (350 pys).
o Education programs are proposed to increase by 1,392 pys. Of this
amount, 1,262 pys are for the University of California and the
California State University to accommodate mcreased enrollment

Local Assistance -

Local assistance, as the term is used in the budget, encompasses a wide
variety of programs. As the name implies, these funds are ‘generally
provided to help carry out programs administered locally or for the
support of local activities. Some of these programs, however, do not
provide assistance to local government agencies; rather, they provide
assistance to individuals. "Such payments may be made directly to
individuals, as in the case of the Renters’ Tax Relief program;or through
an intermediary, such as the federal or county government. Among the
programs which make payments through intermediaries are the Supple-
mental Security Income/State Supplementary Program (SSI/SSP), which
is administered by the federal government, and the Aid to Families with
Dependent Children (AFDC) program, which is administered by county
governments. ‘

Aid to Individuals. Table 6 identifies 11 local assistance programs
which our analysis indicates are appropriately categorized as “Aid to
Individuals.” Overall, the Governor’s Budget proposes a General Fund
increase of $340 million, or 3.9 percent, for these programs in the budget
year. Virtually all (98 percent) of the growth takes place in the three
largest programs: Medi-Cal, AFDC and SSI/SSP.

Aid to Local Governments. Table 7 displays the maJor local assistance
programs which our analysis indicates provide “Aid to Local Govern-
ments.” Overall, the Governor’s Budget proposes an increase in funding
for these programs of approximately $974 million, or 4.3 percent, above
current-year levels. This compares with an increase of $2.1 billion, or.10
percent, in the current year. The changes in individual program areas are
dlscussed in more detail later in this part.
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. Table 6
“Major Local Assistance Programs ®
Providing Aid to Individuals -
1987-88 through 1989-90

(dollars in millions)

VChang'e from 1988-89

2 Detail may not add to totals due to rounding.

' . Actusl  Estimated Proposed
General Fund 1987-88 ' 1988-89 1989-90  Amount  Percent
MediCal®.. 0.0 eeeeeteaaeeies $2702 ©  $3,056 $3,155 " $99 3.2%
-AFDC* I 2,148 2,338 2,506 168 72
SSI/SSP.... . 1,836 1,990 2,055 65 .33
Renters’ Tax Relief......................... 472 481 490 9 19
Developmental services............co...... 450 475 . 464 - -11 ~2.2
Homeowners” Property Tax Relief ........ 34 351 358 | 20.
Senior Citizens Renters’ Tax Relief........ 21 18 19 1 59
Subventions for Open Space.............. e 14 15 . 15 = -
Senior Citizens’ Property Tax Deferral... T 8 8 — —_—
* Senior Citizens’ Property Tax Relief ...... : 5 4 4 = —
Subtotals, General Fund.................. ($8,000)  ($8,733)  ($9,073) ©  ($340) (3.9%)
Special Funds . I . e
Developmental Semces PP SOV $5 $3 —$2 —34.0%
TOtAlS «..ene e eevnennniie e e i eeeene $8003 8739 $9,077 $338 39%
2 Detail may ‘not add to totals due to rounding;
* Excludes county administration.
¢ Grant payments only.
. Table7 ‘
Major Local Assistance Programs
Providing Aid to Local Governments -
1987-88 through 1989-30
(dollars in millions) ) .
Actual  Estimated Proposed _Change from 1988-89
General Fund . 1987-88 1988-89 198990  Amount = Percent
Public.health. services.........c.cocvuenenen, $1080 $1,133 $731 . —$402 - —355%
‘California Children’s Services.............. ' 61 T 65 .6 3 46
Department ‘of Rehabilitation. ......:...... . 69" 78 R -2 -30
Mental'health programs.................... - 553 583. . : 586 = 4 0.7
Alcohol and drug programs................ Lo 12 73 73 - -
Social services—programs.................. 488 9 803 12 15
Social services——county administration .. .. T 167 180 12 B 1
County justice subvention ................. 67 67 — —67 —1000
K-12 education.............ooeenvvrennnenens 12,430 13,288 14,179 891 6.7
Community colleges:..:..zivvunn.t Tameedt 1,300 1,392 -1,493 101 72
Local government financing 148 : 74 58 —16 —21.6
State mandates ................c.oiiin 109 . - .- 148 203 54 36.7
Trial court funding.................c......e —_ 182 433 250 1374
Allother......cooovvvviiviniineniiiinninns 408 255 281 26 10.2
Subtotals, General Fund................. ($16927)  ($18,296)  ($19,162) ($867) (47%)
Special Funds
K-12-education................. PO $753 $1,056 $630 —$425 —40.3%
Public health services...................... ‘ — .200 514 314 1569
Shared revenues.............c..ccoeeuenn.n. 2,463 2,623 2,766 143 . 54
Allother.......ccoovvviniiiiiniininninnn.n 337 373 449 LT 205
Subtotals, special funds .................. ($3,553) ($4,251) . ($4,359) . ($108) (25%)
Totals ... ee ceeeriveei e eeareneaienns $20,480 $22,547 $23,521 $974 -43%
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HOW ARE SPENDING LEVELS DETERMINED?

The state’s spending plan reflects a multitude of decisions made in the
preparation of the proposed budget. In general, most of the proposed
spending reflects the “baseline™ cost of maintaining existing state pro-
grams. Thus, most of the decisions made in the course of the normal
budget process are focused on how additional resources will be allocated.
This year’s budget, however, also reflects a number of decisions to reduce
“baseline” expenditures. These decisions were made because the level of
additional resources for 1989-90 will be insufficient to meet expected
resource requirements.

In distributing these additional resources to md1v1dual programs ‘the
Legislature and the Governor must consider a variety of factors. These
factors include statutory requirements which necessitate higher expen-
ditures, as well as policy decisions to maintain, expand or cut back existing
levels of state services. In the case of programs supported by special funds
(whose revenues are. usually dedicated to singular purposes), spending
decisions are governed largely by the level of resources available, and the
budget process focuses on how to set priorities for each individual
program’s additional spending needs. For programs supported by the
General Fund, however, spending decisions are also influenced by
competing demands from different program areas. The Governor’s
Budget reflects the administration’s view as to how these competing
demands should be accommodated.

JIn preparing the budget this year the Governor and the Legislature
face particularly tough choices. We estimate that maintaining current
service levels, meeting existing statutory requirements for certain .pro-
grams, and restoring the state’s reserve to the 3-percent of expenditures
level would require more than $4.5 billion in additional resources for
1989-90. Table 8 summarizes these budget-year funding reqhireménts.

Table 8
General Fund Current-Service Level Funding Requlrements
1989-90
(dollars in millions)
Program ‘ * Amount
COLAs: ) ) o
Statutory......ooovnvvieiiiiiiinn i T TN S $951
D D, 116 (1) (¥ PPN ’ 7
“Workload INCreases. ... .. ciii e i i rr et st st he e b e aisenaeas 1,263
Special Fund for Economic Uncertainties.............. S PO U 1,100
Proposition 98-...........cviivinini i E S P N = 289
Trial Court Funding......c...cooviiiiiiiminiiiiiiiii i s e e 218
Other, net ...............oeoeee. S 1
Total . er it e e e e eea et e rrearerhanne $4,549

2 Includes funding for salary increases which have already been agreed to by the administration.
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As revenue growth for the budget:year is estimated to be only $2.9
billion, the state is left with a-$1.6 billion: funding gap. This section
discusses the major factors which typlcally influence General Fund
spending decisions and identifies some of the choices the Governor has
made about' how to address the $1 6 bllhon fundmg gap facing the state.

Cosl-of-l.lvmg Adwsfmenh (COLAs)

Each year, the Governor’s Budget typically mcludes funds for vanous
cost-of-living adjustments, commonly referred to-as COLAs. These
adjustments attempt to compensate for the effects of 1nﬂahon on ‘the
purchasing power of the previous year’s funding, level :

" Discretionary and Statutory COLAs. Ex1st1ng law autho', es’ auto-
matic COLAs for nearly 30 different programs, most of. them in the
health, education and welfare areas. These adjustments- generally are
referred to as statutory COLAs. Many other programs tradltlonally have
received COLAs on a dzscretzonary basis through the budget process

In 1989-90, statutory COLAs range from 3.2. percent to 8 0 percent As
in previous years, the statutory COLAs having the largest costs are those
for K-12 apportionments ($428 million), SSI/SSP grants ($138 mllhon)
and AFDC grants ($105 million). The 1989-90 General Fund cost of fully
funding statutory. COLAs :is $951 nnlhon with d1scretlonary COLAs
adding another $717 million.

- Governor’s Budget Proposal; The budget proposes .a total of $913
million from the General Fund for COLAs in 1989-90, mcludmg $668
million for statutory COLAs and $245 million for discretionary.. COLAs,
which primarily reflects funding for increased employee: compensation.
The total COLA amount is equal to 44 percent of the total proposed
increase in budget-year General Fund expenditures. The specific in-
creases proposed by the Governor are shown in Table 9. = . ..
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Table 9:

i

- General Fund:Cost-of-Living: Increases
. 1988-89 and.1989-90
(dollars in thousands)

1988-89. . 1989-90 ool

Budgeted 1% - - Statutory Co 0 Budget T

Percent  Dollar “Percent Dollar ~Percent g—D?ﬂa_r_

Department/Program Increase Increase. . Increase -Increase . Increasé - Increase
HEALTH AND WELFARE ) L ‘ )

AGINg LR — L $323 - GRS —

<. Aleohol and drug programs......... . 781, — e e —

‘Medi-Cal: - ST . y . o o
Noncontract hospltals v 11% 504 80% $4033 ' 8.0% $4,033°
Long-term care—skilled nursing - - = - B o e T

facilities. ......ooovnniiiieiniene 67° . 493 b - — -
Long-term care—mtermedlate o ) )

" ‘care facilities ... L 1.9"4 586 —be R o

- Long:term care—state hospitals . . 1,795 b R —_—
Obstetrical physmlans wreneenenens y 36.9 <. 226 — — - -
Children’s services . . i 1 - —_ e =
‘Horne health.......... 28 = — —

. Portable Xray.............ooun.e, L I = — e

* Capitation conl:racts—mpat'lentd 71" 164" 80 1314~ 80° 1,314

Capltatlon contracts—nonmpa- N . : : s
R (- | 33 1,013 = - =%, - — -
y Dent;al ........ e - -89 — - - -

* Other providers ..... ' — 4700 — —a _
Beneficiary spin-off............... 47 2365 .48 .. - 9500 .= —
Drug ingredients................. 6.7 1,433 60. - 8599 - 60 8,599

Health Services: )

- County health services (AB 8) .. = 51, :+ - :4500. -4:6 20,600 — —
Medically indigent services: ..... — o 1537 - — - —
Public health ..................... — . 1597 — —_— — =

‘Emergency medical services ...... — - I e -
- Developmental Services: v
Regional - centers—residential . . ; K E -
2 100 2692 — - = -
Regxonal centers-—personal ser- - - - T
VICES . ovvinininins it e 60F 21208 — T 408 2,406
Regional centers—other.......... —_ 2,496 — —_— —_ —

Mental Health:

Local programs................... 5,614 —_ — — -
Institutions for mental disease... 3.8 712 - - — —
Social Services:
SSI/SSP ...cviiiiniiiiniiinenans 28,722 48 137,557 —_ —
AFDC-FG &U ...... 21,885 48 104,831 — —
AFDC—foster care - 5,260 —_ - — —_
IHSS provider .................... 4903 — - - -
Deaf 200e85 . .0vvvvrienenrennins — 34 - — —_ —
Maternity care.................... - 22 - — — —
Child abuse prevention .......... —_ 202 - —_ - —_
Adoptions........occcviniiiiennns - 184 - — _ —_
Community care licensing....... - 100 - — — —
Department of Rehabilitation...... — 752 — - — —
YOUTH AUTHORITY
County justice system subvention.. — 673 -— -_ —_ -
Delinquency prevention ........... - 2 — - - —
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1411 — v —

1958-89 L 1989-90
Budgeted: 1% . Statutory Budget
L E . Percent .Dollar  Percent Dollar ~Percent  Dollar
Department./Program Increase - Increase. Increase Increase . Increase ., Increase
K-12 EDUCATION P s
Apportionmments: ) R
District revenue limits..........:. - 41%. $129376 3.2% 3412847 3.2% $412,847
Necessary small schools .......... : 41 . 708- . 32 2213 32 . 22713
Meals for needy pupils............ 41 336 60 2,018. 6.0 » 2,018
Summer school................... 41 . 9%65 32 . 3009 32 . - 309
- Apprentice programs............. —_ 69 —_ . =
Transportation.................... — 2,933 - I e
..~ County effices of education...... 41 ..~ 2462 32 7903 . 32 - 7,903
Regional eccupation centers/pro- fe
CUETAMIS L\ v e — 2,205 — ) 6,916
. Court-ordered desegregation. ....... 41 v 2702 - 32 8672 32 - 8,672
Voluntary desegregation ........... 4.1 522 32 1677 32 . 1,677
Child nutrition........cc.ovvvenrnens 41 421 .53 2208 53 o 2,208
American Indian education centers — - 9 - —_ _ -
Native American Indian education. — . 4 - — — —
Child development, local education
AZENCY . . evevniriiniiniiienenens 41 1984 . — . —. 80 5,938
Child development, pnvate pro- . e e L . IR
VIET ... vvvcie i e .41 1,317 —_ L — —_ L —
Special education..........oveuies 41 18 982 . 3.2 - 60932 3.2 50,882*
Mentor:teacher............... eviens Lo e o 04T — — —_
Other staff development ........... — 68— == L=
Gifted and Talented Education.... 41-- B4 - — — .8 1,406
Instructional materials (K-8)....... 3.6 836 43 3,594 43 3, 594
*Instructional materials (9- 12) ...... — 217 - —_ — =
Demonstration progra.ms in read S :
ingand math............c Ll T M= - = —
Economic ImpactAid........... e = 1970 —- HRI = —
Dropout programs.................. - 84 = = T
Adult education...............su.ee - 41 2597 6.0 15579 60 15,579
Adults in cerrectional facilities..... 4.1 24 60 144 60 144
School Improvement Program . P ‘ . L o
1 TR 4] 2140 32 6870 32 6,370
School Improvement Program
D) et b 898 — i —
Miller-Unruh Reading Program...... - e 199 — == —
High school pupil counseling. ...... — R - = = -
Specialized secondary schools....... - o — —_— = -
. Opportunity programs and classes. ... -+ 7100 = L= - —
Foster youth services............... - . T — — —~
HIGHER EDUCATION : v
** Community Colleges: C o : Sl
Apportionments .............0 . . 4T 20,058 49 97885 49 97,885
Community college categoricals. 4.7 835 - — 49 4075
Student Aid Commission:
Financial Aid Awards............ .-65, .- - —
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Table 9--Contiriued
General Fund COst-of-lemg Increases
1988-89 and 1989-90
‘(dollars'in thousands)

.. 198889 . . ¢ 1989-90
. Budgeted 1% - __Statutory Budget
: Percent”  Dollar -~ Percent  Dollar ~ Percent  Dollar
Department/Program * - " Increase - Increase Increase Increase -Incresse  Increase
Trial Court Funding Program v S
‘Block grant:............ii e =  $3555 - 6.0% $21,331 < 60% - $21,331
" 'Trial courtjudge salaries......... - 6.0%) 1,010 ‘ -40¢ 2021 408 * 9,091
* State contribution to STRS......... 50 2540 - 6.0 15,239 6.0 15,239
- STRS purchasing power protectlon 68 i - - —_ el Lk
Library local assistance.............. — T —_ — 24 T 184
"~ Employee compensatlon : : :
Civil service'and related......... <603 Y 35588 - — Cr s 407 123,230
University of California ) : Ve
Faculty.........., .............. 300 9176 — — 47 27,946
Staff.....ov v 607 - 7,135 — — 40 22,721
California State Umversxty : : -
© Faculty e, 48 9198 — S — 48 ¢ 99p12
Staff....0ooii 6.0° 6,184 - : — .40 - 20742
Totals...cvveeveeeeesiere e $373,803 8950726 . $913,364

2 These increases were provided in August 1988.
b Long-term care COLAs will not be determined until July 1989. ’ T
< Effective March 1988, 16 percent for OB physicians, 10.45 percent for OB clinics, $150 for comprehen-
Ssive perinatal providers. An additional 18 percent for OB physicians was effective January 1989.
4 Including Redwood in current year. Excludes Redwood in budget year. Excludes dental in both years.
© COLA will not be determined until time of May revision. T
£Six percent for salaries and 1 percent for benefits effective June 1989
& Effective January 1, 1990.
b Most IHSS providers received a 14.2 percent increase in thexr hourly rate or reunbursement effechve
July 1, 1988 as a result of the increase in the minimum wage to $4.25 per hour. Prior to the increase
. in the minimum wage, individuals who provided IHSS were paid $3.72 per hour
i Budget amount reflects a $10.1 million reduction to the COLA, to eliminate one-nme fundmg proposed
for a special education deficiency in 1988-89.
i'Effective June 1, 1989. ’
* The budget proposes to fund purchasmg power protection COLAs from the State Teachers Retu-ement
- Fund in 1989-90.
! Effective January 1, 1990. Dollar amounts include both the 4 percent scrossthe-board. cost- of hvmg
- adjustment, health benefits, and, where applicable, a 1:percent equity ad]ustment

- This year’s budget does not eontain funding for a total of $272 mi]]ion
in statutory COLAs. This reflects proposals to suspend for one year the
following statutory COLAs: (1) Medi-Cal beneficiary ($9 million);. (2)
County Health Services—AB 8 ($21 million); (3) SSI/SSP ($138 million);
and (4) AFDC ($105 million). The budget also states that if the
Legislature does not concur with the suspension of these COLAs, then
other state support for health and welfare programs will have to be
reduced or eliminated. B

The budget, as in the past three years, does not prov1de fundmg for the
statutory COLA for Medi-Cal long-term care facilities. The amount of
funding required for the long-term care program will not be known until
the new reimbursement rates for these facilities are adopted. Although
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the Governor’s Budget has traditionally not included any funds for this
purpose, the required funding is normally requested at the time of the
May revision of expenditures. Although the administration proposes
waiving statutory COLAs in many other programs, it is likely that the
long-term care statutory COLAs will be funded due to requlrements in
federal law.

Workload

Increased workload for state programs is another major factor contnb-
uting to the increase in spending from the current to the budget year.
The major workload increases reflected in the budget are: (a) enrollment
growth at educational institutions; (b) caseload growth for health and
‘welfare programs; and (c) population growth at youth and adult correc-
tional facilities. We estimate that these and other workload increases
projected for the budget year account for nearly $1.3 billion in proposed
General Fund expenditures.

Other Requirements

- A third major factor contributing to the increase in spending from the
current to the budget year are statutory requirements other than COLAs.
For example, the budget provides over $600 million from the General
Fund to meet new state requirements for the full-year implementation of
the Trial Court Funding programs, the implementation of Propos1t10n 98,

and for a variety of other new statutory obligations.

WHAT PRIORITIES ARE REFLECTED IN THE GOVERNOR'S BUDGET?

" As noted earlier, the cost of maintaining current service levels, meeting
statutory requirements for funding for certdin programs, and restoring
the state’s reserve exceeds the $2.9 billion increase in revenues available
in the budget year. This section provides additional detail on how the
budget proposes to allocate the available resources among different state
programs in the budget year.

Summary of Ma|or Program Changes

For 1989-90, the budget proposes a net increase of General Fund
expenditures of $2.1 billion, or 5.8 percent, above the level of expendi-
tures estimated for the current year. Table 10 shows the primary factors
that account for the proposed change in expenditures.’




40

Table 10- :
Estlmated General Fund Program Changes
198788 through 1989-90
(dollars in mlllqons) o
Actual  Estimated Proposed Change from 1988-89
198788 1988-89 1989-%0  Amount = Percent

Health and Welfare:

Medi-Cal®......coooevvniiniiiiniinnns $2,783 $3,150 $3,254 $104 3.3%
Public health® .............coovvnnnnen. 1,141 1,198 799 —399 -33.3
SSI/SSPP .eiviiiiiiieceie 1,836 1,990 2,056 66 33
AFDC grants® ......c.oovvviiiniinnnnnn. 2,148 2338 2,506 168 72
Social services programs® ............... : 488 791 803 12 . 15
Mental health ..............cooeeiniinnl 897 936 962 26 2.8
Developmental services.................. 472 495 551 < 56 14
Other, health and welfare................ : 609 . . 682 692 -9 14
Subtotals, health and welfare.......... ($10,373) - ($11,579) ($11,622) .- -($42) . "~ (04%)
Education: : » ;
KL2...ooooennns et $12,018 $12,836 $13,830 = $994 C17%
State teachers’ retirement....... e 506 - 547 S449 - - 97 - =178
University of California.................. 1,889 1975 2053 79 40:
California State University............... 1,715 1,824 1,981 157 8.6
California community colleges .......... 1310 1,407 1521 . - 114 8.1
Other, higher education ................. 139 156 156 -1 —04
 Subtotals, education ................... (S175T7)  ($18745)  ($19991)  ($1,246) (66%)
Other: . :
_ Youth and adult corrections ............. ] $1,945 $2,105 $160 82%
ReEsources........ivoviiviniiiniiannainan, 498 483 —14 ' —29
Tax relief ... ... S R TS S ST 876 893 18 20
Bond interest and redemption .:. ... 524 - 610 86 .. 16.3
Interest on PMIA loans.................. : 4 16 —28 —63.6
Allother.........cocovvviinienininnninn., K 1712 2,290 578 - 338
Subtotals, Other .................... e ($5071) ($5598) ($6397) . (8799) _(14.3%)
Totals ..coovvniiiii i $33,021 $35, 922 $38,010 $2,088 5.8%

a Based on amounts shown in Covemor S Budget Detail may not add to totals due to rounding.
P Local assistance only.

As was the case in the current year, the largest dollar increase is
proposed. for K-12 education—$994 million. The major General Fund
changes are discussed below:

Medi-Cal local assistance expenditures are up by $104 million, or 3.3
percent. This increase is primarily due to mcreases in caseload and in the
cost of providing services. This level of increase is predicated on
achieving savings from the following proposals: (1) reducing Medi-Cal
“crossover” claim costs by limiting reimbursement rates for a variety of
procedures ($23 million); (2) reducing Medi-Cal drug costs ($40 million);
(3) deferring the June 1990 checkwrite until 1990-91 ($40 million); and
(4) suspending the statutory Medi-Cal beneficiary COLA ($9.5 million).

Public Health local assistance is budgeted at $799 million, a decrease of
$399 million, or 33 percent. This decrease is largely the result of three
proposals: (1) a $359 million reduction in the Medically Indigent Services
Program (MISP); (2) the elimination of the Family Planning program
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(336 million); and (3) the suspension of the statutory' COLA for County
Health Services—AB 8 ($21 million). The budget proposes to offset the
reductions in the MISP by appropriating $331 million from Proposition 99
revenues for a new California-Health Care for Indigents program and by
increasing allocations by $108 million from- State Legalization Impact
Assistance Grant (SLIAG) funds for serv1ces to legahzed ahens in the
budget year. : S :

' SSI/SSP is expected to 1ncrease by $66 mllhon or 33 percent The
major changes in SSI/SSP fundmg are: (1) an mcrease of $89 million for
an estimated 4.5 percent caseload increase; (2) an increase of $55 million
for the full-year cost of the 4.7 percent COLA prov1ded effectlve ]anuary
1, 1989; and (3) an offset of $78 million as a result of the 4.8 percent
federal COLA effective January 1, 1990. In addition, the budget proposes
to suspend the state’s statutory COLA on the total SSI/ SSP- grant for a
cost-avoidance of $138 million. : :

AFDC grant costs are budgeted to increase by $168 mllhon or 7.2
percent, above current-year expenditures. This increase is pnmanly due
to: (1) an increase of $73 million in the AFDC-Fannly Group and
Unemployed Parent (AFDC-FG&U) programs, pnmanly due to an
anticipated 3.7 percent caseload increase; and (2) .an increase of $94
‘million in the AFDC-Foster Care program, due to a 12 percent increase
in caseload and an 11 percent increase in the average rate paid to group
homes. The budget also proposes a one-year suspension of the state’s
statutory COLA for AFDC-FG&U re01p1ents for a cost-av01dance of $105
million.

Social Services Progmms expendjtures are budgeted to -increa'se by'$l2
million, or L5 percent, above current-year expenditures. This growth is
primarily due to: (1) an increase of $41 million -in the Child Welfare
Services (CWS) program due to caseload increases; (2) an increase of $15
million in CWS costs due to COLAs that counties granted to their welfare
department employees-during 1988-89; (3) an increase in the In-Home
Support Services (IHSS) program’ of $57 million, primarily due to an 11
v percent caseload increase and a 4 percent increase in the average hours

of service per case; (4) an increase of $4 million for the adoption of IHSS
administration programs; (5) a reduction of $64 million in the IHSS
program due to a proposal to place limitations on both the average hours
of service that counties award to IHSS clients and the hourly rate at
“which the state reimburses counties to pay for the services;-and (6) a
reduction of $41 million in the Greater Avenues for Independence
(GAI‘\T) program
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K-12 Education expenditures are expected to increase by $994 million,
or 7.7 percent, above. the estimated current-year level. The primary
factors accounting for this increase include: (1) $532 million for cost-
of-living adjustments (generally 3.21 percent), most of which are re-
quired by statute; (2) $407 million for costs related to increased enroll-
ments; including $15 million for growth in special education programs;
(3) $110 million for reducing class sizes in grades 1-3 and 9-12; (4).a $48

_million increase in reimbursements for mandated local programs; and (5)
‘a $181 million increase in the size of a reserve for funding deficiencies and
other priorities in compliance with Proposmon 98 ($220 million total
‘reserve in 1989-90). These increases are partially offset by state appor-
tionment reductions of $249 mllhon due to mcreased local property tax
Tevenues.

Higher Educatwn expend1tures are expected to increase by $350
million, or 6.7 percent, over the estimated 1988-89 level. The primary
factors accounting for this increase are: (1) $72 million for undergraduate
enrollment growth at the University of California (UC), the California
State University (CSU), and the California Community Colleges (CCC);
(2) $77 million for faculty and staff salary increases; and (3) $146 million
for baseline budget adjustments, which include annualization of salary
increases granted in 1988-89. The budgets for UC and CSU each include
approxnnately $500,000 for new campus planning to accommodate
growth in enrollment. No new funding is provided to implement Chapter
973, Statutes of 1988° (AB 1725, Vasconcellos), the community college
reform measure. The budget also proposes no current-year funding
increase for the commumty colleges related to the implementation of

- Proposition 98. : = :

Youth and Adult Corrections expendltures are proposed to increase by
$160 million, or 8.2 percent, in the budget year. This net increase will
fund 2,314 additional personnel-years for the Department of Corrections,
-primarily to accommodate growth in the prison population. The budget
is based on an 8 percent growth rate in the inmate population between
-June 30, 1989 and June 30, 1990 and a 15.percent growth rate in‘the parole
‘population ‘over the same period. The increase in youth and adult
-.correctional spending is partially offset by a General Fund reduction of
$67 million from the Department of the Youth Authority’s County Justice
System Subvention Program in the budget year. The budget proposes to
finance that portion of the program which is related to a state-mandated
Jlocal program (Chapter 1071, Statutes of 1976) with a. $37 million
appropriation from the Restitution Fund, and proposes to. ehmmate the
remainder of the block grant program.

All Other expenditures increase by $578 million. Nearly 40 percent of
this growth is due to a $230 million increase to provide full-year funding
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for ‘the Ttial Court Funding Program. Also, $120 million is provided to
“fund the January 19904 percent state employee salary increase which was
'agreed to last year as part ofa three-year contract.’

Expendliures Not Recogmzed in the Budget

In preparing the Governor’s Budget, the Department of Finance must
estimate the impact of program caseload growth, court decisions, and
‘other factors on expenditure levels in'the current and’ budget years
While most of these factors have been accounted for our ‘analysis
indicates that the Governor’s Budget has potentially underestimated
General Fund expendltures in several areas for both the current and
budget years. : : - -

. Department of Developmental Servwes (DDS)—Regzonal Centers.
The current-year budget assumes recelpt of $27.2 million in federal
Medi-Cal funds for case management at DDS regional centers, but it is
unlikely - that the state will receive the required federal approval and
funds in the current year. This may result in additional General Fund
expenditures of $27.2 million to cover-the shortfall in 1988-89. In addition,
DDS regional centers are’ experiencing -increased costs for purchasing
'services - for clients. These increased costs could “result in - increased
General Fund expenditures of $7.9 million in the current: year

Emergency Fzreﬁghtmg Based on the staté’s expenence over the last
12 years, we would expect ‘General -Fund expendltures for emergency
firefighting by the Department of Forestry and Fire Protection to total
$24 million more than the budget provides for 1989-90. Any additional
expenditures, up to $10 million, could be paid for directly from the
Special Fund for Economic Uncertamtles under control language in the
Budget Bill:- ' : :

 Flood Control Projects. We est1mate that the state’s 1989-90 share of
cost for . federal flood control projects in California will total approxi-
mately $10.5 million. The budget does not include funds to pay these costs
(usually paid for from the Special Account for Capital Outlay—SAFCO)
The state could incur penalties of $800,000 for withholding: these pay-
ments and the penaltles would have to be pa1d by the General Fund.

. Medz-Cal As in the last three years the budget fails to prov1de for
mcreases in Medi-Cal reimbursements for long-term care facilities and
for the cost of Medi-Cal abortions. In the current year, the statutorily
reqmred increase for long-term care facilities resulted in a net increase of
$24 million. This amount, however, includes increases in costs due to
increasing the minimum wage from $3.35 to $4. 25 on July 1, 1988. While
the budget-year requirement is not yet known, it is likely to be less than
the current-year ‘cost. The 1989-90 costs for abortions would be smular to’
the current-year cost of $15 million.
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Cost of External Borrowing. The budget estimates that the interest
rate the state will pay on external borrowing will be 5.8 percent in the
budget year. We estimate, however, that this rate is at least- one
percentage point too low. On this ba51s the budget underestlmates hkely
expenditures by $31 million. : : :

Implementation of Initiatives

~ The Governor’s Budget also makes several proposals for 1mplement1ng
Propositions 98 and 99, which were approved at the November 1988
election.

Proposztwn 98. The pnmary purpose of Proposition 98—the- Classroom
Instructional Improvement and Accountability Act—is to increase state
funding for K-12 schools and community colleges. The mechanism for
achieving this increase is the establishment of a minimum fundmg level
requirement for K-12 schools and commumty colleges.

The Governor’s Budget proposes to spend $116 million in the current
year to implement the provisions of Proposition 98..0f the total, $77
million has been proposed to fund estimated current-year K-12 funding
deficiencies and $39 million has been proposed for a-K-12 Proposition 98
reserve. The reserve would be distributed to school districts at the end of
the current year. The Governor’s Budget proposes no Proposition 98
funds for community colleges in the current year. .

For 1989-90, the budget proposes to. spend approx1mately $400 mllhon
to meet the minimum funding level: (1) $230 million for an education
reserve ($220 million for' K-12 school and $10 million for community
colleges); (2) $110 million for class size reduction:in grades 1-3 and 9-12;
- (3) $30 million for year-round school incentive payments; (4). $17 million
for drug education; and (5) $15 million for funding discretionary growth
in special education programs. The budget also proposes that the
education réserve be used first to fund any K-14 deficiencies that occur
during the budget year. Any funds remaining in the reserve at the end of
the budget year would then be d1str1buted to schools

Proposition 99. The Governor’s Budget also makes several proposals
for. implementing the Tobacco Tax and Health, Protection Act of 1988
(Proposition 99). Proposmon 99 imposes an additional excise tax of 25
cents per pack of cigarettes (prior to the passage of Proposition 99, the
excise tax on a pack of cigarettes was 10 cents). In addition, it imposes.a
‘new excise tax on other types of tobacco products. The initiative spec1ﬁes
that the additional revenues should be spent for the following purposes:
health education, hospltal and physician services for the medlcally
indigent, tobacco-related disease research, and public resources. ’

The budget contains the followmg proposals to spend Proposmon 99
revenues: » v
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o California Health Care for Indigents Program (CHIP). The budget
proposes $200 mllhon in the current year and $331 million in the
budget year for a new program to, find county medical care
programs for the indigent. At the same time, however, the budget
proposes to reduce the’ major existing General Fund-supported
‘program serving the medically indigent (the Medically Indigent

‘Services Program) by $359 million in the budget year.

o Mental Health Capital Outlay. The budget proposes $18 million as
part of a multi-year program to renovate the state’s mental hospitals.

©Previously these projects-had been funded from the Specml Account

- for. Capital Outlay '(SAFCQO)... e

o Health Education. The budget proposes $176 m1lhon for a. new
- health education program funded through the Department of Health

.. Services. The budget contains no- spe01fic proposals regardmg the
.. scope of this program. '

+ Public ‘Resources. The budget proposes a total of $44 m11110n for
public resources programs.. These funds would. be used to: augment

.. and enhance some .existing programs; implement new programs

- (such as a new waterfowl habitat program); fund workload and cost
increases in- existing . programs;. fund capital’ outlay. projects: (in-
cluding beach erosion mitigation and wildlife habitat acquisition);
and fund some one-time program increases (for. example to pur-
chase additional hehcopters for fire protectlon) :

o Other. The budget proposes an additional $109 mllhon to fund other

_projects authorized under Proposition 99. For example;, the.budget

* includes $44 million for research (to be directed by the University of

¢ ;California) and $33 million for: augmentations or.new -programs

(including drug -and alcohol treatment - programs. for pregnant

women, outpatient mental health services for. prisoners and. .an
augmentation for county mental health programs).. - .

j'I'HE STA'I'E'S APPROPRIATIONS I.IMIT

In addition ‘to the factors which help determine stadte ‘spending
mentioned above, the appropr1at10ns limit imposed by Article XIII B of
“the state § Constitution may also play a part in determmmg total spendmg
levels. This would be the case whenever “state revenues exceed the
amount which can be appropriated, as occurred in 1986-87. As Table 11
shows, the Governor’s Budget indicates that the state will be $134 million
below its limit in 1988-89 and $128 million below in 1989-90.
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: Table 11
. State Appropriations Limit and
) Approprlatmns Subject to Limitation
: oo : Governor's Budget Estimates
P - 1988-89 and 1989-90
. L . (dollars in mllllons) .
Appropnattons .. Amount

Approprzattons .. Subject to the . Underthe
“Limit s Limit - Limit
1988-89.:i:c.... s e S ivenedes : $27,079 . 7. 426945 i v §I%4
198990 ... 0ieiiniieiien s ae owco: 29084 - . 29086, . 128

Current Year. The estlmate of the appropnatlons limit included in the
1988 Budget Act, $26,940 million, has been adjusted in reaching the
cutrent estimate of $27,079 million. One adjustment reflects an increased
level of limit:transfers to school districts, which were'made to ;prévent
districts from exceeding their appropriations limits in the current year. A
second adjustment reflects the adoption of the Trial Court: Funding
Program, which shifts a portion .of the responsibility for funding' local
éourts from counties'to the 'state. The budget estimates that appropria-
‘tions subject to the limit will be $26,935 million in the current:year. Due
to an‘errorin addition, however, the department’s figure should actually
be $26,945 mﬂhon leavmg the state $l34 mllhon below its lumt for
1988-89.

Budget Year. The 1989- 90 appropnatlons limit estimate, whlch corre-
sponds to that presented in the Governor’s Budget, reflects a $215 million
transfer of financial responsibility from the counties to the state for the
full-year impact of the Trial Court Funding program. The limit calcula-
tiori aISO i"éﬂects a46 percent 'cost-of living adjustme'nt based on growth
?iadjustment On- this basis, the Department of Fmance estimates that the
state will be $128 million below its limit in 1989-90 given. the estimates of
revenues contained in the budget. : ;

The estimates presented in Table:11 are subject. to revision over the
next, 18 months. These revisions could occur for several reasons. For
’example if state revenues were to decline from the budget estimates, the
state would be further below its hrmt than estimated. On the. other hand,
‘a stronger-than-expected economy could qmckly push the state over its
limit.






