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Counties Have Later Opt-In Date. Chapter 816, Statutes of 1990
(SB 1943, Lockyer), changed the date by which a county must notify the
state of its decision to opt into the Trial Court Funding Program for the
next fiscal year. Under prior law, a county had to opt in on or before
November 15 of the preceding fiscal year. Chapter 816 allows counties to
opt in on or before March 1 of the preceding fiscal year; or almost four
months later. Chapter 816-also requires the Director. of Finance to advise
the Joint Legislative Budget Committee of those counties that have opted
in for-the budget year by March 15, 1991. '

The Governor’s Budget assumes that all 58 counties will partlmpate in

the budget year. At the time this analysis was prepared, the SCO advised
that it had received 20 notifications from counties opting in for the
budget year. Depending on the number of counties finally opting into the

program for the budget year, the amount of funding necessary for this’

program may change.
- State Share of Municipal and. Justice Court Judges’ Salaries May
Change The Trial Court Funding Program provides for state participa-
tion in the salaries of municipal and justice court judges. Each county that
participates in the program will contribute $5,500, $7,500, or $9,500
toward the salary of each judge, depending on the county’s populatlon
The state will pay the balance of each judge’s salary which is currently
$90,680.

Chapter 323, Statutes of 1983 (AB 223, Vasconcellos), requlres that for
the purpose of determining the amount of the county contribution, the

county population be based on the results of the last preceding U.S.

decennial census. The Department of Finance advises that 1990 U.S.
census data for counties will not be available until March 1991. Depend-
ing on the results of the census, the amount of fundmg necessary for this
program may change.

GOVERNOR'S OFFICE
Item 0500 from the General

Fund . Budget p. LJE 16
Requested 1991-92..........ccmvecrereivererercncrnaeseesssrnroesessonstseesiesses $9,085,000
Estimated 1990-91 ........cooveiniiniirnnerissessessssnsnsesesenssessssssens 8,858,000
ACHUAL 1980-90 ........cooirerirrreretenrnreennesnssesenaessssessssssesssaserenssesssasns 7,908,000

Requested increase $227,000 (4-2.6 percent)
Total-recommended reduction...........ccveevnceriveresconsenrascnns everrrenes None

GENERAL PROGRAM STATEMENT

The California Constitution grants the executive power of the state to
the Governor, who is responsible for administering and enforcing state
law. The Governor is elected to a four-year term, and receives an annual
salary of $120,000.
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GOVERNOR'S OFFICE-—Continved
The Governor’s Office has 86 personnel-years in the current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes an appropriation of $9.1 m11110n from the General
Fund for support of the Governor’s Office in 1991-92. The proposed
amount is $227,000, or 2.6 percent, greater than estimated current-year
expenditures. The requested net increase includes an offsetting unallo-
cated trigger-related reduction of $295,000. This reduction is included in
the proposed budget for the Governor’s Office in lieu of the reduction
that would otherwise be made pursuant to Ch 458/90 (AB 2348, Willie
Brown). Table 1 provides a summary of the budget for the Governor’s
Office in the past, current, and budget years.

Table 1
Governor's Office
. Budget Summary
1989-90 through 1991-92
{dollars in thousands)

v Actual Est. Prop..  Change From 1990-91

Function 1989-90 1990-91 1991-92  Amount  Percent
Personal Services .....oovvvvrieiniiininininan. $4,587 $5,143 $5,081 —$62 ~12%
Operating expenses and equipment......... 1,370 1,611 1,788 177 11.0
Unclassified expenses ..........cccc.coeunne. - 55 125 125 —_ —
Overseas offices .............coeivivniininnn, 1,896 1,979 2,386 407 20.6
Unallocated reduction ....................... — - —295 —295 ="

Totals...... e e $7,908 $8,858 $9,085 $227 2.6%,

“ Not a meaningful figure. .

Most of the increase requested for 1991-92 is proposed for the expansion
of services provided in the five overseas trade offices. The overseas trade
offices, which are located in Frankfurt, Hong Kong, London, Mexico City,
and Tokyo, are designed to promote state exports, establish agricultural
markets, and attract more foreign investment and tourists to California.

' SECRETARY FOR STATE AND CONSUMER SERVICES.
Item 0510 from the General

Fund Budget p. LJE 17
Requested 1991-92......ooouuuvverrereseeeeresssesessssesssssesssssssssssssesssssses $853,000
Estimated 1990-91 .......ccvivvvnrmeninnncrninesssmnesisesersssesssssessssssss 862,000
Actual 1989-90 ........cccnerenicnenen rveereren eresrtre st s sarerenererarensastes 826,000

Requested decrease $9,000 (—1.1 percent)
Total recommended reduction.........cicvcnerevivennniorenneeennenens ' - None
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1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount
0510-001-001-—Support General . $839,000
Reimbursements - 14,000

Total ' $853,000

GENERAL PROGRAM STATEMENT

The Secretary for State and Consumer Services prov1des admlmstratlve
and policy direction to the following state entities:

California Museum of Science and Industry Department of General Services
Department of Consumer Affairs State Personnel Board

Department of Fair Employment and Housing  Public Employees” Retirement System
Fair Employment and Housing Commission State Teachers’ Retirement System
Office of the State Fire Marshal : Department of Veterans Affairs

Franchise Tax Board
The agency has 11.3 personnel-years in the current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes an appropriation of $839,000 from the General
Fund for support of the State and Consumer Services Agency in 1991-92.
Total agency expenditures in 1991-92, including reimbursements, are
budgeted at $853,000, a decrease of $9,000, or 1.1 percent, below total
current-year expenditures. The decrease is primarily due to the effects of
the $27,000 unallocated trigger-related reduction. This reduction is
included in the proposed budget for the department in lieu of the
reduction that would be made pursuant to Ch 458/90 (AB 2348, Willie
Brown). This decrease is partially offset by the full-year costs of salary and
benefit increases granted in the current year.

SECRETARY FOR BUSINESS, TRANSPORTATION AND

HOUSING
Item 0520 from various funds Budget p: LJE 19
Requested 1991-92........o..ocvemmuerrensisnnsnsinsssssssssssssssssssssassrsssssnns $1,676,000
Estimated 1990-91 ..........cooeeivnineeieersinininnessnsisssresssssesssenssesssssens 1,665,000
ActUal 1989-90 ...t rrs s esss s s asss s st sorseens 1,706,000
Requested increase $11,000 (+0.7 percent)
Total recommended reduction............ueveerecreinerevnreensenescsnnnnns None

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount

0520-001-001—Support General $425,000

0520-001-044—Support Motor Vehicle Account, State 697,000
Transportation

Reimbursements — 554,000

Total $1,676,000
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SECRETARY FOR BUSINESS, TRANSPORTATION AND
HOUSING—Continved

Analysis
SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS . Ppage
‘1. Housing Reports. Recommend that the Legislature adopt 34
supplemental report language requiring the Business Trans- -
portation and Housing Agency to report on its actions to
improve two housing reports

GENERAL PROGRAM STATEMENT

The Secretary for Business, Transportation and Housing supervises the
activities of the following 15 departments and administrative bodies:

Business and Regulatory Agencies Transportation Agencies
Alcoholic Beverage Control California Highway Patrol
State Banking Motor Vehicles
Corporations . Transportation” .
Commerce Traffic Safety .
Major Risk Medical Insurance Board Housing Agencies
- Office of Real Estate Appraisers Housing and Community Development
Real Estate e . California Housing Finance Agency

Savings and Loan
Stephen P. Teale Consolidated Data Center

The agency has 19.9 personnel-years in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $1.7 million to support the
agency’s activities in 1991-92. This is:$11,000, or 07 percent more than
estimated current-year expenditures.

The budget proposes no workload or program changes for the agency.
The $11,000 net increase in proposed expenditures in the budget year
results from increases of $18,000 in pro rata costs and $31,000 in salaries
and benefits, and elimination of $35,000 in one-time current-year ex-
penses. The Governor’s Budget also includes an unallocated trigger-
related reduction of $3,000 in funding for the agency. This reduction is
included in the proposed budget for the agency in lieu of the reduction
that would otherwise be made pursuant to Ch 458/90 (AB 2348, Willie
Brown).

ANALYSIS AND RECOMMENDATIONS -

Housing Reporis Need Coordination

We recommend the adoption of supplemental report language di-
recting the agency to report to the Legislature on actions the agency has
taken to improve the mortgage revenue bond reports issued by the
California Housing Finance Agency (CHFA) and the California Debt
Advisory Commission(CDA C)
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As we discuss in our analysis of the CHFA (please see Item 2260), two
state agencies issue annual statutorily required reports on the use of
mortgage revenue bonds to finance affordable housing. The CHFA’s
report contains data on housing financed by the CHFA. The CDAC’s
report contains data on housing financed by local governments. Because
of the unusual and inconsistent manner in which these agencies collect
and report data, it is impossible for the Legislature to ascertain whether
its objectives for these programs are being realized. It also is extraordi-
narily difficult to compare the state and local mortgage revenue bond
programs with one another — or with other affordable housing programs.

Because the agency supervises the CHFA and is responsible for policy
matters pertaining to housing, we recommend that the Legislature direct
the agency to convene a task force, with legislative representation, to
identify actions which the CHFA and CDAC can take to improve their
annual reports. Specifically, we recommend the Legislature adopt the
following supplemental report language in Item 0520-001-001:

The agency shall convene a task force to identify steps that the CHFA and
CDAC can take to (1) increase the consistency between their mortgage
revenue bond reports and (2) ensure that these reports enable the Legislature
to ascertain whether its objectives for these programs are being attained. The
agency shall report to the Legislature on its progress by November 1, 1991.

rm—
—

SECRETARY FQ_R‘ HEALTH AND WELFARE
Item 0530 from the General

Fund ‘ » Budget p. LJE 20
Requested 1991-92.......ooo..... et st $2,003,000
Estimated 1990-91 ........ciienreriiririessasressseresssesersrssssesssesasens 4,081,000
Actual 1989-90 ........coovvrcreeiincrrerircnnnees rrereeeaeee s te e eennsaassasanes 3,362,000

Requested decrease $1,988,000 (—49 percent) S

Total recommended reduction.........coovecerernnnnn. rrereenersroseens None

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description . Fund Amount

0530-001-001—Support ) General $1,525,000

Control Section 23.50 State Legalization Impact As- 150,000
) i ’ sistance Grant

Reimbursements : = 418,000

“Total ) $2,093,000
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SECRETARY FOR HEALTH AND WELFARE—Continued:"

: : : : Analysis
SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS © page
l..Early Periodic Screening, Diagnosis, and Treatment 37 -
(EPSDT) Program. We: find that:the agency’s failure: to ‘
provide the Legislature with information on implementa-
tion options for the EPSDT Program has severely limited the
Legislature’s  ability to determine whether or not (a): the
same number of children could be served at reduced
General Fund cost, (b) additional children could be served
with federal matching funds, and (c) funds are sufficient to
implement the program. In order for the Legislature to
make informed decisions regarding program options, it will
need to have the required information by April 1, 1991.

GENERAL PROGRAM STATEMENT

The Secretary for the Health and Welfare Agency (HWA) is dn'ectly
responsible to the Governor for general pohcy formulation in the health
and human services area. The Secretary is also responsible for the
operations and fiscal management of the following departments and
offices:

Aging Mental Health

Alcohol and Drug Programs ... - Office of Statewide Health Planning and

Developmental Services Development

Emergency Medical Services, Rehabilitation \
Authority and Commission S Social Services

Employment Development Health and Welfare Agency Data Center

Health Services .
The HWA is the lead ‘agency in the implementation of the Safe
Drinking Water and Toxic Enforcement Act of 1986 (Proposition 65) and
of the federal Immigration Reform and Control Act of 1986 (IRCA) ’
The agency has 24.1 personnel-years in the current year

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The budget proposes total expendltures of $2.1 mllhon to support the
Secretary for Health and Welfare in 1991-92. This amount consists of (1)
$1.5 million from the General Fund for direct support costs, (2) $150,000
from the federal State Legalization Impact Assistance Grant (SLIAG) for’
implementation of IRCA, and (3) $418,000 in reimbursements. Proposed
expenditures are $2 million, or 49 percent, less than estimated total
expenditures in 1990-91. The decrease is due primarily to a projected
reduction in SLIAG funds. This will result in the elimination of most of
the agency’s funding for administration of SLIAG. activities and anti-
discrimination education programs. In addition, the Governor’s Budget
includes an unallocated reduction of $37,000 in funding for the agency.
This reduction is included in the proposed budget for the agency in lieu
of the reduction that would otherwise be made pursuant to Ch 458/90
(AB 2348, Willie Brown).
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Table 1 presents a summary of program expenditures and funding
sources for the agency during the past, current, and budget years.

Table 1
Secretary for Health and Weifare
Budget Summary
1989-90 through 1991-92
(dollars in thousands)

Change from
Actual Est, Prop. 1990-91

Program.. o 1989-90  1990-91 1991-92  Amount  Percent
Secretary’s office .....c.cccoeviiiiiiiiinnn, $1,970 $1,942 $1,980 $38 2.0%
Proposition 65 implementation .............. 279 — — — —_
Immigration Reform and Control Act....... 1,113 2,139 150 -1,989 —93.0
Unallocated reduction ....................... _ — -37 37 —
o Totals oo $3,362 $4,081 $2,093 —$1,988 —487%
Funding Sources .
General Fund ................................ 31,842 $1.532 81,595 —87 —-05%
State Legalization Impact Assistance

GHANE .o 1113 2139 150 —199  —930
Reimbursements.............................. 425 410 418 8 20

2 Not a meaningful figure.

Failure to Provide Information Severely Inhibits Legislative Decision
Making

We find that the agency’s failure to provide the Legislature with
information on implementation options for the Early Periodic Screen-
ing, Diagnosis, and Treatment (EPSDT) Program has severely limited
the Legislature’s ability to determine whether or not (1) the same
number of children could be served at reduced General Fund cost, (2)
additional children could be served with federal matching funds, and
(3) sufficient General Fund support is available to implement the
program. In order for the Legislature to make informed decisions
regarding these program options, it will need to have the required
information by April 1, 1991.

The federal Omnibus Budget Reconciliation Act of 1989 (OBRA 89)
made two significant changes to the federal EPSDT Program, which
provides comprehensive health assessments to Medicaid-eligible chil-
dren. First, OBRA 89 requires states to allow authorized providers to
perform “specialty” health assessments (focusing on children’s develop-
mental, mental, vision, or hearing needs) separate from the comprehen-
sive health assessments required under current law. Second, OBRA 89
specified that Medi-Cal must provide any service that is identified in a
health assessment as necessary to corréct or ameliorate a child’s condi-
tion, regardless of whether the service is a benefit under the state
Medi-Cal pldn. Services affected in California include personal care,
rehabilitation, case management, and outpatient mental health services.

Through the Supplemental Report of the 1990 Budget Act, the Legis-
lature required the agency, in consultation with the Departments of
Health Services, Mental Health, Education, and Developmental Services,
to provide information to the legislative fiscal committees by January 2,
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SECRETARY FOR HEALTH AND WELFARE—Continved

1991 on the fiscal and programmatic considerations'in billing the EPSDT
Program — and therefore receiving Medi-Cal reimbursements — for (1)
specialty assessments currently provided by regional centers, schools, and
county mental health agencies and (2) services identified in the EPSDT
screen that the federal government mandates be provided, regardless of
whether the service is currently included in the state Medi-Cal plan.

The potential opportunities — and General Fund costs — for operating
existing or new services through the EPSDT Program are significant. It
is possible that the state could receive Medi-Cal reimbursements for
children’s services currently supported fully by the General Fund. This
would free up General Fund money for other legislative. spending
priorities. ;-

On the other hand, it is possible that the new assessment and treatment
provisions of OBRA 89 would require the state to pay new providers for
assessments and treatment delivered to children not served currently.
Under this scenario, OBRA 89 would result in new General Fund costs.

The HWA assigned the Department of Health Services (DHS) lead
responsibility in providing the required information. The agency re-
ported in early January that due to the complexity of the issue, it would
not provide the Legislature with the required information until June 30,
1991, but would provide an outline of its efforts by January 18, 1991.

Agency Gives Low Priority. to Legislative Direction. We agree with
the agency’s assessment that the fiscal and programmatic implications of
OBRA 89’s EPSDT provisions are quite: complex. However, our analysis
indicates that:the agency’s failure to provide the required information has
little to do with the issue’s complexity and more to do with the low
priority given the issue by both the DHS and the agency. Specifically,
when we met with the DHS three weeks before the deadline established
by the Legislature; the DHS had neither (1) initiated work:on the issue
nor (2) listed it in its report on potential Medi-Cal initiatives that it
published in December. Less than a week later, the agency reported to
us that work on the information was progressing on schedule.

If the agency does not provide the required EPSDT information until
June 30, 1991, the Legislature will not have the information it needs to
consider EPSDT-related funding options during its deliberations on the
1991-92 budget. Our analysis indicates that the ramifications are signifi-
cant.

For example, the Legislature will face at least one specific decision this
spring in which the EPSDT-related information may be critical. The
Legislature must determine whether to establish as an ongoing program
— at an estimated General Fund cost of at least $7.7 million — the federal
Early Intervention Services Program administered by the Department of
Developmental Services. Information on the extent to which federal
funding could be available through EPSDT to offset some of the General
Fund supported assessment and service costs will assist the Legislature in
making this decision.
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Information Needed by April 1, 1991. In ‘summary, wé find that the
agency’s plan to submit the required information on June 30 would
severely restrict the Legislature’s ability to determine whether or not (1)
the same number of children could be served at reduced General Fund
cost and/or (2) additional children could be served with federal match-
ing funds through the EPSDT Program In-order to enable the Legisla-

ture to consider this information in its budget deliberations, the agency -

will need to submit: the EPSDT information: to the Leglslature no- later
than ‘April ‘1, 1991. e v e ,

" SECRETARY FOR RESOURCES
Ttem 0540 from the vCé‘neral' . o o
Fund gnd_ var-i‘ous funds * . B Budget p. LJE 22

Bequested 1991-92......,7...\..:....,...........: .......... stsseserassiassraones seseessreinsa. . $1,897,000
Estlmated 1990-91... , 2,184,000
Actual 1989 90 .... 1,400,000
"Requested decrease $287,000 (—13.1 percent) ‘ SRR
Total recommended TEAUCHON oottty None
'I99'|-92 FUNDING BY ITEM AND SOURCE .
Item—Description - . .- . Fund : Amount .
0540-001-001—Support ST . - General i $l 404,000
0540-001-140—Support . .. Environmental License Plate ] 5 15,000
0540-001-183—Suipport ' Environmental Enhancement 120 000
e T ' o "and Mitigation Demonstra- ©
tion Program .. . - T
0540-001-235~-Support Public Resources Account, Cig- =~ . '127,000 -
; arette and Tobacco Products s
o e Surtax i
0540-491—Reappropriation R “Public Resources Account, Cig- 125,000
; T arette and Tobacco Products: ' o
: ; _ Surtax . , .
Reimbursements R - . : T 46,000 ¢
" Total® . . .- cl e e oo . 81,897,000
" Analysis

SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS - page

‘1. Status of Special Funds and Park-Related Bond Funds in the 41
Resources Area. Our review indicates that, if the Legislature
approves the Governor’s spending proposals, (1) several
special funds have little money for leglslatlve priorities and’

(2) thespark-related -bond funds are in large part depleted.

2. Status of Bond Funds for Water Programs. Our review 46
indicates that (1) there is very little money available to help
water agencies comply with new federal drinking -water
regulations and (2) there are sufficient funds available in the

381518
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SECRETARY FOR RESOURCES-—Continuved : i :
..short run' to continue water supply and waste water treat-
ment programs - :

GENERAL PROGRAM STATEMENT . . .

The Secretary for Resources heads the Resources Agency Asa member
of the Governor’s cabinet the.Secretary is responsible for the manage-
ment; preservation, and enforcement of California’s natural, recreational,
and wildlife resources. The Resources Agency is composed of the
following departments and orgamzatlons

Conservation ‘California Conservation Corps
Fish and Game Energy Resources Conservation and
Forestry and Fire Protection .. Development Commission
Parks and Recreation - KR ' Santa Monica Mountains Conservancy
Boating and Waterways State Coastal Conservancy
Water Resources California Tahoe Consérvancy

.., Air Resources Board California Coastal Commission
State Lands Commission State Water Resources Control Board
Colorado River Board ™ =~ 7" Integrated Waste Managemént Board -

“In practice, the Air Resources Board, the Integrated Waste Manage-
ment Board, and the State Water Resources Control Board report to the
administratively established Environmental Affairs Agency, rather than
to the Resources Agency.

The Secretary also (1) serves as an ex-officio member of various
commissions and- conservancies, (2) administers the Environmental
License Plate Fund, and (3) issues the state’s guidelines for preparation
of environmental impact reports (EIRs) and designates the classes of
activities exempted from the preparation of EIRs.

The Secretary’s offrce has 19.5 personnel-years in the curr_ent year.

MAJOR ISSUES

~ There._is little room left in the Environmental License
Plate Fund and Public Resources Account for legis-
lative priorities if the Legislature approves. . the
Governor's spending proposals. In addition, the
park-related bond funds are depleted, leaving little
money available from thls source to start new park' :
pr0|ec’rs : ’

Little money is available to help water agencies
| comply wnth new federol drmkmg woter regula-
hons.
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OVERVIEW OF THE BUDGET REQUEST

The budget proposes the expenditure of $1,897,000 for the Secretary for
Resources in 1991-92. This is $287,000, or 13 percent, lower than estimated
current-year expendltures

The decrease is the net result of the following changes:

o An increase of $120,000 from the Environmental Enhancement and
Mitigation Demonstration Program Fund for the agency to review
grant applications submitted for the program.

e An increase of $127,000 from the Public Resources Account for
reimbursing the Departments of Water Resources and Fish and
Game to administer the San Joaquin River Management Program
established by Ch 1069/90 (AB 3603, Costa).

+ An unallocated trigger-related reduction of $40,000 proposed in lieu
of the reduction requxred by Ch 458/90 (AB 2348, Willie Brown).

o Increased salary savings of $51,000 for 1991-92. ‘

o A decrease of $400,000 due to the completion of funding for one-time
studies required by Ch 1241/89 (AB 1580, Willie Brown) to develop
and evaluate timberland wildlife management programs and mitiga-
tion measures.

The Governor’s Budget Summary (page 99) states that within a year
the administration intends to propose a reorganization of the Environ-
mental Affairs Agency into a California Environmental . Protection
Agency. The budget does not include any adjustments for this purpose.

ANALYSIS AND RECOMMENDATIONS

There are a variety of special and bond funds used to support the
departments, conservancies, boards, and programs that regulate and
manage the state’s environmental resources. In the following sections we
provide a brief description and status report for the major special funds
and bond funds supporting resources programs. For purposes of this
review, we divided the funds into two categories: (1) special funds and
park-related bonds and (2) bonds for water programs.

Special Funds and Park-Related Bonds

Based on our review of the status of major special funds and
park-related bond funds in the resources area, we conclude that, if the
Legislature approves the Governor’s spending proposals, there will be
little money available (1) in special funds for legislative priorities and
(2) in park-related bond funds to start new park projects.

Chart 1 summarizes the total available, the Governor’s expenditure
proposals, and the reserve balances available for selected special funds
and park-related bond funds. Below we discuss the status of individual
funds and our general comments.
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SECRETARY FOR RESOURCES—Continued

Selected Special and Bond Fund Conditions
Natural Resources and Environment
Based on Governor’s Budget
(in thousands)
' Est. Total  Governor's Proposal
Expenditures Available Total Fund
Fund 1990-91 199192 Spending Balance
SPECIAL FUNDS '
Special Account for Capital Outlay? $29,469 NA | $79,297 . NA
Outer Continental Shelf Lands Act, 2,985 NA 10,343 NA
Section 8(g) Revenue Fund® » :
Environmental License Plate Fund 36,385 | $30,726 23,608 $1,678
Transfers to the Habitat Conservation 2,342 NA 5,440 NA
Fund (HCF)
Public Resources Account, Cigarette and
Tobacco Products Surtax Fund (CTPSF):
Fish and wildlife habitat 21,819 | 15393°( 9,404 402°
Parks and recreation 24259 | 15393°| 10,387 506°
Transfers to the HCF 200 NA 10,087 NA
Habitat Conservation Fund:
Transter from the Unallocated Account, 13,658 13,268 13,268 --
CTPSF :
Transfers from other funds (16,342) NA | (17,027) NA
BOND FUNDS (by year)
Parklands Fund of 1984 _ $48,780 | $10,158 $6,840 $3,318
Fish and Wildlife Habitat Enhancement 3,310 2,771 1,250 1,521
Fund of 1984 ) ]
State Coastal Conservancy Fund of 1984 4,287 4,060 3,400 660
_Callifornia Wildlife, Coastal, and Park Land 65,479 58,025 36,202 .| 21,823
Conservation Fund.of 1988°¢ , ,
Wildlife and Natural Areas Conservation 7,770 16,782 5,050 11,732
Fund of 1988
Various park bond funds? 16,579 3,600 |. 2,937 663
Transfers to the HCF . (13,800) NA (1,400) NA
Totals, bond funds ‘ $1 46,1'35' $95,396° $55,679 $39,717°
8 Figures are for resources-related projects only.
LAO estimates.
C Figures are for the bond allocations subject to Budget Bill appropriation only.
State Beach, Park, Recreational and Historical Facilities Fund of 1974; State, Urban and Coastal Park
(1976 Bond) Fund; and Parklands Fund of 1980.
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Outer Continental Shelf Lands Act, Section 8(g) Revenue Fund,
Revenues to this fund come from royalties and other payments for oil and
gas recovered from submerged federal lands that are adjacent to
California. The revenue amount is determined by an agreement with the
federal government. These funds can be appropriated for any purpose.

The budget proposes expenditures totaling $10.3 million from Section
8(g) funds, all for a variety of resources programs. This is an increase of
$7.4 million above spending for resources programs in the current year.
The increase is due to (1) increases in revenue due to the terms of the
federal agreement and (2) deletion of one-time funding in the current-
year of $4.3 million for nonresources programs.

The budget proposes to transfer all of the remaining balance in the
fund, estimated at $13.9 million, to the General Fund. This amount is
similar to the amount transferred in the current year. Please see our
analysis of Item 9896 for additional discussion of the budget’s proposal for
" the use of Section 8(g) funds.

Public Resources Account, Cigarette and Tobacco Products Surtax
Fund. The Public Resources Account (PRA) receives 5 percent of the
revenue from the Cigarette and Tobacco Products Surtax Fund. Fifty
percent of the PRA funds must be used to support park and recreation
programs at the state or local level; the remaining 50 percent must be
used to support habitat programs and projects. -

Proposed expenditures from the PRA total $19.8 million. This is a
decrease of $26.2 million below spending in the current year. The
decrease is due primarily to (1) a decrease of $18 million in available
funds due to spending down reserves in the current year and (2) a
budget proposal to transfer $10.1 million to the Habitat Conservation
Fund (HCF) to implement Proposition 117, the California Wildlife
Protection Act of 1990. (Please see our analysis of Item 3640 for additional
discussion of the HCF.) Based on revenues and expenditures shown in
the budget, the fund would have a reserve of $908,000, or 2.9 percent of
1991-92 revenues, on June 30, 1992.

Environmental License Plate Fund, The Environmental License Plate
Fund (ELPF) derives its funding from the sale of personalized motor
vehicle license plates by the Department of Motor Vehicles. Funds from
the ELPF can be used for the following purposes:

1. Control and abatement of air pollution. :

2. Acquisition, preservation, and restoration of natural areas or ecolog-

ical reserves.

3. Environmental education.

4. Protection of nongame species and threatened and endangered

plants and animals.
5. Purchase of real property, consisting of sensitive natural areas, for
the state, local or regional park systems.
6. Reduction of the effects of soil erosion and the discharge of sediment
into the waters of the Lake Tahoe region.
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The budget proposes expenditures totaling $23.6 million from the
ELPF, a decrease of $12.8 million below current-year spending. The
reduction in spending is due primarily to (1) a decrease of $11.8 million
in available funds due to spending down reserves in the current year and
(2) a budget proposal to transfer $5.4 million to the HCF. The budget also
reflects proposals for legislation (1) to transfer $2.3 million to the HCF in
the current year in order to offset an HCF deficiency and (2) to forgive
a loan of $3.6 million from the ELPF to the Department of Fish and
Game. The loan payment is due in the current year. The budget shows a
reserve of $1.7 million, or 5.4 percent of 1991-92 revenues, on June 30,
1992.

Habitat Conservation Fund (HCF). This fund was created by Propo-
sition 117, the California Wildlife Protection Act of 1990. The fund is
guaranteed annual revenue of $30 million primarily to fund wildlife
habitat acquisitions and improvements. In order to support the required
annual expenditure level, Proposition 117 requires transfer of (1) 10
percent of funds from the Unallocated Account, Cigarette and Tobacco
Products Surtax Fund, and (2) additional funds from the General Fund to
total $30 million. Proposition 117 allows the Legislature to substitute for
the General Fund the transfer of other appropriate funds.

The transfers from the Unallocated Account to the HCF amount to
$13.7 million in the current year and $13.3 million in 1991-92. Conse-
quently, the amount that must be funded from the General Fund or other
funds was $16.3 million in the current year and will be $16.7 million in
1991-92.

In the current year, the Legislature funded the HCF by transferring
$13.8 million from existing bond appropriations and $200,000 from the
PRA. The budget assumes the enactment of legislation to transfer an
additional $2.3 million from the ELPF to cover HCF spending in the
current year. For 1991-92, the budget transfers only $1.4 million to the
HCF from bond funds. The 1991-92 budget primarily relies on the PRA
($10.1 million) and the ELPF ($5.4 million) to fund the HCF.

Park-Related Bonds. Park development projects and land acquisition
have traditionally been funded by various bonds passed by the voters
since 1964. Availability of bond funds has contributed to legislative
flexibility in funding its priorities during the past several years because
the Legislature has been able to free up funds in the ELPF and the PRA
by using bond funds to the greatest extent possible to fund  various
projects.

The budget proposes expenditures totaling $55.7 million from the
various park-related bond funds. This amount includes (1) $26.5 million
for the Department of Parks and Recreation, of which $15.4 million is for
ongoing projects and acquisitions, $11.5 million is for local assistance, and
only $533,000 is for new projects, and (2) $29.5 million for acquisitions and
ongoing projects of the various conservancies. In contrast, the budget
shows for the current year (1) spending of $146.1 million primarily for
major capital outlay ($98.7 million) and local assistance ($39.4 million),
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and (2) transfer of $13.8 million to the HCF. The reduction is due to
spending down available fund balances.

The budget reflects balances totaling $95.4 million at-the begmmng of
1991-92 and $39.7 million at the-end of 1991-92. Of the several bond funds
passed-by the voters, only the Parklands Fund of .1984, the California
‘Wildlife, Coastal and Park Land Conservation Fund of 1988, and the
Wildlife and Natural Areas Conservation Fund of 1988 have a substantial
amount of money available.. However, most of the money left in these
funds is earmarked for development in partlcular geographic areas and
for certain limited categories of projects..

Special Account for Capital Outlay. Funds for the Specxal Account for
Capital Outlay (SAFCO) are derived from tidelands oil revenues. Money
from SAFCO has been appropnated for programs in many areas of state
government.

The -budget - proposes expendltures totalmg $79 3 ‘million from the
SAFCO for resources programs. This is-an increase of $49.8 million above
current-year expenditures for resources programs from SAFCO. The
increase reflects increases in tidelands oil revenues. Please see our
-analyses of Item 9860 and Sectlon 11 50 for addltlonal dlscuss10n of
SAFCO spending. Y
" Summary: Little Speczal Fund Money st Avazlable for Legzslatwe
Priorities. Over the past several years the Legislature has been able to
use the PRA and ELPF to fund legislative priorities after funding the
Governor’s proposals. However, our review indicates that little money
will be available in either the ELPF or PRA to fund legislative priorities
in 1991-92 if the Legislature approves the Governor’s spending proposals.
This is due to séveral factors. First, there are more demands on these
funds. Specifically, the budget. proposes transfers totaling $15.5 million
from the ELPF and the PRA to the HCF to satisfy the requirements.of
Proposition 117. In addition, the budget proposes legislation to (1) forgive
the $3.6 million payment owed to the ELPF by the DFG and (2) transfer
$2.3 million from the ELPF to cover a deficiency in current-year funding
of the HCF. Second, bond funds that have been used to fund projects that
might: otherwise be funded from the ELPF and the PRA are depleted,
leaving the Legislature very little maneuverability to shift projects to the
bond funds to free up the ELPF or PRA for legislative priorities. -

No Money Available for New Park Projects. Due to tejection by the
voters of the California Park, Recreation: and Wildlife Enhancement Act
of 1990, and to depletion of existing bond funding sources, the Depart-
ment of Parks and Recreation-and the various state conservancies and
boards have little money available to start any new projects in 1991-92.
Any money available is earmarked for specific. types -of projects:and
specific geographical -areas. This problem is: mitigated to some degree
because under Proposition 117,:$30°'million dollars is available annually in
the HCF to fund a variety of habitat acquisitions. However, HCF funds'
(1) for the most part, cannot. be.used for park development and (2) are
fully scheduled in the Governor’s-Budget. ,
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SECRETARY FOR RESOURCES—Contmued
Water Bonds

Based on our review: of - bond fundmg for water programs, we
conclude that: (1) there is-very little money available to help water
agencies comply with new federal drmkmg water regulations and (2)
there are sufficient funds available in the short run to continue water
supply and waste wadter treatment programs.

There are several bond fund programs that provide loans-and grants to
local water agencies to enhance water quality ‘and water supply: Thesé
programs are (1) the safe drinking water-program, (2) water supply
programs, including programs . for. water conservation, groundwater
recharge program, and the water reclamatlon and (3) the waste water
treatment program. -

As indicated in Chart 2, the budget reﬂects expendltures totahng $190 2
million under. these programs. These: expendltures are;, pnmarlly for
grants and loans to local water agencies. - .

Chartz - o ‘
Selected Water Bond Fund Conditions o
Based on Governor s Budget IR B Y
1991-92 v
-(in thousands),: ...

‘ ' " Governor's Proposal
e o . “EstTotal. = “Total .- Fun
Fund . , .  "Avgilable . -Spending - .- . Balance :
California Safe Drinking Water Fund—safe L$123,787 |11 $39,093 | $84,694
dnnklngwater : i {EREATATCARE R NI DU
State CIeanWaterFund——watersupply L " 20,600 ° 14,369 6231
1984 State Clean’ Water Fund—wastewaterv Ul emm2 ) 65721 | 205991
treatment A U I
' 1986 Water Conservation andWaterQuahty | e24e0 .| 41379 |.. 5‘1,‘081x -
Fund—water supply N T I NS ]
1988 Clean Water and Water Reclamatlon | - 33188 | . 13856, f- 18,332
. Fund—water supply A 1 e
WaterConservatlon Fundof1988—water - 447092 | »1'5,‘807 S 28 385 .
supply e T b . '

- Totals : : K T $585939 $190 225 $395 714

Safe Drmkmg Water The budget reﬂects expendltures of $39 1
million in1991-92 and a balance of $84.7 million on June 30, 1992: The
Department of Water Resources (DWR) advises, however, 'that of this
balance it has-about $73 million in pending applications, thus it may have
as little as $12 million in unobligated:funds. In addition, the need for these
funds has recently increased. Specifically, as-of January. 1991, the federal
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Environmental Protection Agency (EPA) implemented stricter regula-.
tions that require treatment of all surface water through filtration and
disinfection before de11very Currently, many sources of surface drinking
water are not treated prior to delivery. The DWR staff estimate that the
state’s water systems will need from $500 million to $1. billion to comply
with these regulations.

~Furthermore, the Department of Health Service (DHS) mdlcates that
over the next few years the EPA will be adopting more drlnkmg water
regulations that will result in additional costs to the state’s water system.

Specifically, the EPA will be developing, among other requ1rements

regulations: (1) requiring groundwater that is used for drinking water to
be disinfected, (2) setting standards for the acceptable levels of radon in
drinking water, and (3) setting potentially more stringent standards for
trihalomethanes- and -other by-products of disinfecting: drinkingwater.

(Trihalomethanes are carcinogenic chemicals that are formed during the
. chlorination of drinking water.) The costs of the regulations are un-
known, becatise the EPA has not yét developed and completed all of
these regulations. However, the DHS indicates. that, depending on ‘the
final regulations ‘adopted by the EPA, it could cost California water
systems several billion dollars to comply with the new requ1rements '

The DWR staff indicate that if no addltlonal bond funds are made
available, many of the small water agencies and districts (ranging from
five to 200 service connections) will-have difficulties complying with the
regulations.

Water Supply. The budget reflects $85.4 mllhon in expendltures for a

variety of water supply programs. According to' ‘staff at the DWR and the
State Water Resources Control Board (SWRCBY, there is enough' bond
fundmg -available to continué’the existing 'water supply grant and loan
prografns in the short run. Staff further indicate that if no additional borid
funds are made ‘available m 1992 ‘a varlety of proposed projects will
probably be delayed.
" Waste Water Treatment. The budget mdlcates that the 1984 State
Cléan Water Fund, used to fund waste water tréatment projects, will
have a balance of $206 million at the end of 1991-92. This fund has
considerable money available because (1) between 1984 and 1989 it was
a revolving loan program that funneled all loan repayments back to theé
program and (2) local agencies have applied for grants under the other
clean water bond funds and have avoided asking for loans from ‘the 1984
Clean Water Fund. However, in 1989 the state began using some of the
money in this fund to meet the matchmg requirement for federal water
pollut1on control capitalization grants. The SWRCB "staff indicate that
approximately $140.6 million: is for projects considered to be in the
pipeline ‘and the remainitig $65.4 million ‘will be avallable to’ meet the
state’s matching requirement through 1994.
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.Governor’'s Office .

SECRETARY FOR YOUTH AND ADULT
CORRECTIONAL AGENCY ‘

Item 0550 from' the General

Fund - - - Budget p. LJE 24
Requested 1991-92............... s ssessseessrsssesssnsssesene $059,000
Estimated 1990-91 .......... et sttt sa e s e b bt " 976,000
O T S, 877,000

Requested decrease $17,000 ( —1.7 percent)

Total recommended reduction.........ooivveerieisinsrivenseissenens None

GENERAI. PROGRAM STATEMENT

The Secretary for the Youth and Adult Correctional Agency coordl-
nates the activities of and provides policy direction to the Departments
of Corrections and the Youth Authority, Board of Prison Terms, Youthful
Offender Parole Board, Board of Corrections, Prison Industry Authority,
and Narcotic Addict = Evaluation Authorlty The agency has 103
personnel -years in the current year.

ANALYSIS 'AND RECOMMENDATIONS-
We recommend approval

The budget proposes $959, OOO from the General Fund for support of
the Youth and Adult Correctional Agency in 1991-92. This is a decrease of
$17,000, or 1.7 percent, below estimated current-year expenditures. The
net decrease results primarily from an.unallocated trigger-related reduc-
tion of $32,000. This reduction is included.in the proposed budget for the
Youth and Adult Correctional Agency in lieu of the reduction that would
otherwise be made pursuant to Ch 458/90 (AB 2348, Willie Brown). The
unallocated reduction is partially offset by increases in staff salaries and
beneflts The budget proposes no increase in personnel-years in 1991-92.

Substance Abuse Coordinating Council Established. The agency
estabhshed a Substance Abuse Coordinating Council in the current year.
The council will prov1de substance abuse policy oversight for all of the
departments within the agency. In addition to agency staff, members of
the council include representatives of the Office of Criminal Justice
Planning, the Department of Drug and Alcohol Programs, and the
California State Sheriffs Association. In addition, the agency advises that
the council may play a role in the implementation-of Ch 1594/90 (SB
2000, Presley); which establishes local substance abuse community cor-
rectional centers. ‘ ' :
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OFFICE OF CALIFORNIA-MEXICO AFFAIRS
Item 0580 from the General

- Fund . .- Budget p. LJE 25
Requested 1991-92.......cviicnireccrnnnninnsssonsseeeresesenasensssesasssnns $293,000
Estimated 1990-91 ........cooivivrmniricnnneeiensesssnessesssssessesnes troreenanene - 290,000
Actual 1989-90 .......cvecviriririeneereneiieerenrnretesreesssesr s sssessenersossessonne : 283,000

Requested increase $3,000 (+1.0 percent) ‘
Total recommended reduction............cevvveivevennienesnenennnn, None

GENERAL PROGRAM STATEMENT

The Office of California-Mexico Affairs (OCMA), established by Chap-
ter 1197, Statutes of 1982 (AB 2716, Kapiloff), consolidated two previous
state agencies: the Commission of the Californias and the Southwest
Border Regional Conference. Chapter 1197 consolidated the purposes,
staff, and resources of the two predecessor agencies into two organiza-
tional units within OCMA.

The primary function of the 18-member Commission of the Californias
is the promotion of economic, cultural and educational relations with the
regional Mexican governments in Baja California and Baja California Sur.
The Governor serves as chair of the California delegation to the
commission; the Lieutenant Governor serves as vice-chair.

The OCMA provides staff support for California’s participation in the
U.S.-Mexico Border Governor’s Conference (formerly known as the
Southwest Border Regional Conference). The conference is composed of
the Governors of California, Texas, Arizona, and New Mexico, and
representatives of six Mexican border states. Its purpose is to promote
international - cooperation in economic, cultural, and env1ronmental
exchange across the U.S.-Mexico border.

The office has 3.5 personnel-years in the current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes General Fund expendltures of $293,000 to support
the activities of the OCMA in 199192, an increase of $3,000, or 1.0
percent, above the current year. The proposed increase is the difference
between additional personal services costs and an unallocated trigger-
related reduction of $2,000. This reduction is included in the proposed
budget for OCMA in lieu of the reduction that would otherwise be made
pursuant to Ch 458/ 90 (AB 2348, Willie Brown)
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CALIFORNIA STATE WORLD TRADE COMMISSION
Item 0585 from the General

Fund and various funds Budget p. LJE 26
Requested 1991-92...........ooviinecrcrnereninnnessessesissnsesmsmssressssssssiosesens $2,956,000
Estimated 1990-01 ..........ciiiicirieerenerrinerisnoseesessesesssssorssseion 2,955,000
Actual 1989-90 ..........cvveriierereeeeesnnernrene st e ssees 3,158,000

Requested increase $1,000 (+0.03 percent)

Total recommended reduction...........cevenirevcenrieressrenens 1,000,000
Estimated General Fund revenue gain from ,
TECOMMENAALION ....covivieieriereiestistsereresreserrestessressssssessssessessosess 1,000,000

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount
0585-001-001—Transfer to California State General ($2,103,000)
World Trade Commission Fund
0585-001-147—Transfer to California Export Unitary (1,000,000)
Finance Fund :
0585-001-981—Support . California State World Trade - 2,103,000
Commission
Statutory Appropriation—Support Export Finance 359,000
Statutory Appropriation—Support Export Promotion Account 494,000
Total $2,956,000
Analysis
SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS page

1. Export Loan Guarantee Funds. Delete Item 0585-001-147. 53
Recommend deletion of $1 million requested to fund loan
guarantees to exporters because the need for additional
funds has not been demonstrated. (Increased General Fund
transfer income resulting from recommendation equals §1
million.)

2. Export Loan Guarantee Program Objectives. Recommend 54
enactment of legislation to better define program objectives
so as to enhance program effectiveness.

GENERAL PROGRAM STATEMENT

The California State World Trade Commission has several responsibil-
ities in the area of international trade. These include (1) coordinating
activities designed toward expanding international trade; (2) addressing
policies that affect California’s ability to trade internationally; (3) pro-
viding research in international trade; (4) administering programs
designed to increase the availability of funds used to finance the overseas
sales of California products; and (5) coordinating meeting arrangements,
research and inquiries on behalf of foreign visitors who come to
California. The 15-member commission is composed of government and
business leaders, and is chaired by an appointee of the Governor. The
activities of the commission are supported by 27.2 personnel-years in the
current year.
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MAJOR ISSUES

Additional funding for export Ioon guarantees is
premature.

Export loan guarantee program goals need better
focus. |

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $2,956,000 from various
funds to support the programs of the commission during 1991-92. This
amount is $1,000, or 0.03 percent, above estimated current-year expend-
itures. This reflects a net decrease of $26,000 for operating expenses and
a net increase of $27,000 for salaries and benefits.

The budget proposes to transfer $1 million from the Unitary Fund to
the Export Finance Fund in order to fund additional export loan
guarantees. This amount is not reflected as an expenditure in the
commission’s budget, on the basis that it will be used to fund additional
loan guarantee reserves.

The Governor’s Budget includes an unallocated trigger-related reduc-
tion of $9,000 in funding for the commission. This reduction is included in
the proposed budget for the commission in lieu of the reduction that
would otherwise be made pursuant to Ch 458/90 (AB 2348, Willie
Brown).

Table 1 displays the personnel and funding levels for 1989-90 through

1991-92.
Table 1
California State World Trade Commission
Budget Summary
1989-90 through 1991-92
(dollars in thousands)

Change
Actual Est, Prop. . From 1990-91

Program 1989-90  1990-91 - 1991-92  Amount  Percent
State World Trade Commission ............. $2,104 $2,114 $2,130 $16 0.8%
Export Finance Office ....................... 1,054 841 835 —6 -0.7
Unallocated reduction ....................... — — -9 =9 ="

Totals. ..ot $3,158 $2,955 $2,956 $1 0.03%
Funding Sources ' »
General Fund ......................c...oeee. $2,040 382076 $2,103 $27 13%
Unitary Fund............................... — 1,000 1,000 — —
Export Finance Fund ........................ 566 —621 —641 ~20 —
Export Promotion Account................... 553 500 494 -6 12
California State World Trade Commission

Fund...........ccooovviviiiiiii -1 — —_ = —

Personnel-Years ........ovovvviiiinnniiiinens 23.2 272 212 —_ —_

* Not a meaningful figure.
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CALIFORNIA STATE WORLD TRADE COMMISSION—Continued
ANALYSIS AND RECOMMENDATIONS

California Export Finance Office

The California Export Finance Office (CEFO) a unit of the California
State World Trade Commission, was established in August of 1985 to
administer the California Export Finance Program. The program is
required to provide small- and medium-sized California exporters with
information, technical assistance, and financial assistance to expand their
employment and income opportunities. The program is intended to
overcome problems faced by those exporters in obtaining business loans
from private financial institutions. It does this by providing export loan
guarantees, which help exporters secure loans from financial institutions.
The CEFO is governed by the seven-member California Export Finance
Board (CEFB), which is composed of government and business leaders,
and is chaired by an appointee of the Governor.

Ezxport Loan Guarantee Financing. Guarantees are limited to 85
percent of the required financing, to a maximum amount of $500,000. The
guarantees may be used for the purchase of materials, services, and labor
to prepare for an export transaction (pre-shipment guarantee) or to
extend post-export payment terms to insured foreign buyers (post-
shipment guarantee). The maximum terms for repayment of pre-
shipment and post-shipment guarantees are one year and six months,
respectively. Combination guarantees (consisting of both pre- and post-
shipment) are limited to terms of 18 months. The average guarantee
term is nine months.

Guarantees are supported by the Export Finance Fund (EFF). The
EFF, a revolving fund, serves as collateral for the export guarantees. The
fund is continuously increased by  interest earnings and guarantee
application fees, and reduced for administrative expenses of the CEFO
and any defaults on guaranteed loans. As guarantees are approved, funds
are “reserved” from the EFF to cover potential defaults. Upon the
repayment of guaranteed loans, the reserved funds become available for
new guarantees.

By law, each dollar in the fund can support up to $4 in loan guarantees
(a 25 percent reserve ratio), subject to approval by the CEFB. Thus, the
average EFF balance of $5.8 million in the current year could support
average outstanding- guarantees of up to $23.2 million. However, the
CEFB currently requires the CEFO to reserve $1 for each $3.50 in
approved guarantees (a 29 percent reserve ratio). The CEFO asserts that
the 29 percent reserve ratio cannot be reduced to 25 percent because the
banking community would not continue to participate in the program if
this occurred. Using this logic, the EFF can support average outstanding
guarantees of only $20.3 million in the current year.

Loan Guaranitees. The CEFO has issued 262 loan guarantees to date to
small- and medium-sized exporters, at an average amount of $206,000.
Chart 1 displays the number of loan guarantees approved and the
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average loan guarantee amount by fiscal year. According to the CEFO,
these guarantees were primarily made to small business exporters for
pre- shlpment purposes.

Chart 1

California Export Finance Office

§ Average Loan Guarantee Amount And
Number of Guarantees On The Rlse

1985-86 through 1991-92

Avera e guarantee amount
ge g

per loan ] ,
Average guarantee ‘ — Number of g.uarantees - Numberof
amount(lnthousands) approved _guarantees
$3007 . r120 .

2501
2007
150

85-86 . 86-87 87-88 88-89° 89-90 . . 90-91  91-92
{est)  (prop.)

The CEFO also provides export insurance. coverage on guaranteed
loans through an insurance policy with the Foreign Credit Insurance
Association (FCIA). This insurance protects receivables agamst commer-
cial loss (buyer default or bankruptcy) and provides protection for
political risks (sovereign acts, war; currency restrlctlons)

Export Finance Loan: Guarunfee Funds Adequate For:Now -

We recommend deletion of $1 million in additional fundmg Jor
export loan guarantees because the need for increased funding has not
been demonstrated. (Delete Item 0585-001-147. Increased General Fund
transfer income resulting from recommendation equals $1 million.)

The budget proposes to transfer $1 million from the California Unitary
Fund to the EFF-in order to support additional loan guarantees in
1991-92. Aside from the question of whether these Unitary Fund monies
will actually be available for transfer in the ‘budget year (please see
discussion of this issue under Item 2225), we believe that the Legislature
should consider whether the funds are needed to meet antlclpated loan
guarantee levels for 1991-92. -

Status of Existing Funds. As discussed earlier, our review of the EFF
indicates that the existing fund balance, which will average $5.8 million in
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CALIFORNIA STATE WORLD TRADE COMMISSION-—Continuved < - o
1990-91; will provide :an average 'guarantee’ authority of $20.3'million in
1990-91. Based on the CEFO’s estimates of current activity, and assuming
that the prevailing trend in guarantee activity continues.throughout the
current year, this amount exceeds the average guarantee encumbrance
of $14.3 million by $6 million. These estimates indicate that, on average,
29 percent of the CEFO’s authority will remain unused in 1990-91

For the budget year; our review indicates that} he'CEFQ’s guarantee
authority will average $21:million without the proposed additional funds.
This amount would exceed ithe CEFQO’s: estimated average guarantee

"encumbrance of $19.8 million in the budget year by $1.2 million. These
estimates indicate that 6 percent of the CEFQ’s funds are’ expected to
remain unused in 1991-92.

Additional Funds not Needed. Our review indicates that there will be
sufficient guarantee authority for all anticipated guarantees in the budget
year without the additional $1 million requested. The existing funding
level also will be sufficient to meet.anticipated guarantee defaults of
$300,000, in addition to any unanticipated guarantee defaults of up to
$350,000. Because the CEFO is unable to demonstrate a need for funds
beyond those which are now available, we recommend that further
funding for the program await the identification of additional applicants.
If the need for additional guarantee authority. is demonstrated, the
program could reduce either the reserve ratio of the EFF-and/or the loan
guarantee percentage to increase the EFF’s leveraging ability.

Item 2225-001-147 of the Budget Bill proposes that all unappropriated
Unitary Fund revenues be transferred to the General Fund in 1991-92. By
decreasing the appropriation made in thisitem (0585) the transfer would
be automatically increased by. $1 million. :

éExporl Loan Guarantee Progrum Goals Need Better Focus

‘The objectwes of the Export Loan Guarantee Program, as reﬂected in
current practices, may limit program eﬂ'ectweness We recominend the
enactment of legislation to better define these objectwes

Chapter 1693, Statutes of 1984 (SB 1196, Vuich), requires the CEFO to
expand the employment and ‘income opportunities: for exporters by
‘providing actual and potential small- and medium-sized California ex-
porters with information, technical assistance, and financial assistance in
support of export transactions. However, the legislation does not other-
wise specify what objective the provision of these services is intended to
achieve. As aresult, program operations are conducted in a fashion which
seeks only. to maximize the number of loan guarantees provided.

_Our review indicates that the program could more effectxvely utilize
state funds by focusing attention on the following goals: . :

e Maximizing the number of program participants that graduate to
privatefinancing by developmg the skills necessary to obtain pnvate
export financing.

"o Maximizing the number of program part1c1pants, so-ds to: prov1de
better .dccess to program opportunities. . N
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As these goals ‘indicate, to more effectively utilize state ‘funds, the
program should be oriented towards assisting the maximum number of
exporters to ultimately obtain their own private financing. This can be
accomplished by efforts aimed at improving the credit-worthiness of
program participants, as well as by efforts to overcome the reluctance of
private financial institutions to rnake these loans.

.Our analysrs mdlcates that CEFO’s practices of making repetltlve and
concurrent-guarantees may be inconsistent with these goals.

Chapter 1424, Statutes of 1989 (SB 898, Vuich), authorizes the CEFO to
approve individual guarantees of up to $500,000. However, the statutes do
not prohibit the CEFO from approving more than one guarantee to any
individual applicant, nor do they appear to prohibit the CEFO from
approving multiple guarantees with concurrent terms for a single
applicant.

Should There Be a Limit on Repeat Guamntees’ Our review of the
program indicates that the CEFO allows program participants to reapply
to the program for an unlimited number of additional guarantees.
Information provided by the CEFO. shows that 51 of the 130 program
participants (39 percent of the exporters) received more than one
guarantee, with 3.4 loan. guarantees being the average. One program
participant has received 15 guarantees to date. The guarantees made to
these. “repeat” participants accounted for 69 percent of the number of
guarantees issued.

. According to the CEFOQ, repeat guarantees serve the program ’s
purposes_ because they result in increased export. sales. However, we
question whether it is an effective use of state funds for the CEFO to
allow program participants to receive an unlimited number of guaran-
tees, for the following reasons:

¢ Itis not clear that the practice results in these participants becoming
« able to independently obtain private financing.
.o The practice reduces the amount of fundmg avallable for other
potential program participants.

To use funds more effectively, we believe the CEFO should foctis more
of its efforts on helping existing program participants to obtain financing
without state funding. This practice would enable the program to assist
new applicants, and thus provide for a more equitable distribution of -
program resources. Accordingly, the Legislature should consider whether
a limit should be imposed upon the number of repeat guarantees made
to program participants. Another alternative would be to phase down the
loan guarantee percentage on repeat guarantees.

Are Concurrent Guarantees an Effective Use of State Funds? As noted
earlier, the CEFO allows program' participants to obtain multiple guar-
antees for concurrent loan terms. Of the 130 program participants, 17 (13
percent) reeceived multiple guarantees with: concurrent terms. Our
review of this practice indicates that it is an ineffective use of state funds
for the following reasons: :

o The practice reduces the resources available: for new applicants.
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- o ‘The practice results in guarantees toindividual exporters that exceed
the individual guarantee limit specified in Chapter 1693.

This limit was established to protect the state’s financial interests and to
ensure broad access to program opportunities. As a result of CEFO’s
practice of approving concurrent guarantees, state funds are placed at a
greater degree of risk with several outstanding guarantees than with only
one. Thus, these funds could instead be used i in a more effectlve manner
to assist new applicants. ;

Monitoring Needed to Measure Program Eﬂ'ectweness At this time,
the CEFO attempts to measure program performance by measuring the
total number of loan guarantees approved, the export sales generated,
and the estimated number of jobs created (based on export sales). In
addition, the program tracks the number of “assists,” which include
applicants that were able to obtain financing without receiving a loan
guarantee. Assists also are ¢onsidered to be directly responsible for the
generation of export sales ‘and the resulting -jobs. This method of
measuring program effectiveness, however, fails to identify the number
of exporters that were able to independently obtain private financing
subsequent to their participation in the program. It also fails to account
for ‘businesses- that would: have conducted some level of  exporting
activities without program technical assistance or loan guarantee support.

Our review indicates that the program should attempt to track the
performance of program participants at three points in time: (1) when
the guarantees are approved, (2) immediately after guaranteed loans
have been repaid, and (3) several months after repayment. Such surveys
could provide useful measurements to better evaluate program effectlve-
ness. Specifically, such surveys could be helpful in:

« Differentiating between applicants that were able to mdependently
obtain export financing following guarantee support, from those who
returned . to. the: program for -additienal support or discontinued
export-related activities altogether. . - ...

o Distinguishing between those apphcants that had already completed

_export transactions’ pI'lOI' to rece1v1ng an export guarantee from
.. first-time exporters.
e Measunng the level of export activity of participants prior to

. réceiving program assistance, to provide an accurate base to measure
any increases in export-related employment and income.

Momtormg program performance: through the use of surveys would
provide a better basis for assessing program effectiveness. At this time,
the program fails to survey the performance of program applicants. -

In order to improve the Export Loan Guarantee program’s effective-
ness, we recommend that legislation be enacted to.(1) better define the
objectives of the program, (2) require that the commission’s practices be
consistent' with these objectives, and (3) require the momtorlng of
program performance on an ongoing basis.
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Item 0650 from the General

Fund and various funds - : Budget p. LJE 30
Requested 1991-92.........oociiieeieineeereenesnsnesesssaeseassssssssens $5,383,000
Estimated 1990-91 ........ccccovmmivenneicnennnrerenieeeserenessssisesssssiesas 10,261,000
Actual 1989-90 ........coeirierrieecee e e s st esersaens 7,030,000

Requested decrease $4,878,000 (—47.5 percent)

Total recommended reduction............ccveereevrerireseeresenerersirnnas None

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund v Amount
0650-001-001—Support . General $4,492,000
0650-001-002—Support Property Acquisition Law Ac- 430,000
count
0650-001-890—Support Federal Trust 354,000
Reimbursements — 107,000
Total $5,383,000 .

GENERAL PROGRAM STATEMENT

The Governor’s Office of Planning and Research (OPR) assists the
Governor by conducting research and making policy recommendations
on a wide range of matters. In addition, it has statutory responsibilities
related to state and local land use issues, environmental and federal
project review procedures, and permit assistance.

The OPR has 81.5 personnel-years in the current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval,

The budget proposes the expenditure of $5.4 million (all funds) for
support of OPR in 1991-92. This is a decrease of $4.9 million, or 48 percent,
below estimated current-year expenditures. This decrease is primarily
the result of current-year expenditure of federal funds that were
appropriated to OPR in prior legislation. Specifically, OPR will expend
the remaining funds from the Local Jurisdiction Energy Assistance
Account ($823,000) and the Petroleum Violations Escrow Account ($4
million) in the current year. The budget also includes an unallocated
trigger-related reduction of $97,000. This reduction is included in the
proposed budget for the office in lieu of the reduction that would
otherwise be made pursuant to Ch 458/90 (AB 2348, Willie Brown).

Table 1 shows the budget for OPR by program and funding source for
1989-90 through 1991-92. L

Our review indicates that the proposed expenditures for the office are
reasonable.
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Table 1
Office of Planning and Research
Budget Summary
1989-90 through 1991-92
(dollars in thousands)

Percent
. Change
- Actual Estimated  Proposed From
Program 1989-90 1990-91 . 1991-92 1990-91
Education planning and policy .................. $472 $504 $503 . —02%
Local government affairs ........................ 846 989 991 02
Permit assistance.............cooiiiiiiiiiiiinnnn. 1,153 1218 . 1,213 —04
Energy extension service ........................ 2,355 5,138 354 -93.1
Community relations.............cooeviviiiiennn 783" 817 799 -2.2
Executive office and support services........... 1,421 1,595 1,620 1.6
Unallocated reduction ...............c.c.ovvnene — — —97 —
Totals:...ov i $7,030 $10,261 $5,383 —47.5%
Funding Sources
General Fund .........................0...coceee. 34,448 $4,586 $4492 -20%
Property Acquisition Law Account.............. — 430 430 —
Local Jurisdiction Energy Assistance Account
(federal-PVEA).............ccveeeiinnii 866 823 - —100.0
PVEA funds (federal) ........................... 1,298 4047 . — —100.0
Federal Trust Fund .............................. 260 268 354 32.1
Reimbursements........................c.oceuies 298 107 107 —

Personnel-Years ..........ccocoiiiiiiiiiiiiinens 75.1 81.5 79.5 -25%

* Not a meaningful figure.

OPR Support for New Cabinet Post

The Governor proposes the creation of a new cabinet-level position,
the Secretary for Child Development and Education. At the time' this
analysis was completed, the new secretary and her staff were located in
the OPR Office of Education Planning and Policy. The OPR advises that
this is a temporary situation until the formal plans for the new cabinet
post have been completed and that the future level of support which
OPR will provide the new agency is unknown at this time.

OFFICE OF EMERGENCY SERVICES
Item 0690 from the General

Fund and various other funds Budget p. LJE 35
REQUESE 1991-92....rocoeereeoresese et esees s eseresees rovies $191,602,000
Estimated 1990-91 ........cviicerienrenrrseesevesensesesessesesssessseses 213,250,000
Actual 1989-90 .........civiivieerieriee et sre e ene s rens 154,376,000

Requested decrease $21,648,000 (—10.2 percent)
Total recommended reducCtion..........ovvveveenvnecrinneneneeeenenns None




Ttem 0690 EXECUTIVE / 59

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount
0690-001-001—Support General $18,153,000
0690-001-014—Support Hazardous Waste Control Ac- 2,277,000
count ’
0690-001-029—Support : Nuclear Planning Assessment - 1,085,000
. Special Account
0690-001-890—Support Federal Trust 4,902,000
0690-101-001-—Local assistance General 38,574,000
0690-101-029—Local assistance
Fixed Nuclear Power Plant Planning Nuclear Planning Assessment 1,968,000
Special Account )
0690-101-890—Local assistance Federal Trust 96,413,000
Subtotal, Budget Bill Appropriations ‘ ($163,372,000)
Government Code Sections 8690.02, 86904, Disaster Administration Sup- $3,728,000
8690.5—Support port Account, Natural Disas-
: ter Assistance
Continuous Appropriation—Support State Assistance for Fire Equip- 100,000
) ment Account
Continuous Appropriation—Local assistance Public Facilities and Local 21,878,000

Agency Account, Natural Dis-
aster Assistance

Continuous Appropriation—Local assistance Street and:Highway Account, - 1,454,000
Natural Disaster Assistance

Reimbursements . 1,070,000

Total, All Funds ' $191,602,000

Analysis

SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS page
1. Disaster Assistance Costs for Loma Prieta Earthquake. The 62
administration’s latest estimates of state costs of the earth-

» quake and revenues generated by the quarter-cent sales tax
indicate that a shortfall exists of $176 million. Further,
recommend that Department of Finance and Office of
Emergency Services provide to the Legislature, prior to
budget hearings, revised estimates of the total cost of the
earthquake, and expenditures made to date, and expected
costs of other disasters that have already occurred.

2. Legislative Oversight. Recommend enactment of legislation 65
to reestablish the Legislature’s oversight function in the
state’s disaster assistance program. ‘

MAJOR ISSUES

There is a shortfall of $176 million between state
costs of the Loma Prieta Earthquake and the
revenues generated by the special quarter-cent
sales tax.

Legislation should be enacted to restore the Legis-
lature’s oversight function in the state’s disaster
assistance program.
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GENERAL PROGRAM STATEMENT

The Office of Emergency Services (OES) coordinates emergency
activities necessary to save lives and reduce losses from natural or other
disasters. These responsibilities are administered through four programs
— Mutual Aid Response, Plans and Preparedness, Disaster Assistance,
and Administration/Executive. -

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $191.6 million for support of
the OES and its programs, in 1991-92. This is $21.6 million, or 10 percent,
less than estimated expenditures in the current year.

The budget proposes expenditure of $89.2 million in state funds in
1991-92, which is $20.8 million, or 19 percent, less than estimated state
expenditures in the current year. The decrease in expenditures proposed
for 1991-92 is primarily due to decreases in disaster assistance expendi-
tures provided in the current year for the Loma Prieta earthquake.

The budget also includes an unallocated trigger-related reduction of
$394,000. This reduction is included in the proposed budget for the OES
in lieu of the reduction that would otherwise be made pursuant to Ch
458/90 (AB 2348, Willie Brown). _

Expenditures for OES support and local assistance are summarized in
Table 1.

L Table 1
Office of Emergency Services

Funding Sources

1989-90 through 1991-92
{dollars in thousands)

Percent
Change
: Actual Est Prop. From
Category/Source of Funds 1989-90 1990-91 1991-92 1990-91
State Operations .
General Fund......................o $18,306 . $21,528 $18,153 -15.7%
Federal Funds ............c.ooveiiiiiiiinns 4,335 5,743 4,902 -146
Hazardous Waste Control Account.......:.... 1,293 2,378 2,277 —42
Nuclear Planning Assessment Special Fund.. : 875 1,028 - 1,085 55
Natural Disaster Assistance Fund:

Disaster Administration Support Account ... 1,823* 71 3,728 —b
State Assistance for Fire Equipment.......... 35 100 100 -
Reimbursements........0.......ccoveeiiiiiinnn. 786 1,070 1,070 —

Subtotals ...........ooiniiiii ($27,453) ($32,618) . ($31,315) (—4.0%)
‘Local Assistance ] )
General Fund................oooiiiiii, $46,599 $129,101 $38,574 -70.1%
Federal Funds ..............c.oooiviiiiinn.ns 86,106 96,413 96,413 —
Nuclear Planning Assessment Special Ac-
COUNE. .. ettt e e vevereneiiranenans 1,078 1,866 1,968 5.5
Natural Disaster Assistance Fund: .
Public Facilities and Local Agency Disaster
Response Account™............cevvivninnnnns —8214 —48,787 21,878 —b
Street and Highway Account®............... 1,354 2,039 1,454 —28.7
Subtotals................ e '($126923)  ($180,632)  ($160,287) (—=11.3%)
Totals .. oeoviiniir i $154,376 $213,250 $191,602 -102%

A Includes transfers from the General Fund for expenses already counted in General Fund totals.
b Not a meaningful figure.
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It is important to note that the amount of disaster assistance budgeted
for 1991-92 is an estimate. The actual level of expenditure in the budget
year will depend on the cost. of repairing damage caused by natural
disasters.

As Table 1 illustrates, -the costs of state operations are proposed to
decrease by $1.3 million, or 4 percent. This slight decrease is primarily
due to changes in the General Fund and the Federal Trust Fund which,
in the current year, contain transfer amounts for. the support of cértain
disaster -administration accounts. The $20.3 million, or 11 percent, de-
crease in local assistance in 1991-92 reflects the difference between the
amount of disaster relief funds expended in the current year primarily for
the Loma Prieta earthquake and the amount that is budgeted for disaster
relief for that earthquake and other future disasters in the budget year.

Table 2 provides-a summary of OES expenditures and personnel by
program. The office has 273.7 personnel-years in the current year.

Table 2

* Office of Emergency Services
- Program Summary
1989-90 through 1991-92

(dollars in thousands) : o
: . Percent
) Change
Actual Est Prop. * From
“Program =~ : : 1989-90 1990-91 1991-92 1990-91
Fireand Rescue...........c.oovvviieiinnnnne. $2,660 $3,601 $3,351 =6.9%
Law Enforcement..............c.cococviiannnnn. 828 922 935 . 14
Emergency Communication Systems ........... 2,409 7,204 7,730 13
Plans and Preparedness................ic.c...h.. 41,231 1,795 1,807- 07
Earthquake Prepared‘ness ...................... . 3,401 3443 . 3,722 T8l
TrRAMIDE - v veee it aaaian 2,472 3,739 3,518 - =59
Hazardous Materlals and Radiological . .
o Planning ... 3,874 . 5961 6,041 1.3
Technical Assistance to Local Governments.... 1,630 1,685 1,725 24
Disaster AssiStance ...........oovvevvvreenannnnnns 137,393 184,900 163167 =118
Administration (distributed) .................... (1,805) -(2,038) (2,069) 15
Natural Disaster Reimbursements — Loma _ : ; -
Prieta ...oovoiiniiiiii e -1,522 —_ —_ —
Unallocated reduction .....................c...e. — _ —394 —
Totals............. et $154,376 -$213,250 $191602 —102%
Personnel-Years S : '
Fire and Rescue...........c.ooovvviiiiininnns 23.6 251 257 —
Law Enforcement..............c.c.oivviiiinnins 76 86 86 P
Emergency Communication Systems ........... 175 158 15.8 —
Plans and Preparedness..................ooeunis 154 232 232 —
Earthquake Preparedness........................ 215 35.3 34.6 -2.0%
Training .. ..ovenenireiriniiiie 26.5 342 342 —
Hazardous Materials and Radiological )

Planning .........ooiveieiiiiiiiiiinns 325 50.5 50.5 —
Technical Assistance to Local Governments.... 20.0 18.6 186 —
Disaster AsSistance ..........c.ovvievviiiiiiniiiens 38.1 29.0 34.9 20.3
Administration ..........c.ooiiiininnn 408 32.8 32.8 —

Totals. ..o 243.5 213.7 2789 1.9%

“ Not a meaningful figure.
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ANALYSIS AND RECOMMENDATIONS

- We recommend approval of the following program changes proposed
in the Governor’s Budget:

e Establishment of 17.1 limited-term positions and an iricreasé in
overtime services in the Disaster Assistance Division, to be funded

.. through a redirectiont of funds for consultant services.

« Transfer of $124,000 to the Office of Environmental Affairs from the
Hazardous Waste Control Account for support of its activities related
.to the federal Superfund Reauthorization Act of 1986 =

The lomu Prieta Ecrihquake '
Slgmﬁccnf Shortfall to. Meet Eaﬂhqucke Costs -

The administration’s latest estimates of state costs of the Loma Przeta
earthquake are $176 million higher than the revenues from the quarter-
cent sales tax.

Further, we recommend that przor to budget hearings, the Depart-
ment of Finance, in conjunction with the OES, provide to the Legisla-
ture (1) an update of the total estimated costs for the Loma Prieta
earthquake, by program and fund source, (2) the expenditures and
ericumbrances, to date, made towards these costs, and (3) a report of the
number and estimated costs of other disasters that have already
occurred for.which state disaster assistance will be needed in the
current and budget years. ;

In November 1989 the Governor called an Extraordmary Sess1on of the
Législature in order to enact legrslatlon that would address the losses
incurred by state and local agencies, as well as private citizens, due to the
October 17, 1989 Loma Prieta earthquake. In response to this action, 24
pieces of legnslatlon were enacted which established new disaster assist-
ance programs and which provided increased funding for various existing
prograrms.

Table 3 displays the administration’s estimates of costs assomated w1th
the Loma Prieta earthquake which were updated by the Department of
Finance (DOF) in December 1990. In addition, the table contains ﬁgures
which reflect (1) the expected revenues to the Disaster Relief Fund from
the temporary quarter-cent increase in the sales tax, enacted in Ch 13/89
(AB 48x, Areias) and Ch 14/89 (SB 33x, Mello), and (2) the projected
shortfall in meeting the costs for the earthquake. The quarter-cent
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increase ceased to be in effect on-December 31, 1990. -

. We estimated the shares of cost-between the: federal agencies and the
;stat_ef for -the public entities- and schools programs based on total cost
figures:provided by the DOF. According to the DOF, it was not possible
to. provide, extensive detail on the estimated total costs for the Loma
Prieta earthquake (or other state disasters) because (1) there are
difficulties involved. in tracking the Loma Prieta-related cost information
from the . various affected state. departments and (2) the OES has only
recently begun to develop an: automated system. for trackmg statewide
dlsaster assistance information. : ‘

- "Table 3:

Estlmated Total State and Fedéral Costs for the
. Loma Prieta Earthquake .
By Program and Fund Source ®
(dollars in millions)

Fund Source .
B R  State ' '
‘Program otr e (General Fund) Federal Funds " Total
Piblic entitiés .............. U A SRR $226.0 1 $505.8 - - 4731.8
Schools........ccooovvvinnin . 8.0. o178 25.8
.Highways, : 280.0 1,1900 = - 1,470.0
Individual and F amlly Grants Program (IFGP) .. 23.3 v — 933
Housing?...... T PRSPPI 134.0 — 1340
Small'business/agriculture. .................. vaen B £ | R — 70
Victims assistance............ T R SO ~-u0 1160 . C = - 1160
Parks...ooovviiiiiiiiiii e peieas veeeens L R B T —_— 15
Taxrelief........ooooveviiiiiiin, rersees ‘ 139.9 —_ 139.9
'Mlscellaneous state costs .................. Vieeeds 160 — 16.0
Totals............. FUTTI e E O -1 ¥ $1,713.6 $2,665.3 -
State Resources: : e ‘
‘Estimated revenues to the Disastér Relief Fund ©
.(quarter-cent sales tax)-..... I O - 87753

Surplus/Shortfall ....... e [T e —81764 -

*Based- on Department of Finance’s-estimates:-
b Includes costs for Board of Inquiry, administrative costs for:collection :of temporary sales tax, seismic
. studies, and ad)ustments made to total cost estimates by the Department of Finance.

As Table 3 indicates, the total costs to the state and federal govern-
ments: for. the Loma Prieta earthquake are estimated to be $2.7 billion.
Costs for public entities; (such as.state and local government buildings),
highways, housing, and tax relief programs are among the largest
components, making up 93 percent of the total costs. The state’s share of
the earthquake-related costs is-$952 million, while the remaining $1.7 bil-
lion will be supported by federal funds. As the table indicates, the DOF
estimates that projected total revenues from the increase in the sales tax
will be $775 million, leavmg a shortfall of $176 million to meet estlmated
state COsts, « »

Cons:derchons for the Budget Year and- Beyond

- The 1991-92 Governor’s Budget includes $641 million from the- General
Fund: and federal funds for the support of various programs with costs
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related to the Loma Prieta earthquake. Some of these expendltures
would be offset by transfers from the Disaster Relief Fund, which accrued
its revenues from the temporary quarter-cent increase in the sales tax.
- Shortfall in Meeting Earthquake Costs. Given the magnitude of the
share of costs for the Loma Prieta earthquake which are borne by the
state, a shortfall of approximately $176 million would result, as indicated
in Table 3. The DOF indicates that it may propose to pay for the costs of
rebuilding state buildings through a combmatlon of bond ﬁnancmg ‘and
federal reimbursements.

It is important to note that DOF has excluded from the December 1990
revised estimate, (1) the costs for repairing historical buildings (approx-
imately $100 million), which the Federal Emergency Management
Agency (FEMA) has indicated it tnay elect not to cover, and (2) the costs
for highway bridge seismic retrofit projects (estimated at $1.1 billion),
which DOF does not consider a true cost of the Loma Prieta earthquake.

Unresolved Issues Relating to Disaster Assistance. The state’s re-
sponse to the Loma Prieta earthquake has raised several issues for the
Legislature to consider. We discuss these issues below.

How Will the Shortfall be Met? The DOF indicates that it expects the
impact of the shortfall to be felt in 7992-93, and therefore has not
formulated proposals for addressing it in the 1991-92 Governor’s Budget.
Nevertheless, there is little doubt that a shortfall will exist that will most
likely have to be funded from the General Fund.

Differing Opinions Regarding Assistance to Nonprofit Organiza-
tions. Chapter 23, Statutes of 1989 (SB 38x, Petris), and Ch 24/89 (AB 35x,
Cortese), which were enacted durmg the Extraordinary Session, broad-
ened the definition of “local agency” for purposes of disaster assistance to
include county offices of education, community college: districts, and
specified private nonprofit organizations. The OES indicates that it has
received numerous legal opinions regarding the legality of using public
disaster assistance funds to support repairs of earthquake damage to the
facilities of certain nonprofit organizations, such as private universities
and hospitals. According to the OES, resolution of this issue could affect
(1) the state’s current liability for the Loma Prieta earthquake and (2)
the state’s past support of nonprofit organizations (in the event that the
state must rescind actions on disaster assistance provided in prior
disasters). To the extent that certain nonprofit organizations become
ineligible for state disaster assistance, this could reduce the state’s liability
for Loma Prieta and subsequent disasters. ‘

" Assistance for Other State Disasters. In addition to the costs estimated
for the Loma Prieta earthquake, the state must also consider the costs
related to several other disasters, which have already occurred, such as
the recent crop freezes in the central valley and the Santa Barbara fires
(spring 1990). The OES reports that, on average, there is a major disaster
within the state every eight months for which disaster assistance must be
provided. While the department could not provide us with specific
figures at the time this analysis was completed, it is important to consider
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that the state’s share of the costs for these disasters are borne entirely by
the General Fund. We expect the department will have better cost
information on these disasters prior to budget hearings.

Administration Should Provide Additional Information to Legisla-
ture. Because of the concerns outlined above regarding the tracking of
cost information related to the Loma Prieta earthquake, specifically, and
to state natural disasters, in general, we recommend that, prior to budget
hearings, the DOF, in conjunction with the OES, provide to the
Legislature (1) an update on estimated costs of the earthquake, by
program and fund source, (2) data on expenditure and encumbrances, to
date, to meet these costs, and (3) a report of the number and estimated
costs of other disasters that have already occurred for which state disaster
assistance will be needed in the current and budget years.

Legisiative Involvement Needed in Disaster Assistance

We recommend that legislation be enacted to reestablish the Legis-
lature’s oversight function in the state’s disaster assistance program.

Background. Immediately following the occurrence of a natural
disaster, the state begins its response activities. These activities generally
include emergency protective measures for the preservation of life or
property, or activities that are necessary for the resumption of regular
state and local government operations and services. Following the
response activities, the state begins recovery activities. These activities
generally involve major reconstruction or restoration of fac111t1es and
infrastructure which may take many months or years.

During the 1989 Extraordinary Session, the Legislature enacted
Ch 1/89 (AB42x, Vasconcellos) and Ch 2/89 (SB 1x, Mello). These
measures removed the Legislature from an important part of the disaster
assistance process by granting complete authority to the Director of
Finance to transfer monies from the General Fund for disaster response
and recovery activities, without legislative review. Prior to the 1989
Extraordinary Session, the law required that the Legislature be notified
before transfers to the various disaster assistance accounts could be made.
This notification period allowed the Legislature to review the proposed
uses of state funds, thereby providing the opportunity to (1) determine
the priority of certain expenditures and (2) track the costs for disaster
assistance programs.

Legislative Oversight. Our analysis indicates that legislative involve-
ment and oversight is particularly important because, although the state
plays a major role in disaster assistance to individuals, businesses, and
local entities, the state has no clearly defined policy governing the extent
of this assistance. No policy exists, for example, regarding an acceptable
or desired level of recovery and restoration after a natural disaster that
will be borne by the state versus individuals and businesses. In addition,
no single agency has the leadership role in establishing priorities or
setting guidelines for state and local agencies regarding recovery activi-
ties. Instead, each agency, operating independently, has responsibility for
specific activities following a disaster. '
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Following the Loma Prieta earthquake, which resulted in such high
costs to the state and requires a significant recovery period, the need to
reexamine the state’s policy is clear. Legislative involvement is critical in
determining (1) the level of disaster assistance that the state can feasibly
support for large disasters and (2) the priorities among the various
disaster assistance programs to-appropriately meet the needs of the state.

The administration maintains a position regarding state disaster assist-
ance that stresses the importance of providing such assistance as quickly
as possible following a disaster, particularly one of the magnitude of the
Loma Prieta earthquake. According to the administration, allowing the
Director of Finance to make transfers to the disaster assistance accounts
without delay is crucial to the state’s ability to meet emergency response
needs.

While we do not disagree with the importance of meeting the state’s

obligations for disaster response activities expeditiously, we believe that
legislative oversight and priority setting is essential, particularly in the
mechanism for supporting ongoing disaster recovery measures for ex-
traordinarily large disasters. For example, the response phase of the Loma
Prieta earthquake was completed several months after the October 1989
disaster. The state, however, is continuing its recovery activities without
the Legislature’s involvement in setting priorities for the use of limited
funds. The administration has sole authority to set priorities regarding
financial assistance among housing programs, transportation programs,
and nonprofit organizations, among others.
. Recommendation. In order to ensure that the state’s disaster assistance
programs are directed to the highest priority activities, we recommend
that legislation be enacted to reestablish the Legislature’s oversight
function in the provision of disaster assistance, particularly for disasters
with recovery periods that are anticipated to extend for long periods of
time and result in extraordinarily significant costs.

USES OF THE DISASTER RELIEF FUND

Item 0695 from the Disaster .
Relief Fund Budget p. LJE 44

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes language that would allow the Disaster Relief
Fund to be used to reimburse the General Fund for tax revenue losses
incurred as a result of the Loma Prieta earthquake. The Department of
Finance estimates this amount at $12.5 million in the budget year.

Chapter 13, Statutes of 1989 (AB 48x, Areias), and Ch 14/89 (SB 33x,
Mello), enacted during the November 1989 Extraordinary Session, estab-
lished the Disaster Relief Fund. Revenue to this fund accrued from a
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quarter-cent increase in sales taxes that was effective for 13 months.
During the session, the Legislature also enacted legislation to allow
individual and corporate taxpayers to carry forward all of their excess
casualty and operating losses related to the earthquake for up to five
years, with one-half of any remaining excess losses deductible over the
subsequent 10 years. In addition, corporations, as well as individuals,
could carry back their losses to the prior year.

Our analysis indicates that the proposed language is consistent with
similar language adopted by the Legislature in the 1990 Budget Act.

OFFICE OF THE LIEUTENANT GOVERNOR
Item 0750 from the General

Fund Budget p. LJE 47
Requested 1991-92...........cccviiennnneriiincscrmssssssssssssssssesessossens 1,697,000
Estimated 1990-91 ...t et sneenes 1,670,000
ACEUAL 1989-90 .....ocvvrivrieririnnneeees e e st esseesbosiaesis 1,657,000

Requested increase $27, 000 (+1.6 percent) :
Total recommended reduction..............ccvevevireerernvereresiseressensennne None

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount
0750-001-001—Support General $1,627,000
Reimbursements - 70,000

Total © 7 $1,697,000

GENERAL PROGRAM STATEMENT

The Lieutenant Governor assumes the responsibilities of chief execu-
tive in the absence of the Governor. He also serves as the presiding
officer of the Senate, voting only in the case of a tie vote. In addition, the
Lieutenant Governor serves on numerous comrnissions and boards, and
performs special tasks as assigned by the Governor.

The Lieutenant Governor’s Office has 25.5 personnel-years in the
current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes total expenditures of $1,697,000 for the support of
the Lieutenant Governor’s Office during 1991-92. This amount, which
includes $1,627,000 from the General Fund and $70,000 from reimburse-
ments, is an increase of $27,000, or 1.6 percent, over estimated current-
year expenditures. The proposed increase is the difference between
increased personal services costs and an unallocated trigger-related
reduction of $14,000. This reduction is included in the proposed budget
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for the Lieutenant Governor’s Office in lieu of the reduction that would
otherwise be made pursuant to Ch 458/90 (AB 2348, Willie Brown).

DEPARTMENT OF JUSTICE

Ttem 0820 from the General
Fund and various funds

Item 0820

Budget p. LJE 48

Requested 1991-92..........ocovvccecnnenennenrnerereeessnsessesessssesesesessasasnens
Estimated 1990-91 .......occoviierinvineerennsieeesnsivesessas ievereeereresrener
ActUa] 198990 .......cviirreiriercererercrerersseeesnssesessnisessessessessenes

Requested decrease $5,884,000 (

—2.0 percent)

$285,586,000
291,470,000
265,329,000

Recommended: current-year reduction 1,000,000

Recommended budget-year reduction............. 400,000

Total recommended reduction..........cvvreevevrvnveeeseresereivnrenes 1,400,000

Recommendation pending ...........ueveinneevrcsrsrnesrssesssessenens 1,373,000

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount

0820-001-001—Support General $177,766,000

0820-001-012—Antitrust Attorney General’s Antitrust 486,000
Account, General )

0820-001-014—Toxic substance Hazardous Waste Control 1,759,000
Account, General g

0820-001-017—Fingerprints Fingerprint Fees, General 17,514,000

0820-001-044—Data center support Motor Vehicle Account, State 16,446,000
Transportation .

0820-001-455—Toxic substance Hazardous Substance Account, 1,328,000
General

0820-001-460—Handgun control Dealers’ Record of Sale Special 5,767,000

‘ Account, General

0820-001-469—Law enforcement Narcotics Assistance and Relin- 529,000

quishment by Criminai
; Offender, General :
0820-001-477—Gaming registration Gaming Registration Fee 296,000
, Account, General o

0820-001-890—Support Federal Trust 10,141,000

0820-001-942—Support Federal Asset Forfeiture 1,765,000
Account, Special Deposit

0820-011-012—Antitrust Transfer from Antitrust (600,000)
Account, General Fund

0820-011-942—Support State Asset Forfeiture Account, 340,000
Special Deposit

0820-101~001—Local assistance General 592,000

Political Reform Act (Itemn 8640—001-001) — 229,000

Reimbursements — _ 50,628,000

Total
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‘ o woat e Y Analysis
SUMMARY OF MAIJOR FINDINGS AND RECOMMENDATIONS . page
1.. Civil Law Reduction. Recommend the Department of Jus- 72
.tice (DOJ) .report to the: fiscal committees on (a) projected
legal services still required by state agencies that have had
services reduced and (b) plans to absorb additional reduc- _
tions in 1991-92. Further recommend that during budget -.
heanngs fiscal committees review departments plans to
‘meet legal service needs. . e
- 2. Medical Board and Toxics Legal Serv1ces Wlthhold recome T4 ...
mendation on: (a) $573,000 in reimbursements for specified
legal services:provided on behalf of the Medical Board-and ' - - -
(b) $800,000 from special.funds for services on behalf.of , .=
Department of Health Services, pendmg recelpt of addl-.;
tional; specified workload information.: - . - SN
3. Crack Down Task Force Program. Reduce Item 0820-001- 75
001 by $400,000 and Add Reversion Item to Budget Bill to . .
Revert $1 Million in Current Year. Recommerid the DOJ : /
revert savings from reduced lease costs to the General Fund.
4. Assault Weapons Registration. Recommend the department 77
report to the fiscal committees during budget hearings on
the implementation of the assault weapons registration
program. R

GENERAL PROGRAM STATEMENT

Under the direction of the Attorney General, the Department of
Justice (DOJ) enforces. state laws, provides legal services to state and
local agencies, and provides support services to local law enforcement
agencies. Its functions presently are carried out through six programs =
Executive and Administration, Executive Programs, Civil Law, Cnmmal
Law, Public Rights, and Law Enforcement.

The department’s legal programs are carried out in three d1v1510ns The
Civil Law Division provides legal representation for most state agencies,
boards, and commissions. The Criminal Law Division represents the state
in all criminal matters before the Supreme Court and courts of appeal.
The Public Rights Division provides legal services in the:areas of civil
rights and charitable trust, natural resources, environmental law, anti-
trust, land law, and consumer law.

The department’s largest program is law enforcement support It (1)
provxdes investigative assistance -and training to local law enforcement
agencies, (2) suppresses traffic in narcotics, (3) operates a' system of
criminalistics laboratories throughout the state, (4) maintains centralized
criminal history records and fingerprint files, and (5) operates a 24-hour-
a-day communications center which provides criminal record informa-
tion to law enforcement agencies throughout the state.

The department has a total of 3,893 personnel-years in the current year.
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OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $285.6 million from the
General Fund, various special funds, federal funds, and reimbursements
for the DOJ in 1991-92. This is $5.9 mllhon or’ 2 percent less than.
estimated current-year expenditures. ~

The proposed General Fund appropriations’ for the department in
1991-92 total $178.6 million. This is a decrease of $5.9 million, or 3 percent,
below estimated current-year expenditures. The Governor’s Budget
includes an unallocated trigger-related reduction of $3.6 million in
funding for the department. This reduction is included in the proposed
budget for the department in lieu of the reduction that would otherwise
be made pursuant to Ch 458/90 (AB 2348, Willie Brown).

The principal budget-year requests are workload adjustments to sup-
port legal services in the Public Rights and Civil Law Divisions and
fingerprint applicant and arrest report programs, and (2) an augmenta-
tion to the Bureau of Narcotic Enforcement.

Table 1 summarizes the department’s spending program for 1991-92, by
funding source. Table 2 presents a summary of the department s total
expenditures, by program. O :

Table 1 :
Department of Justice

Funding Source Summary

1989-90 through 1991-92

{dollars in thousands)

* Percent
. Change
' : Actual Est. Prop. ~  ‘Fiom
Funding Source 198990 1990:91 - - 1991-92 . 1990-91°
General Fund ......cc.oovvivnviinnnn i, $177,378 - $184,577 * $178,358 0 =34%
Attorney General’s Anti-Trust Account ..... e 417 481 . .- :486 =10
Hazaradous Waste Control Account...... creeens 1,119 © L6l - LT59 515
Fingerprint Fees Account .............0......... 15,040 17911 17514 —-22
Motor Vehicle Account (State Transportahon o B
Fund) .o.ooooiiinniniii i . 15,498 16,323 16,446 .. 08
Hazardous Substance Account................... 1,607 . 1,651 1,328 —19.6
Dealers’ Record of Sale Account ................ 1,250 . 6681 - 5767 137
NARCO Fund Account .....................i... : 505 521 529 15
Gaming Registration Account ..... v o296 G293 298 10 -
Federal Trust Fund-............... iereenenaa 10,680 - .- 9787 . 10,141 . 36
Federal Asset Forfeiture Account, Special . -
Deposit Fund..........ccooevvininienannn.. 2,575 2,137 1,765 - -174
State Asset Forfeiture Account, Special : o DA
Deposit Fund...... SO SRS 43 1,482 340 . =711
Reimbursements .....;....ioovvieeiiioaniiiine., 238,230 . 48465 50,628 - 45
Natural Disaster Reimbursements — Loma ) . : )
Prieta Earthquake..............cocoeeuinnn.s 303 R — ) -_
Political Reform Act®.......... e e ~. " (340) (224) 299 2.2
Total Funding. ..............iveeci'ioueennnn. NS 940 gS5E —20%

“ Amounts in parentheses for 1989-90 and 1990-91 are mcluded in the General Fund amount shown in the
first line of the table. . .
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Table 2. .
Department of Justice -
" Budget Summary
198990 through 1991-92
(dollars in thousands)

Expenditures -
Personnel—)’ears Percent
- K Change
. - L ; Actual  Est. Prop. -Actual =~ Est. - Prop.  From
Progmm 196990  1990-91 . 1991-92  1989-90 .1990-91 1991-92 1990-91
Executrve/Admrmstratlon ceeeeee 6700 6887 6790 ($46084) ($50.859) ($53,026)  43%
cee. 523 454 451 5795 6,102 6,182 13

Executive programs

Civil' Law .. 2891 ° 2741 2700~ 38622 39872 39021 < -21

Criminal Law. ..o i 4360 4211 4265 45035 46608 41550 20
Public Rights ...................... 1866 1656 1693 2245 92169 23094 42
Law Enforcement.................. 2006 9285 23590 152 U668 I3 -9
Unallocated reduction.. ....oei o o o o = o o= — =" 3584 P
Tl i 36546 38804 3069 NSO SNLATO NS5  —20%

“Amounts in- parentheses aré drstnbuted to-other programs
Not a meamngful figure. .. 3
, . : Table 3

e Department of Justice
Proposed 1991-82 Budget Changes
{dollars in.thousands) - RIS

- General..  Special . Federal Reimburse-
Fund®  -Funds®. Funds  ments Total

1990-91 Expendltures (Revrsed) ............. $184,577 $48641  $9,787 - $48465 . $291470
Workload Adjustments - : o : B
Criminal fingerprint evaluation........... - 1,656 4 — - - 1,656
_Optical character reader ...... Veeveriees o= o L0140 0 = — 1,014
Applicant fingerprint evaluation........... e 890 — = 590
__-Natural resources litigation................ — - - 338 338
~ Environment toxics litigation....... e [ 1,159 - R 1,159
- Blood alcohol testing . .......... -— G = 300 300
Subtotals ............. JROUTE RO PO ($184577) ($53,060) ($9,787) " (§49,103)  ($296,527)
Cost Adjustments . .~ - : . . : ERNE e
_~ One-time cost reductions...........: S —$986 —$6,771 C— . —$214 —$7971
Limited-term programs.. ... eo=2260 2129 - —4,389
_ Employee compensation........ . v 3439 57, 18 0 TI0 4921
Pro rata/SWCAP adjustments.’ ... : - 51 169 — 220
‘Full-year cost of Ch 9/90° (AB 497) veveied - 948 - 7 — = 948
- SPU base adjustment ....2..oveveneininiion o132 —_ - —_ 132
.. Other base adjustments.. : =24 . = . = — 224
_Expiring legislation ........:.. Ceenseeneees . 3493, 285 — - -3,778
Cal-ID central expansron base adjust- 7 T T ' o
TINENL L. e 98 - 829 = ok 1815
Unallocated reduchon ......... CPUR: . =3584 - — o — . 3584
Subtotals ... e (=$5990)  (—$6,830)  ($354) (§556) (—$11910)
Program Adjustments - " . d SR : AT R
Narcotics enforcement augementatron Lo— - = 396 396
" Medical quality enforcement .............. - =, — 573 573
Subtotals .. ...veeirneriirierieeaies (=) (=) (=) . _($969) ($969)
1991-92 Expenditures (Proposed) ........... $178587 $46230 - $10,141 - $50,628  $285,586
Changes from 1990-91 o . o -
Amount.............. SUUR s _$5.9% —$2411 $354  §2163  —$5.884

E Percentage...‘...'.Q;......i ..... Voo —32% —50% 36%  45%  -20%

'"Includes amounts appropnated for the Polltlcal Reform Act
bIncludes special accounts in the General Fund.

4—81518
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Table 3 identifies (by funding source) the changes in the department’s
expenditure levels proposed for 1991 92 ‘

ANAI.YSIS AND RECOMMENDA’I’IONS
LEGAL DIVISIONS

* For 1991-92, the ‘department’s legal divisions (which include executive
programs, ClVll law, criminal law, and public rights), request a net
decrease of $1.1 million under estimated current-year expendltures
Workload  increases ‘total approximately $1.5 million. This increase is
offset by one- tlme cost reductions and expiration of limited-term posx-
tions. ~

Reduciion in Civﬁ Law Program Could Result in Greater Costs to 'Stcte

© We recommend that the DOJ report to the Legislature’s fiscal
committees on (1) the pro_;ected legal services still required by state
agencies that have had services reduced in the current year-and (2) its
plan to absorb additional reductions in the budget year. We further
recommend that during budget hearmgs the fiscal committees review
the department’s plans to meet legal service needs.

The 1990 Budget Act included an unallocated reduction of $1.6 million
to the department’s Civil Law Division. The Governor’s Budget requests
an additional reduction of $1.7 million, or 11 percent in the budget year,
for support of the division. -

The Civil Law Division provides legal services to most state agenc1es
and Constitutional Officers. The department’s General Fund appropria-
tion supports legal services for other state agencies that are primarily
supported by the General Fund. Agencies that are supported by spec1al
funds reimburse the department for legal services.

Current-Year Reduction in Services. As a result of the reduction in the
current yeéar, the department was unable to provide the same level of
legal support services to state agency clients that it had provided
previously. The Attorney General established a revised expenditure plan -
that called for elimination of all services to some clients and a reduction
in services to others. Table 4 identifies the state departments that have
been affected in the current year, the total attorney hours provided by
the DOJ ‘p‘rior to the reduction, the hours reduced in the current year,
and the savings resulting from these reductions. Estimates of savings are
based on the DQOJ’s rate of $75.40 per hour for attorney services.:

Plans for the Budget Year. The department has not determmed how
it will absorb its department-w1de $3.6 million unallocated trigger-related
reduction, although it is likely that fundmg for the Civil Law Division
would be reduced. Thus, legal services for state agencies could be
‘reduced even further. -

The Department of Corrections requests an augmentation of $146,000

to its budget for 1991-92 for additional legal services. The Governor’s
Budget does not request additional funds for legal services in any of the
other departments shown in Table 4. Presumably, the other departments
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will absorb the loss of services and extra costs within existing budgets in
both the current and the budget years.

Table 4

Department of Justice
Legal Service Reductions

1990-91 .
Estimated Base Attorney Estimated

Attorney Hours Dollar

Department : Hours " Reduced Savings
California State University.................c..c.uieee 13,722 9,289 $700,391
(60 3 (=110 1 TP - 21,200 8,176 616,471
Youth Authority........c.oooveviiiiiiiiiiiniianen, 2,750 861 64,919
Judicial Council and Courts of Appeal.............. 783 783 59,038
Parks and Recreation ..........c.ccovvveiiiveiinnnen. 1,000 ' 470 35,438
| 20 (2 4 o P ST . 700 . 470 35,438
Secretary of State .........ccoevviiineriiiiiieiiniiins 600 313 23,600
Education ..........cocooivviiiiii 235 ‘ 235 17,119
Industrial Relations ...........ccocoovvviniiiinninanns 2,000 235 C17,N9
Board of Equalization.............................. . 235 235 17,719
Other ... - 500 - 235 17,719
Total. .ot e 43,725 21,302 $1,606,171

Source: Department of Justice

Analyst’s Concerns. It is quite possible that some of the reductions in
legal services would have little or no adverse impact on state programs
and costs. However, we are concerned about the loss of legal services for
two reasons.

First, loss of legal services provided by the DOJ may result in state
agencies having to hire more expensive private legal services. These
services may be more costly to the state because private firms that are
hired on an hourly basis are likely to charge higher hourly rates and have
a greater incentive to prolong the time it takes to complete a case. These
additional state costs could outweigh the current- and budget-year
savings to the DQJ.

Second, state agencies may receive inconsistent legal advice. Other
providers of legal services may not have a history of litigating on behalf
of the state, and may take an approach to such cases that may not be
comparable to the DOJ’s approach in terms of expediency and cost-
effectiveness. These conditions could result in a lack of consistency in the
state’s position in similarly litigated matters. These consequences would
also result in higher costs to the state in the long run:

. Given our concern regarding the potential for higher long-run costs to
the state resulting from the decrease in Attorney General legal services
to state agencies, we recommend that the DOJ provide the Legislature’s
fiscal committees with an estimate of the projected, need for legal services
to state agencies that have received a reduction in such services in the
current year. In addition, we recommend that the DOJ outline its plan to
absorb additional reductions in the Civil Law Division in the budget year.
Finally, we recommend that during budget hearings the fiscal commit-
tees review the department’s plans to meet legal service needs. .
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Additional Information Needed on Legal Service Requests for Medical
Board and Toxics Programs

We withhold recommendation on requests for additional staff to
handle legal work on behalf of the Medical Board ($573,000 in
reimbursements) and the Department of Health Services (DHS)
($800,000 from the Hazardous Waste Control Account and the Hazard-
ous Substance Account), pending receipt of additional, specified work-
load information from the DOJ.

The department requests $573,000 in reimbursements for 5 attorney
positions and 3.2 stenographers for the new Health Quality Enforcement
Section to provide legal services on behalf of the Medical Board. In
addition, the department requests $800,000 from the Hazardous Waste
Control Account and the Hazardous Substance Account for 5 attorney
positions, 1 paralegal, and 4.2 stenographers to provide legal services on
behalf of the DHS.

Legal Services for the Medical Board. The Health Quality Enforce-
ment Section was created by Ch 1597/90 (SB 2375, Presley), to litigate
cases within the jurisdiction of the Medical Board and to provide ongoing
review and investigation of activities conducted in support of prosecu-
tions. The legislation provides that the Attorney General appoint a senior
assistant attorney general to the section. It further provides that the
senior assistant attorney general assign attorneys to assist the division and
the Medical Board in investigations and direct discipline-related prose-
cutions. The department estimates workload of 9,100 attorney-hours for
the section. Based on a workload standard of 1,820 hours per attorney, the
department requests five attorney positions.

Legal Services for DHS. In the request for services on behalf of the
DHS, the department states it has had a substantial growth in toxic
-litigation workload over the last few years, and identifies an increase in
referrals of 62 percent between 1988-89 and 1989-90. It further estimates
additional growth in referrals of 10 percent in the current year and an
additional 10 percent in the budget year. The department also indicates
there will be workload increases caused by the initiation of a new
program to enforce state hazardous waste laws.

Estimates are Unsupported. Our analysis indicates that the depart-
ment has not provided any supporting data or information on how it
determined the projected workload needs or what types of legal work
will be required for either request. Without such support it is difficult to
identify how much, if any additional attorney services will be needed, or
if the workload could be handled by additional paralegals or support staff
at less cost. .

Thus, we withhold recommendation on the department’s request for
additional attorney positions and support staff on behalf of the Medical
Board and the DHS, pending receipt of the following information prior to
the budget hearings:

o Types of legal services required to assist each agency.
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. Attorney hours needed in similar legal services provided by the DOJ
to agencies in the past.

e Number of annual cases handled by the DOJ in providing legal
services for the agency on these type of cases in the past.

« Types of staff used to provide services in the past.

s Services and workload produced from initial referrals in the DHS
program.

« Background data on how workload estimates were derived.

This information should allow the Legislature to better evaluate the
need for the requested additional attorney services.

DIVISION OF LAW ENFORCEMENT

The Division of Law Enforcement requests a net decrease of $3.4
million below estimated current-year expenditures for 1990-91. Workload
increases and program adjustments totaling $3.9 million. These augmen-
tation increases are offset by reductions caused by expiring legislation
and limited-term positions.

We recommend approval of the following significant program changes
which are not discussed elsewhere:

¢ A total of $3.3 million requested from the Fingerprint Fees Account
for processing workload increases in applicant and arrest fingerprint
information and for the purchase of optical scanning equipment to
automate key data entry of fingerprint records.

» $396,000 requested to increase the spending authority for the Bureau
of Narcotics Enforcement to provide full funding of current drug
task force enforcement operations in the 1991-92 fiscal year.

o $300,000 requested to increase the spending authority for the Blood
Alcohol Reimbursement Program to pay for overtime costs created
by workload increases and for the purchase of breath testing
replacement equipment.

Savings From Crack Down Program Should Go To General Fund

Because of lower-than-estimated lease costs for the Crack Down on
Cocaine Task Force Program, we recommend that the Legislature (1)
revert estimated savings of $1 million in the current year (add a
reversion item to the Budget Bill), and (2) reduce the budget-year
request by $400,000 (Reduce Item 0820-001-001 by $400,000).

The Crack Down and Crank-Up Task Force Programs. Chapter 1453,
Statutes of 1989 (SB 1661, Roberti), established the Crack Downon
Cocaine Task Force Program. The program is designed to coordinate
state and local law enforcement efforts against cocaine networks formed
by Colombian drug cartels and southern California street gangs. The aim
is to reduce cocaine trafficking and distribution. The budget provides
$20.9 million in General Fund and federal funds for the operation of the
program in 1991-92.

Chapter 1417, Statutes of 1990 (SB 2031, Presley), established the
Crank-Up Task Force Program. This program is designed to coordinate
state and local law enforcement efforts in the investigation and enforce-
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ment of statutes dealing with the clandestine lab activities. The program
targets the reduction of illicit manufacture of methamphetamines in
California. Chapter 1417 reappropriated $3 million for. operation of this
program from the $22.4 million appropriated for the Crack Down Task
Force Program in the 1990 Budget Act.

Current-Year Savings for Crack Down on Cocaine Program. In the
process of implementing Chapter 1453 in the current year, the DQJ
planned to acquire new office space in Los Angeles to house staff. The
1990 Budget Act provided $1.6 million for lease costs, based on estimates
provided by the department. The amount budgeted and subsequently
committed for lease costs resulted in the following: °

- o On September 28, 1990 the Joint Legislative Budget Committee
(JLBC) received a lease proposal from the Director of General
Services for office space in Los Angeles for the DOJ’s Crack Down
Task Force Program. The actual lease costs were significantly less
than the amount originally estimated in the 1990 Budget Act.

e On November 30, 1990, the Chairman of the JLBC requested the
Director of Finance to revert the current-year savings resulting from
the lower lease to the General Fund and adjust the department’s
budget-year base budget accordingly.

¢ On December 24, 1990, the Director of Finance provided a response
to the Chairman of the JLBC, confirming a savings. to the General
Fund caused by the lower-than-estimated lease amount. The savings
‘was estimated at $1 million in the current year and $400,000 in
subsequent years. The Director indicated that the savings would not
be reverted to the General Fund, however, but transferred for the
implementation of Chapter 1417, the methamphetamine enforce-
ment program, as part of a $3 million permanent transfer consistent
with his understanding of Chapter 1417.

Operation Funds Were Overappropriated. Our analysis indicates that
the funds for the cocaine enforcement program were overappropriated
for rent by $1 million in the current year. The amount overappropriated
should be reverted to the General Fund as a savings. This would reduce
the amount for the cocaine program in the current year to $21.4 million.
This recommendation fully funds the cocaine program as approved by
the Legislature.

Chapter 1417 provides that $3 m11110n from the General Fund be
reappropriated from the cocaine enforcement program to fund the
methamphetamine enforcement program. To apply the savings of $1 mil-
lion from the cocaine enforcement program to fund Chapter 1417 rather
than reverting the funds to the General Fund as the administration
proposes, would result in a program level not contemplated by the
Legislature.

Revert Current-Year Savings, Reduce Budget-Year Request. In order
to reflect the Legislature’s intent-and properly account for the savings
resulting from lower-than-estimated lease costs, we recommend that the
Legislature (1) revert the current-year savings of $1 million and (2)
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reduce the 1991-92 budget request by $400,000. In order to accomplish
this, the Legislature should amend the Budget Bill to add the followmg
reversion item: .-

. “Item 0820-495—Reversion, Department of Jushce

'As of June 30, 1991, the savings resulting from‘lower lease costs for the
Department of Justice’s Los -Angeles facility that houses the Crack Down on
Cocaine Task Force Program shall revert to the- unappropnated surplus of the
. General Fund.” -+

" In addition, we recommend that the Legislature reduce the amount
requested in the 1991 Budget Bill by $400, 000. :

Assavlt Weapon Registrations Fur Below Esllmcies

We recommend that the department report during budget hearmgs
on (1) reasons why the number of assault weapons registered is so far
below estimates, (2) further actions it plans. to take to encourage
registration and enforce the law, and (3) steps it is takmg to implement
other recent firearms legislation.

Chapter 18, Statutes of 1989 (SB 292, Roberti), and Ch 19/ 89 (AB 357,
Roos), also known as the Roberti-Roos Assault Weapons Control Act of
1989, required each Californian who owned a firearm that is defined as an
assault weapon, to register the firearm with the DQJ by January 1,.1991.
The act required the DOJ to issue and renew permits. Refusal to register
an assault weapon can result in a fine, incarceration, or both,

At the time the Legislature was considering the measures, the DOJ
estimated that there were approximately 300,000 citizen-owned assault
weapons in California. This estimate was supported by various other local
and private agencies. As of January 16, 1991, however, the DOJ had
registered only about 12,500 weapons. With a backlog of last minute
registrations still uncounted the DQJ estimates that in total, approxi-
mately 20,000 weapons will be registered, or less than 7 percent of the
original estimate. If the preliminary estimates were correct, this would

indicate that there are still about 280,000 unregistered weapons.

Fiscal Effect on DOJ. Chapters 18 and 19 authorize the DOJ to collect
a processing fee of up to $20 for each registered weapon to cover the
department’s processing costs. In an effort to manage the workload and
keep expenditures associated with the processing of registration as low as
possible, the department is followmg a policy’ of hiring staff only when
workload needs exist. Qur review of current workload levéls found that
the DOJ has adequately staffed the registration process and has not filled
positions beyond workload needs.

Why are Actual Registrations So Far Below Estimates? Although'it is
difficult at this time to determine why the actual number of registrants
falls so far below the preliminary estimates, we can offer three poss1ble
explanations: S :

o 'The DOJ grossly overeshmated the actual number of assault weapons

owned by citizens.
e Citizens who own assault weapons have deliberately chosen not to

- comply with.the new legislation.
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¢ Citizens were not aware of the new' reglstratlon reqmrements

In order to better evaluate the implementation of this firearms policy,
we recommend that the department report to the Legislature during
budget hearings on identifiable reasons why the number. of actual
registered weapons does not correspond. to original estimates of owned
‘assault weapons. The department should also report on: what further
actions it will take to encourage citizens to register their assault weapons
and what measures the department will take to enforce the legislation.
Finally, the DOJ should report on what steps it is taking to-implement
other recent firearms control legislation, such as Ch 9/90 (AB 497,
Connelly). This measure, which  went into ‘effect on January 1, '1991,
provides for a 15-day waiting period to allow a check: of registration
requirements of applicants who purchase firearms.qualified as long guns. -

At the time this analysis was prepared, legislation had been introduced
(SB 155, Rogers) to extend to January 1 1992 the penod for reglstratlon
of assault weapons.
Capital Outlay =~ - : : ' ‘
=+ The ‘Governor’s Budget proposes an appropnatlon of $250 000 in Item
0820-301-460 for capital outlay expendltures in the Department of Justice.
Please see our analys1s of that item in the ‘capital outlay sectlon of thls
Analysis, Wthh is-in the back portlon of this document :

STATE CONTROLLER

Ttem 0840 from the General o ', I
- Fund and vanoqs fu,nds R ' Budget p. LJE 68

Requested 1991-92... $107,347,000

‘Estimated 1990- 91 .. 103,926,000
Actual 198990 ...........ccooovvevisciiivnnnnnins 99 698 000
Requested increase $3, 421 000 (+3 3 percent)
‘Total recommended reductxon ......................................... Vituerereens REE None
1991—92 FUNDING BY ITEM AND SOURCE o IR .
Item—Description . o Fund v Amount
0840-001-001—Support " "General . 814,867, 000
0840—001 -061—Support B Motor Vehicle Fuel Account, B 2 699,000
Transportation Tax - - o
.0840-001-062—Support . - .. .+ . . Highway Users’ Tax Account > . 403 000
0840-001-344—Support, - . . ... State School Building Lease- - +.555,000,.
L T o ; .. ., . Purchase Lo
0840-001-739—Support- el State School Building Aid 120,000 -
0840-001-890—Support Federal Trust : 1,840,000
0840-001-903—Support: o Assessment . . ‘ 634,000
0840-001-988—Support ‘Retail Sales Tax S e 187,000
Relmbursements _ — o o 26,062,000

Totll Lo e 0T.347,000
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GENERAL PROGRAM STATEMENT

The State:-Coritroller is a constitutional officer whose responsibilities
include those expressed in the Constitution, those implied by the nature
of his. office, and those assigned to him' by statute. Specifically, the
Controller: is-responsible for (1) the receipt and disbursement of public
funds, . (2) reporting on the financial condition of the state and local
governments, (3) administering certain tax laws and collecting amounts
due the state, and (4) .enforcing the unclaimed property laws. The
Controller is also a member of various boards and commissions, including
the Board of Equalization, the Franchise Tax Board, the Board of Control,
the Commission. on State. Mandates, the State Lands Commission, the
Pooled Money Investment Board, and assorted bond finance committees.

. The Controller has 1,406 personnel-years in the current year

ANALYSIS AND RECOMMENDATIONS

‘We recommend approval.

The budget proposes expendltures of $107 3 mllhon for support of the
Controller s Office in 1991-92, This amount consists of $79.4 million from
the General Fund and from various special funds; $1.8 million in federal
funds, and $26 1 million in relmbursements The Governor’s Budget

" Table 1
“State Controller's Office
Budget Summary
1989-90 through 1991-92
(dollars m thousands)

e Expenditures
Percent
- Personnel-Years Change
e Actual  Est’™ - Prop. Actual  Est Prop.  From
: Prograni.. 198990 199091 1991-92 1989-90. - 1990-91 1991-92  1990-91
Fiscal control .........c..cceueenen. 1 0323 11128 11576 §77264 $78,591 '$82289 - ‘47%
Tax-administration ................ 50 1 589 583 2,866 3204 3,285 125
Administration ) ' '
Distributed to other programs . (46.2)  (461)  (461) (2635) (2635 (2,635) —
Undistributed ..:................ 3053 2350 . 2375 19,568 22 131 - 22,593 2.1
Unallocated reduction............. e — — P - =820 —
Totals......ccoveveienennenninnnns 1,387.7 1,406.0 1,453.4 $99,698 $103926 $107,347 3.3%
Funding Sources ‘ v =
General Fund..... S S 373,616 372, 139 874,867 3.8%
Aeronautics Account, State Tt ransportatzon Fund............ e 35 — —
Motor Vehicle Fuel Account, Transportation Tax Fund ......... . 32514 2,62.9 2699 27
State School Butldmg Lease Purchase Fund 265 544 555 20
State School Building Aid Fund ................... : 45 nurooi120 26
Piblic Employees Health Care Fund 1205 — = -
Federal Trust Fund .................ccoooonvriniiinnnnnnnnn 946 5794 1840 ¢ - 26
Assessment Futid...o..ooieeveiis i 143 - 625 634 14
. Retail Sales Tax Fund................. e 160 163 167 25
Contractor’s License Fund............ — o d0 = —1000
Highway Users’ Tax Fund ............ - 200 403 1015

Reitibursements....... 25705 26,062 14
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includes an unallocated trigger-related. reductlon of $820 000 in fundmg
for the department. This reduction is included in the proposed budget for
the department in lieu of the reduction that would: otherwise be-made
pursuant to Ch 458/90 (AB 2348, Willie Brown). The proposed expend-
iture level represents an increase of $3.4 million, or:3.3: percent above
estimated current-year expenditures.

« Table 1 identifies the proposed level of expend1tures and personnel-
years.for each of the major programs administered by the Controller 5
Office in the prior, current, and budget years. -

Table 2 identifies significant changes in:the proposed budget for the
Controller’s Office in 1991-92. The largest components of the proposed
increase are: (1) additional positions-to meet increased workload in the
unclaimed property area as a result of a change in the escheat period
pursuant to Ch 450/90 (SB 57, Lockyer) (70 personnel-years, $3.4
million); (2) additional audit positions to comply with the audit require-
ments of Ch 627/90 (SB 2829, ‘Kopp), which were ‘made operative by
Proposition 111, approved by ‘the voters at the June 1990 election (7
personnel-years, $403,000); (3) funding for increased workload related to
the Surplus Money Investment Fund ($250,000); and (4) additional
positions to meet increased workload associated with unclaimed property
returned to the state by the interstate unclaimed property clearinghouse

Table 2

State COntrolIer s Offlce
Proposed 199192 Budget Changes
(dollars in thousands)

General All Other

! .. Fund - Finds Retmbursements Total
1990- 91 Expenditures (Revxsed) .......... e $72,139 00 $6,082 $25,705 - $103,926
- Baseline Adjustments: . T e o - ‘
. Delete one-time costs........... FOTTORRR —1,306., —210 -265 .. .. —=1,781
Prorata........coovvveviiiiiiiiiiinnnnn.. — 24 — L4
Employee compensation ........ [T oo L1564 R 3 [ o, 349 1,622
Board of Control claims ................ 1. L — —_— e 1
Subtotals, baseline adjustments ......... (—$151) (—$67) ($84) -+ (—$134)
Proposed Changes: . R - e
Surplus Money Investment Fund ......... — — $250 . . $250
Proposition 111 audits-........ B ieneeas — 403 - ..-403
Redevelopment agency audits ............ (I = - LT
Leave accounting....i................. e = L= 211 211,
Change of escheat period ................. 3,396 e — 3,396
Investigator position....................... - - 29
Estate tax audits ..............v0ieenennnnen 54 - : - 54
Clearinghouse workload............... e 174 - g e 174
Welfare audit reduction................. - - 3 (SR v
Unallocated reduction .................... . —820 - G e =820
Subtotals, proposed changes ............. ($2,879) ($403). . - ($2T3) et ($3,855)
1991-92 Expendltures (proposed) ........... $74867  $6418 $26,062°  $107,347
Change from 1990-91: ' . C T
Amount $2,728 $336 $357 $3,421
Percent 3.8% 5.5% 14% 3.3%
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(6 personnel-years, $174,000). The increased. costs of -the proposed
workload and program changes are partially offset by cost reductions
from elimination of one-time costs ($1.8 million) and the unallocated
trigger-related reduction of $820,000.

We have reviewed the proposed changes and they appear reasonable

STATE BOARD OF EQUALIZATION

Item 0860 from the General

Fund and various funds Budget p. LJE 76

“Requested 1991-92..........cocoemrrmvrrrvnencnne rereseresssesassnnns eveennariine v $205,251,000

Estimated 199091 ... 192,270,000

Actual 1989-90 ........coouiiveerirnrecirinncrerierensessiassssstisesseiosenssssesenssnens 177,508,000

Requested increase $12,981,000 (+6.8 percent)

Total recommended INCTEase .........cccvverererrniererisereressesereesseisens 2,522,000

Recommendation pending ...........cceenenrecsesinnneeessessesesesesssaesenss 2,500,000

Estimated potential revenue gain from recommendations.. 9,798,000

1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount

0860-001-001—Support General $121,487,000

0860-001-014—Support Hazardous Waste Control Ac- 3,908,000
count, General

0860-001-022—Support Emergency Telephone Number 513,000
Special Account, General

0860-001-061—Support " Motor Vehicle Fuel Account, 6,203,000
Transportation

0860-001-086—Support Cigarette Tax 8,465,000

0860-001-230—Support Cigarette and Tobacco Prod- 447,000

: ucts Surtax

0860-001-320—Support Oil Spill Prevention Adminis- 396,000
tration Fund

0860-001-387—Support Integrated Waste Management 150,000
Account, Solid Waste Man-
agement

0860-001-435—Support Solid Waste Disposal Site and 278,000
Maintenance Account, Solid
Waste Management

0860-001-439—Support Underground Storage Tank 550,000
Cleanup Fund, General

0860-001-455—Support Hazardous Substance Account, . 418,000
General : ,

0860-001-465—Support Energy Resources Programs 88,000

‘ Account, General

0860-001-702—Support Consumer Affairs - 163,000

0860-001-965—Support Timber Tax 2,549,000

Reimbursements —_ 59,636,000

Total $205,251,000
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. ~ Analysis
SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS page
1. Unallocated Reduction. Increase Item 0860-001-001 by 86
$2,522,000. Recommend augmentation to offset unallocated
funding reduction. (Potential increase in General Fund
revenue of $9.8 million in 1991-92.)
2. Withhold recommendation on funding from reimburse- 88
ments pending revised sales tax revenue estimates to be
made available in May.

GENERAL PROGRAM STATEMENT

The Board of Equalization (the board) is one of the state’s two major
tax collection agencies. It collects state and local sales and use taxes and
a wide variety of business and excise taxes and fees, including those levied
on gasoline and diesel fuel, insurance, cigarettes, alcoholic beverages,
electricity, hazardous wastes and solid wastes. The board also oversees the
administration of the property tax by county assessors and assesses public
utility property in order to allocate value to each taxing jurisdiction.

There are five board members: the State Controller and four members
who are elected from geographic districts. The chairmanship of the board
rotates annually among the members. The chairman also serves as an ex
officio member of the Franchise Tax Board, the state’s other major tax

Table 1
State and Local Revenue
Collected by the Board of Equalization
1989-90 through 1991-92
{dollars in millions)

Change
Actual  Estimated Projected From 1990-91

Tax or Fee 1989-90  1990-91 1991-92  Amount  Percent
State sales and use tax...................l $13,918 $14,367 $16,963 $2,596 18.1%
Local sales and use tax....................... 5,128 5,452 6,504 1,052 19.3
Insurance tax..........c.cocviveninininennnnn. 1,168 1,270 1,325 - 55 43
Motor vehicle fuel tax (gasoline)............ 1,190 1,764 2213 449 2.5
State cigarette and tobacco tax.............. 81 756 802 46 6.1
Use fuel tax (diesel) ........c.ooeevneninns - 159 254 324 70 216
Alcoholic beverage tax....................... 129 127 325 198 155.9
Local cigarette tax ...................oeu e 65 62 66 4 6.5
Hazardous waste taxes and fees ............. 79 90 100 10 111
Energy resources surcharge (electnmty) 39 40 41 1 25
Timber yield tax .............ooocniiiennn, 21 26 26 - —
Private railroad car tax ...................e0s 4 4 4 — —
Solid waste disposal site fees®............... 9 48 57 9 188

Totals.....ocovvveniiiiiiiiiineenes PO $22,696 $24,260 $28,750 $4,490 18.5%
Local revenues .......................cceennn. 35193 35514 86,570 31,056 19.2%
State reventies .....................ccooienl 17,503 18746 22,180 3434 183

* Includes the temporary quarter-cent sales tax enacted for earthquake relief.
b Solid waste disposal (landfill) fees were established by Ch 1318/87; the first fee payments were due in
July 1990.
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collection agency, which administers the personal income and bank and
corporation taxes. Finally, the BOE also hears appeals of decisions by the
Franchise Tax Board and resolves disputes concerning the assessment of
property owned by a city or county outside its boundaries.

The board’s headquarters are in Sacramento. It has field offices
throughout California, as well as in New York, Chicago and Houston. The
board has 3,342 personnel-years in the current year. Table 1 summarizes
the revenues collected by the board under its various programs.

MAJOR ISSUES

Unallocated reduction costs more than it saves.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $205 million for the board in
1991-92, an increase of $13 million, or 6.8 percent from estimated
current-year expenditures. About 75 percent of this increase is attribut-
able to baseline adjustments in the board’s budget, with the remaining 25
percent attributable to proposed program changes. The budget includes
an unallocated trigger-related reduction of $2,522,000 in funding for the
board. This reduction is included in the proposed budget for the board in
lieu of the reduction that would otherwise be made pursuant to Ch
458/90 (AB 2348, Willie Brown).

Table 2 summarizes the staffing and expenditures for the board from
1989-90 through 1991-92. It shows that the budget proposes to increase the
board’s staff by 81.6 personnel-years.

Table 2
Board of Equalization
Budget Summary
1989-90 through 1991-92
(doilars in thousands)

Expenditures

Personnel-Years ) : Percent

. Change
Actual  Est  Proposed  Actual Est Proposed  From

Program 195990 1990-91 199192  1959-% 1990-91 1991-92  1990-91

County assessment standards...... 994 1019 1019 $6,054 $6,486 $7.087  93%
State-assessed property............ 972 1098 1140 5,536 6,603 7006 61
Timber tax.........cccoovvnvnaiinn 35.2 35.8 36.0 2,191 2,371 2549 - 15

Sales and Use Tax:

Taxpayer registration ........... 5290 5409 5549 24250 26,233 28460 128
Return processing............... 5635 6280  681.6 34,652 39,807 44806 126
Audits..........ooeeeiiiiiniin, 12170 12244 12218 70,184 72,693 76,237 49
Collections...........cvvevennnnn. 3671 4135 4163 18,396 21,453 2175 34

Subtotals........eeeerrereennnn. (2,676.6) (2,806.8) (2,8746) ($147,482) ($159,186) ($17L,678) (7.8%)
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Table 2—Continued
Board of Equalization
.Budget Summary
1989-90 through 1991-92
(dollars in thousands)
Expenditures
Personnel-Years Percent
Change
Actual  Est  Proposed  Actusl Est. Proposed  From
Program 195990 199091 1991-92 195990 1990-91 1991-92  1990-91
Hazardous substances taxes ....... 724 76.3 74.6 3,854 3,793 4326 141
Alcoholic beverage tax............ 33.6 4.5 345 1,612 1,679 1,756 46
Cigarette and tobacco products
17 T 342 318 299 2,852 3,135 3,116 —06
Gasoline and jet fuel taxes ........ 139 176 234 791 ‘866 1,202 388
Diesel fuel tax ..................... 715 740 769 4,141 4534 5001 103
Other special taxes and fees ...... 183 323 36.6 1,281 1,696 2,130 256
Appeals of Franchise Tax Board
decisions.........cc.covivnnnnnn. 22.2 214 21.4 1,384 1,674 1,675 01
Administration (undistributed) ... — — — 330 247 U7 00
Unallocated Reduction ............ — — — — — -252 -
Totals ...o.ovvvvvenvinnieiiinnnn, 31745 33422 34238 $177508 $192270 $205251  6.8%
Funding Sources ’
General Fund...............ccocooiiiiiiiiiiiiiiiiiiiiinens $113437 8115768 3121487  4.9%
Hazardous Waste Control Account ............................. 3516 3431 3908 139
State Emergency Telephone Special Account .................. 428 486 513 56
Motor Vehicle Fuel Account .....................cccoeevvininin, 4932 5,400 6203 149
Cigarette Tax Fund.....................ccivieenenenininninin, 1,759 7,709 8465 98
Cigarette and Tobacco Products Surtax Fund.................. 568 468 47 —45
Oil Spill Prevention and Administration Fund................ — 350 3% 131
Integrated Waste Management Account........................ 116 141 150 64
Solid Waste Disposal Site and Maintenance Account. ... ...... 251 241 278 154
Underground Storage Tank Cleanup Fund .................... 250 244 550 1254
Hazardous Substance Account........................cceveee. 338 362 418 155
Energy Resources Programs Account........................... 79 86 8 23
Consumer Affairs Fund..............................co, - 101 163 613
Timber Tax Fund.....................cocviviinieniiiinininnnnnn 2191 2371 2549 75
Reimbursements...................cccoevvvvnenn. e, 49,643 55112 59636 82

Table 3 shows the proposed budget changes, by funding source, for
1991-92. As noted earlier, much of the increase in total expenditures
reflected in Table 3 is for adjustments to the board’s base budget, such as
the full-year cost of employee salary and benefit increases granted in the
current year as well as increased equipment and rent costs. In addition,
the increase also covers the costs associated with administering five new
local taxing jurisdictions and the costs of redesigning and relocating both
the business tax registration system and the board’s state-assessed prop-
erty roll to the state’s Teale Data Center. The board expects to
implement the unallocated reduction by reductions in its audit and

collections programs.
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" Table 3
Board of Equalization-
Proposed 1991-92 Budget Changes
R (dollars in thousands)
' A General Fund
_ and ‘
’ R Reimbursements
1990-91 Expenditures (Revised)........... $170,880
Baseline Adjustments: .
Full-year cost of 1989-90 employee :

compensation inCreases ..................cooveens $4,012
Merit salary adjustments ..... e, 2,039
‘Price increase for operating expenses ..... MO * 1,498
Department of Motor Vehlcles contract; o :

. -workload growth.........o..cn i, e 353
Board of Control adjustment.............. R ) 1
Subtotals, baseline adjustments....... veeeege e ($7,908)
One-time Costs in 1990-91:
. Administer solid ‘waste disposal site cleanup law .

(Ch 1319/87) ...c.coelinenuniivnl il il S —
Register out-of-state retailers (Ch 1145/87) ..... s $-88 . -
Planning for consolidation of Sacramento .. .., - :

headquarters ....... e e =

' Development of new accounts recelvable o L
~database ............... -307
.~ Use tax collections on‘auto sales and customs .
declarations...........occ i —297
. Administer hazardous waste fees (Ch 269/89 . . -
" and Ch 1032/89).......ovvvvriiiiiiieis e, o =
Administer temporary sales tax for earthquake o

CTEHEE vt e e e 088
Administration of new local taxmg jurlsdxctlons.. ' —241
Other one-time costs ..................... FITTOoN : =51

Subtotals, one-time costs.... ... ($—-1,902)

Program and Policy Changes T e
Sales and .Use Tax_ - -
Collect additional local taxes approved in o

November 1990...........ccccuiveeernnneni oo, LT 84018
Taxpayer registration workload growth .......... ' 390 .

.. Register out-of-state mail order firms............. 88 -
Planning for migration of information systems

applications to Teale ......................ceeees . 642
Redesign business taxes registration system...... 1,385
Human resources workload growth............... 168

«Planmng for consolidation of Sacramento - :
headquarters..........ooveeiiiiiii =

Other Programs

Redesign board roll (state-assessed property)

L ¢ T PP PN ' —

Adrmmster gasolme and deisel fuel tax
76
, 252
Subtotals, | program and’ polxcy changes.......... ($4,242)
1991-92 Expenditures (Proposed) ........... Vevens ... §181,123
Change from 1990-91: .
Amount ..... eeereeeenens D ' $10,243
Percent......cccooiiiiiinininiieiieie i, 6.0%

EXECUTIVE / 85

Special Funds

Totals

 $21,300 $192,270
$509 $4,521 -
352 2,301
674 9,172
_ 353
— 1
($1535)  ($9438)
$—244 244
— o 88
~101 _ —101
-9 - —316
— —297
“150 . —I50
— —988
TR —241
—198 —249
($—1702) " ($—2604)
- 4015
- 390
- 8
835, 967
139 1,524
19 187
163 163
396 - 306 -
630 . 706
- _25%
($1,905) ($6,147)
24128 $20551
$2.738 $12,981"
12.8% 6.8%
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The Governor’s Budget includes several new proposals to eliminate
exemptions from the sales and use tax, including proposals to eliminate
the exemption for candy and for newspapers and penodlcals These
proposals, if approved by the Legislature, will result in additional
workload and costs for the board. No additional fundmg to offset the cost
of these proposals has been included in the budget. . ;

ANALYSIS AND RECOMMENDATIONS
Scles and Use Taxes

"The board collects and administers both the state and local portions. of
the sales and use tax. The state imposes a sales and use tax of 4.75 percent.
In addition, a uniform local sales tax of 1.25 percent is imposed by cities
and counties, so that the combined rate is at least 6 percent (6 cents per
dollar of sales) everywhere in California. Also, local voters may approve
additional countywide “transactions and use” taxes up to a, maximum of
one cent per dollar of sales. Legislation adopted in 1990, Ch 1707/90 (AB
3670, Farr) and Ch 318/90 (AB 3322, Filante), allows transactions and use
taxes to be set at ¥, percent, % percent or 1 percent. Consequently, there
is now the potential for five different total tax rates to apply in any local
jurisdiction: either 6 cents, 6.25 cents, 6.5 cents, 6.75 cents, or 7 cents per
dollar of sales. Generally, the revenue from these local transactions and
use taxes is allocated to a:special district and dedicated to a specific
purpose, typically transportation programs. For ‘example, Alameda
County has a 7-cent rate, of which 6 cents is the uniform statewide rate,
one half-cent is for the Bay Area Rapid Transit District (BART) and the
other half-cent funds the Alameda County Transportation Authonty

Unallocuied Reduchon “Costs” More than it “Saves”

We recommend an augmentatzon of $2,522,000 to oﬂ.'set an unallo-
cated reduction included in the proposed budget, because the unallo-
cated reduction will cost far more than it saves. (Potentml increase in
General Fund revenue of $9.8 million).

-As described earlier, the board’s proposed budget mcludes an unallo-
cated reduction of $2,522,000. As is the case with other state agenmes the
décision on how programs will be cut back to aclueve the savmgs has
been delegated to the board.

How Will the Board Cut Back its ProgramsP Most of the programs
administered by the board involve a mandatory workload. For example
the board must open and file tax returns, respond to taxpayer queries,
cash checks and issue reimbursements, as well as open and close taxpayer
accounts. The two main dtscretzonary activities performed by the board
involve auditing taxpayer returns and collecting dehnquent accounts
receivable. Therefore, the unallocated reduction included in the budget
will, of necessity, result in reduced expenditures for audltmg and
collections activities.

Reduced Expenditures in Audit and Collection Activities will have a
Negative Impact on State Revenues. The Department of Finance (DOF)



Itein 0860 ' EXECUTIVE / 87

as well as the board have historically assumed that for every dollar
reduced from the board’s budget for audit and collection activities, 5.3
dollars of state and local revenue-are lost. Based on our past analysis of the
productivity of new board audit staff, we agree that the unallocated
reduction included in the budget would result in a significant loss of state
and local revenues, although we anticipate that the ratio of revenue lost
for every.dollar reduced will be lower: than 5.3 to 1 in 1991-92. This is
because the historical 5.3-to 1 assumption has not adequately.accounted -
for the extra training and supervisory costs: of new audit positions.
However, the benefit-cost ratio would probably grow closer to 5 to 1 in
subsequent years. Assuming a 5.3 to 1 ratio, restoration of the unallocated
reduction would lead to an increase of $9.8 million in General Fund
revenues and $3.6 million in local revenues. In order to prevent a
significant loss of state revenues, we recommend an augmentatlon of
$2,522,000.

The revenue estimates mcluded in the Governor’s Budget reflect an
offset to anticipated state sales tax revenues of $19.5 million-as a'result of
the unallocated reduction in the board’s budget. These estimates appear
to.be-based on the assumption that the unallocated reduction would
reflect a 4 percent cut in the board’s expenditures. In fact, the unallo-
cated reduction reflected in the budget only represents a 2 percent cut
in expenditures. As a result, the reduction reflected in the budget
overstates the actual likely impact on state revenues from the unallocated
reduction. ; : ;
Local Taxes -

New local taxes approved. At the November 1990 electlon, new local
transactions and use taxes were approved by voters in five counties.
Three of those counties had no existing special local rate. All of these new
taxes will be effective April 1, 1991. Table 4 shows the spemfic changes
approved in the 1990 electlon

Table 4’
Additional Local Transactions and Use Taxes
Approved by Voters in 1990 :
{cents per dollar)

Approved Tax New Total
County _ : E .Rate Increase Tax Rate
Los Angeles. .....o.ooivneeiiininiiii e 0.5 7.0
L0117 P 05 6.5
San Joaguin .. ..o.cieiiiiiiii e e 05 6.5
SANtA CIUZ. 1t v s ettt ieire ettt re e ctien ittt eneaes 05 70"
SOMOMA .« 1vveeteeneennnnensenseanessoreserosesssesmmsesnessesneroronass 0.25. 6.25

New Legislation Reduces Local Reimbursement Rate. Before the
board" distributes sales tax revenues to local agencies, it deducts an
amount to cover a portion of its administrative costs. This amount equals
a fixed percentage (set by statute) of the local revenues produced by the
tax. Chapter 1077, Statutes of 1990 (SB 17, Lockyer) reduced the amount
the board may charge cities and counties for administering local taxes
effective July 1, 1991. The budget requests $3.3 million to compensate the
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board at this reduced reimbursement rate. The current rates the board
charges cities and counties for the administration of the 1.25-cent uniform
local sales tax is an amount-equal to 0.79 percent of the revenue from the
uniform: tax. In -addition; for -the administration of transactions and use
taxes set at one-half cent, thé board imposes a rate of 1.49 percent of the
revenue collected. When two half-cent transactions and use tax districts
exist within a county the board may only charge 1.30 percent of the
révenues generated by each taxing district. These charges are included in
" the board’s budget-as reimbursements-and reduce, on a dollar-for-dollar
basis, the amount of General Fund support needed by the board.

The Relmbursement Level in lhe Budgef is Poienhclly Undersfuted

We. wzthhold recommendation on funding from reimbursements

pending revised sales and use tax estimates that will be avazlable in
May. .
The. board s proposed fundlng in . 1991-92 1ncludes $59 mllhon in
reimbursements from local sales tax revenues. This figure was prepared
by the board and was predicated on its “baseline” forecast of state sales
tax revenue. There is a small difference between the “baseline” estimate
of sales tax receipts in the Governor’s Budget and the sales tax receipts
estimated by the board. That difference may result in the board’s having
underestimated. reimbursements by :$590,000 when measured against
expected reimbursements from the administration’s sales tax estimate.
The level of expected reimbursements also could be affected by leglsla-
tion proposed in the budget.

New Revenie Estimates will ‘be Available in May. The DOF will
present revised-sales  tax revenue -estimates to the Legislature in' May ‘as
part of its May revision of the budget These revenue estimates will take
into account more recent economic trends and tax collection data than
the estimates included in the January budget: ~

Accordingly, we withhold recommendation on $59 million in funding
from reimbursements pendlng revised. sales and use tax estimates that
will be available in May: - .

S

SECRETARY OF STATE

Item 0890 from the General ' .
Fund Budget p. LJE 92

Requested 1991-92 $31,476,000
Estimated 1990-91 .. . v . - 35,879,000
Actual 1989-90 ......cococitiinivivinrens i ieseerssessisseeronis eivenenenineie 31,222,000

Requested decrease $4 403 000 ( 12.3 percent) : P
Total recommended reductlon..' .................................................. X . None
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1991-92 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount

0890-001-001—Support General $26,636,000

Transfer from Political Reform Act (Item General 718,000
8640) —Support

Reimbursements — 4,122,000

Total $31,476,000

GENERAL PROGRAM STATEMENT

The Secretary of State has statutory respons1b1hty for examining and
filing financial statements and corporate-related documents for the
public record. The Secretary also administers and enforces election law
and campaign disclosure requirements. In addition, the Secretary ap-
points notaries public and manages the state’s archival function. The
activities necessary to carry out these responsibilities are conducted in
eight program units: (1) Corporate Filing, (2) Elections, (3) Political
Reform, (4) Uniform Commercial Code, (5) Notary Public, (6) Archives,
(7) Limited Partnerships, and (8) Management Services.

OVERVIEW OF THE BUDGET REQUEST

Table 1 displays the Secretary of State’s staffing and ‘funding for the
prior, current and budget years. Table 2 shows the proposed budget
changes for 1991-92.

Table 1

Secretary of State
Budget Summary
1989-90 through 1991-92
(dollars in thousands)

Expenditures

Personnel-Years ) Percent

Pro- Pro-  Change
Actual  Est. posed  Actual  Est. posed  From

Program 1989-90  1990-91 1991-92 1989-90  1990-91 1991-92  1990-91

Corporate Filing................... 1293 - 1417 1394 $8,731 89,584  $9,672 0.9%
Limited Partnership............... 25.4 26.3 25.9 1,341 1,380 1,409 21
Elections..........coooevinviinenes 153 171 168 10906 14,110 9413  -333
Political Reform................... 20.1 25.4 25.0 1,249 1,451 1,472 14
Uniform Commercial Code....... 63.8 64.9 63.9 4,300 4,191 4,741 13.1
Notary Public..............c..eve. 15.5 15.7 15.4 1,686 2,052 2,027 12
Archives .............. ereereeees 202 20.3 20.0 1,516 1,691 1,649 2.5
Administration (undistributed)... 17.1 153 15.0 1,493 1,420 1,424 03
Administration (distributed)...... 807 799 792 (6306) (6919) (7470) 80
Unallocated reduction............. - = = — ) S

Totals.......ooovevevviiiniiannnn. 3874 406.6 4006  $31222 $35879 $31476 -123%

Funding Sources

General Fund .................ccooiiiiiii i, $28304 $39,051 826636  -16.9%

Transfer from Political Reform Act (General Fund) ........... (700) (706) (718) L7

Reimbursements. ...........c.covviviriieeiiieiiiiiiniinneinieinns 2918 3828 4122 77
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SECRETARY OF STATE—Continued
Table 2

Secretary of State
Proposed 199192 Budget Changes
{dollars in thousands)

All Funds
1990-91 Expenditures (Revised) ........covviiiiiiieniiiiniiiiiiiiineiiiniiniaans $35,879
Baseline Adjustments:
Ballot pamphlet deficiency .........cooovvriiiiiiiiii e —$7,263
Uniform Commercial Code: automated system costs...........cocoevvvrinnnanns —196
Facilities INCIEase ... ovvvivinririn it i —159
Notary fingerprint ProCessing ............c.veeureunarirerirrrnertoerineriniiaerenns —200
Corporate filing automation study " 100
Add salary and benefits increase ............... 371
Subtotal, baseline adjustments..............ccooiiiiiiiii g (—$7,547)
Program Changes:
Uniform Commercial Code: automated system Costs .............cevverrniviennns $657
RENEINCIEASE ... ..uiiniiiniiiiii it rn e eaees 100
Notary fingerprint proCessing ...........c..covvieiscviivinniiiiiiiiinenns 200
Elections ballot pamphlet printing and mailing expenses......................... 2,518
Unallocated reduction. ............ooeiiiieriiiiirniiiiniini e enenens —331
Subtotal, program changes ............c.cc.coviiiiiiiiicii $3,144
1991-92 Expenditures (Proposed) ... .. .oviieriiiiririiiirieereiiieeneiraeranens $31,476
Change from 1990-91:
;N ¢ 1017+ | O O $4,403
PerCent ... .uniii i e -12.3%

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes total expenditures of $31,476,000 for support of
the Secretary of State’s Office in 1991-92. This is $4,403,000, or 12 percent,
below estimated expenditures in the current year. The proposed expend-
itures consist of an appropriation of $26.6 million from the General Fund,
reimbursements of $4.1 million from special handling fees, and $718,000
under the Political Reform Act. The reduction in the budget year is due
to the substantial one-time cost of the 1990 ballot pamphlets in the 1990-91
fiscal year.

The Governor’s Budget includes an unallocated trigger-related reduc-
tion of $331,000 in funding for the Secretary of State’s Office. This
reduction is included in the proposed budget in lieu of the reduction that
would otherwise be made pursuant to Ch 458/90 (AB 2348, Willie
Brown). ‘ :
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STATE TREASURER

Item 0950 from the General , - ‘
Fund , Budget p. LJE 105

Requested 1991-92........cominnininicniiisessensssnssesenssasessasassns $16,104,000

Estimated 199091 ..............cceiunnne reterretedeeteraereraearsasrasreanetasassases reeene 14,817,000

Actal 1989-90 ......c..oovviriirerierencresreriesiesesssessessasssssssssrsesssssserasonss 13,537,000
Requested increase $1, 287 000 (+8.7 percent)

Total recommended reduction..........occeeveeevevineerernrererrecionssenes None

The State Treasurer has a number of different responsibilities related
to the management of the state’s financial assets. Her specific responsi-
bilities include:

¢ Providing custody for all money and securities belonging to or held

by the state.

¢ Investing temporarily idle funds.

¢ Paying warrants and checks drawn by the State Controller.
Preparing, selling, and redeeming the state’s general obligation and
revenue bonds.

Preventing the issuance of unsound securities by irrigation, water
storage, and certain other districts.

The State Treasurer has 217.4 personnel-years in the current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes total expenditures of $16,104,000 from the Gen-
eral Fund and reimbursements to support the State Treasurer’s Office in
1991-92. This amount is $1,287,000, or 8.7 percent, more than expenditures

Table 1
State Treasurer
Budget Summary
1989-90 through 1991-92
{dollars in thousands)

Expenditures
Personnel-Years . Percent
- Pro- Pro-  Change
: Actual  Est posed  Actual  Est posed  From
Program 1989-90 1990-91 1991-92 1989-90 1990-91 1991-92  1990-91
Investment Services. .......... PP 91 10.5 114 $1,025  $L132  $1,280 13.1%
Cash Management ................ 178 175 175 1,772 1,728 1,860 . 7.6
Trust SErvices ......o.evevvieeensin 68.1 713 791 . 6,153 7073 7,728 93
District Securities Division........ 5.2 6.7 67 564 693 726 48
Centralized Banking Services..... 354 370 39.5 3,018 3,016 3,310 98
Administration (net).............. 66.4 68.4 733 1,005 1,175 1,297 104
Unallocated Reduction............ = = = — — -9 =
Totals...civvveivinereniiinennnen. 2020 - 2174 22715  $13,537 $14,817 $16,104 8.7%
Funding Sources : . :
General Fund ............c...cccoiiiiiiiiineiininiiiinnnn S $6272 . 36599 86740 . 21%

Reimbursements.............cooviriueiieiiiiiieaiiiieenniees 87265 98218 89364  139%
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for the current year. The budget request consists of $6,740,000 from the
General Fund, an increase of $141,000 or 2.1 percent; and $9,364,000 in
reimbursements, an increase of $1,146,000 or 14 percent. The Governor’s
Budgét includes an unallocated trigger-related reduction of $97,000 in
funding for the State Treasurer’s Office. This reduction is included in the
proposed budget in lieu of the reduction that would otherwise be made
pursuant to Ch 458/90 (AB 2348, Willie Brown).

Table 1 displays the State Treasurer’s stafﬁng and funding for the prior,
current and budget years.

Table 2 identifies the changes in the proposed budget for the Treasur-
er’s Office in 1991-92. As shown in the table, the majority of the additional
funds are for workload changes. The proposed budget includes $513,000
and 10.1 personnel-years for additional staff and $383,040 for an mcrease
of 21,000 square feet of office space.

Table 2
State Treasurer
" Proposed 1991-92 Budget Changes:
(dollars in thousands)

All Funds
199091 Expenditures (Revised) ........cooooiiiiiiiii i $14,817
Baseline Adjustments: . .
Add back one-time Board of Control clalm payment in 1990-91.................. 121
Salary and benefits INCIEASE ..........eviieueniieietireiriir e cneraenaneaions 257
Subtotal, baseline adjustments ($378)
Workload Adjustments: )
INVESEMENt SEIVICES .. .uvviiritiniiiiiiiietiiier e irerer i ear e i raanicionens 107
Cash management .................... N : 57
Trust services...........oeveneineinais N 324
Centralized banking SETVICES ...........vivevnriniiiriiiiieiiirieieesieieriieninens 173
"Aministration [l e erieera e, ' 384
Less 1990-91 facilities operation increase.............coovvvinereinionereneneenenens —136
Subtotal, workload adjustments .............ccooiiiiiiiii e ($909)
1991-92 Expenditures (Proposed) -........c.ocvivninininiioianieieniiiinirnenennn. $16,104
Change from 1990-91: :
2N o1 1 O SRRt $1,287
PerCent ......co.oiniiiiniiiiiii i s 8.7%

Total funding for the Treasurer’s Office comes from both General
Fund appropriations and reimbursements from special funds or accounts.
Since 1987-88, however, General Fund appropriations for the Treasurer’s
Office have fallen from 53 percent of total funding to a proposed 42
percent in 1991-92. The shift in funding support has occurred in response
to the state’s fiscal condition, as increased General Fund support has been
more difficult to obtain than increased reimbursement funding. Because
these increased reimbursements are primarily derived from “fees”
charged by the Treasurer, which in reality are the proceeds of state bond
issues, this practice has the effect of shifting current state operating costs
to future years. For a more extensive discussion of state practices
regarding the use of bond funds, please see The 1991-92 Budget:
Perspectives and Issues, Part IV.
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Our analysis indicates that the proposed expenditures for the State
Treasurer’s Office are reasonable, and accordingly we recommend
approval. : :

Capital Outlay

The Governor’s Budget proposes an appropriation of $942,000 in Item
0950-301-036 for capital outlay expenditure-in the Treasurer’s Office.
Please see our analysis of that item in the capital outlay section of this
Analysis which is in the back portion of this document.

CALIFORNIA DEBT ADVISORY COMMISSION

Item 0956 from the California
Debt Advisory Commission

" Fund Budget p. LJE 110
Requested 1991-92..........oeernniineerensiesssssisssesssnns S v _$I,364,000
Estimated 1990-91 .......cooiiiivieienenereeersereeseessesesssssssssens 1,329,000
‘Actual 1989-90........... rereerenrnrnerens ereeeenanenanas etreeeseeanaeaeraseasnssnares . 1,100,000
Requested increase $35,000 (+2 6 percent) E '

Total . recommended reductlon ..................................................... .. None

GENERAL PROGRAM STATEMENT

The California Debt Advisory Commission (CDAC) was estabhshed by
Ch 1088/81 (AB 1192, Costa) to prov1de advisory assistance to state
agencies "and . local governments in the areas of debt issuance and
management. The commission has nine members, including the State
Treasurer (Chairperson), the Governor or Director of Finance, the
Controller, two local government finance officers, two members of the
Assembly, and two members of the Senate.

The general activities of the CDAC are supported by notification fees
1mposed on the issuance of bonds. Under the terms of Ch 293/83 (SB 1486,
Craven), the fees are paid. by the lead underwriter or purchaser of the
bonds. Currently, the commission’s fee is set at one-hundredth (1/100) of
1 percent of the principal amount of the issue, up to a maximum fee of
$1,500. Short-term debt (such as tax and revenue ant1c1pat10n notes) is
subject to a fixed fee of $100 per issue, while debt issues of less than $1
million are exempt from the fee requirement. The revenues from the
fees are dep051ted into the CDAC Fund.

The commission has 13 personnel—years in the current year

/ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The budget proposes an appropriation of $1, 364 ,000 from the California
Debt Advisory Commission Fund for support of the commission in
1991-92. This is $35,000, or 2.6 percent, more than estimated expenditures
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in the current year. The proposed increase reflects an increase ‘in
personal services, facilities operation and consultant contracts. Our
analysis indicates that the proposed expenditures for the commission are
reasonable. o

CALIFORNIA DEBT LIMIT ALLOCATION COMMITTEE

Item 0959 from the California
Debt Limit Allocation

Committee Fund . ; . .- 'Budget p. LJE 111
Requested 1991-92..........ovoserssesrss eteseseenis . $428,000
Estimated 1990-91 .........coreeeereeesnre e sesss e ressaessnees 399,000
ACEUAL 198990 ....oroccevereseereesrsserespesssssesssmsssmessssssesssssssssssssssoee 288,000

Requested increase $29,000 (+7.3 percent)

Total recommended reductlon................................' ................. ... 'None

GENERAI. PROGRAM STATEMENT

The California Debt Limit Allocation - Comm1ttee (CDLAC) ‘was
established in 1984 in order to ensure.the. state’s compliance with the
Federal Tax Reform Acts of 1984 and 1986. Chapter 943, Statutes of, 1987
(SB 114, Leroy Greene), prov1ded contmumg authonty for the comm1t-
tee’s operatlon

The Tax Reform Acts of 1984 and 1986 lirnited the 'amount’ of
tax-exempt “private activity” bonds which may be‘issued in a state during
a given year. “Private activity” bonds generally include bonds issued for
private industrial and commercial development ‘projects, single and
multi-family - housing, for-profit hospitals and educational facilities, and
student loans. Under the Tax Reform Act of 1986, the volume of these
bonds that may be issued by each state after 1987 is limited to $50 per
resident, or $150 million, whichever is greater. In 1991, California’s ceiling
is estlmated to be $1.49 billion. The committee is responS1ble for
allocatmg the ceiling amount among state and local agencies.

In addition, the CDLAC reviews (1) requests for transferring portions
of the state’s allocation to local authorities ‘and (2) applications by state
agencxes to receive an allocation of the state’s portion of the bond limit:

- The committee is composed of the State Treasurer (Chairperson), the
Governor or the Director of Finance, and the State Controller The
committee has four personnel-years in the current year.

Pursuant to Chapter 943, the committee-charges-fees:to the lead
underwriter of bond issues. These fees are deposited in the CDLAC Fund
and are used to support the actw1t1es of the comrmttee

ANAI.YSIS AND RECOMMENDATIONS
- ‘We recommend approval,
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The budget. propoeses an appropriation of $428,000 from ‘the California
Debt Limit Allocation Committee Fund for support of CDLAC during
1991-92. This-is an increase of $29,000, or 7.3 percent, above estimated
current"yearvexpenditures..This"increase in the committee’s budget is
-attributable primarily to increases in personal services and . facilities
_operation.. Our analysis indicates that proposed expendltures for ' the
commlttee are reasonable : .

CALIFORNIA INDUSTRIAL DEVELOPMENT FINANCING
; ADVISORY COMMISSION '

Ttem 0965 from the Industrial ' ' -
_ .Development Fund ‘ ~ Budget p. LJE'113

Requested 1991- 92 ......................................................... . $476,000

Estimated 1990-91 ........cooervrireennrecrnnresassseeneesnanns T - 444,000

ACtual 1989-90 .......cvveireriiiririerrerenrererreesreeseessegessenssssasssssessssaesasens 375,000
Requested increase $32,000 (+7.2 percent) s T

Total recommended reduction .................................... erreereseeeens < "None

. GENERAI. PROGRAM STATEMENT

. The California Industrial Development Fmancmg Advxsory Commls-
sion: (CIDFAC) was created by Ch 1358/80 (AB 74, Lockyer) for the
purpose of evaluating industrial development bonds (IDBs) .issued by
local development authorities. The proceeds of the bonds assist private
businesses with the construction or purchase of certain industrial facili-
ties. The CIDFAC is responsible for reviewing all proposed IDB issues to
ensure that they comply with disclosure regulations, have proper secu-
rity, and satisfy certain public policy requirements. _

Current state law provides a tax exemption for the interest on IDBs.
Provisions of federal law which also provide a federal tax éxemption for
IDB interest were due to expire on October 1, 1990, however; the
exemption has been extended until December 31, 1991. The state- and
federal exemptions on IDB interest allow businesses to-obtain financing
for qualified projects at rates below conventional financing. Chapter 1264,
Statutes of 1989 (AB 1872, F arr), provides that authorities may not
undertake projects through the issuance of bonds on or after January 1,
1995, although bonds may be issued after January 1, 1995 to refund bonds
issued prior to this date. Chapter 1264 also ehmmated the commission’s
]anuary 1, 1990 sunset date, thereby extendmg the operation of the
commission indefinitely.

The amount of IDBs issued each year-is determined by three factors:
(1) stater authorization limits on IDBs, (2) a-federal volume cap on
*“private activity” bonds in general; and (3) the demand for IDBs. The
state is-authorized by Ch 816/86 (AB 3175, Farr) to issue up to $350
million per year in. federally tax-exempt IDBs and by Ch 1109/87 .(AB
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1456, Farr) to issue an additional $350 mllhon per year in bonds Wthh are
federally taxable, but not taxable by the state. Thus far, the volume of
IDBs issued each year has not approached these state authorization limits.

The federal volume cap on “private activity” bonds in general and the
demand for IDBs are the major factors determining the amount of IDBs
issued. Each year, CIDFAC is allocated a portion of the state’s federal
volume cap by the California Debt Limit Allocation Committee. The 1990
allocation for IDBs was approximately $100 million. In 1990, the commis-
sion received applications for IDBs totaling approximately $58.5 million,
all of which were approved. In 1991, the demand for IDBs and the

“private activity” bond volume cap are likely to again determine the
amount of IDBs issued.

The commission consists of the State Treasurer, the State Controller
the Director of Finance, the Director of the Department of Commerce,
and the Commissioner of Corporations. In the current year, the commls-
sion has four personnel-years. -

ANALYSIS AND RECOMMENDATIONS |

We recommend approval.

. The budget proposes an appropriation of $476 000 from the Industrial
Development Fund for the support of the CIDFAC in 1991-92. This is an
increase of $32,000, or 7.2 percent, over the estimated current-year
expenditures, and is attributable to increases in personal services and
facilities operatlon Our analysis indicates that the proposed expenditures
for the commission are reasonable.

CALIFORNIA TAX CREDIT ALLOCATION COMMITTEE

Item 0968 from the General
Fund, Mortgage Bond and
Tax Credit Allocation Fee

Account o Budget p LJE 114
Requested 1991-92.............oocvrienremmscsmssssessnssssssssesisssssssssssaesss - $1,421,000
Estimated 1990-91 ..........ccoviiveieniivninirniennreissneseesssssssisssnes 1,170,000
Actual 1989-90 ........c.cuorirrerrisrireeseneisinssesssessisasseressssesees — 1,030,000

Requested increase $251,000 (+21.5 percent) : ‘

Total recommended reduction...........c.oiveverivnreeresrererennenes eseereneane ’ None

GENERAL PROGRAM STATEMENT .

The California Mortgage Bond Allocation Committee was estabhshed
by Chapter 1097, Statutes of 1981 (AB 1618, Costa), to allocate to state and
local entities the amount of tax-exempt mortgage revenue bonds that
-may be issued in California to finance housing loans. Chapter 658, Statutes
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of 1987 (SB 113, Leroy Greene), changed the name of the committee to
the Mortgage Bond and Tax Credit Allocation Committee (MBTCAC)
and gave it the responsibility of allocating state and federal tax credits to
developers of qualified low-income rental projects. Chapter 943, Statutes
of 1987 (SB 114, Leroy Greene), allowed the California Debt Limit
Allocation Committee (CDLAC) to take. over the responsibility for
allocating the amount of mortgage revenue bonds that may be issued.
The CDLAC assumed this responsibility during 1988-89. Therefore, the
MBTCAC became responsible only for allocating available state and
federal low-income housing tax credits. Accordingly, Chapter 166, Stat-
utes of 1990 (SB 1085, Leroy Greene) changed the name of the commit-
tee to the California Tax Credit Allocation Committee.

The seven-member committee is composed of the State Treasurer who
acts as the chair, the Governor (or in the Governor’s absence, the
Director of Finance), the State Controller, the Director of the Depart-
ment of Housing and Community Development, the Executive Director
of the California Housing Finance Agency, and two representatives of
local government.

The committee has 13.6 personnel-years in the current year.

ANALYSIS AND RECOMMENDATIONS
We recommend approval.

As shown in Table 1, the budget proposes an appropriation of $1.4
million from the Mortgage Bond and Tax Credit Allocation Fee Account
to support the committee in 1991-92. This is an increase of $251,000, or
21 .5 percent, over estimated current-year expenditures.

Table 1

Tax Credit Allocation Committee
Proposed 199192 Budget Changes
(dollars in thousands)

Mortgage Bond and
Tazx Credit
Allocation Fee
o . . Account
1990-91 Expenditures (Revised) ................. et eierr e eraraas e $1,170
Baseline Adjustments
Employee compensation adjustment...........: O S $13
Expiration of limited-term position.................0ccoli i, —~67
Miscellaneous adjustments ... ....vvererrinirirtiiinnenenereinieiarinereionereinia, : 35
Subtotals, baseline adjustments........ P PP (—$19)
Workload Changes : .
Financial feasibility analysis consultant services ..................ocoviiinne.. $200
Permanent establishment of support staff position .............co..ciciinin. : 70 -
Subtotals, workload changes.............cooviiiiiiiiiii ($270)
1991-92 Expenditures (Proposed).............coovvinivieiiiiiiiiiiiinninns SO $1,421
Change from 1990-91: ] )
X 170011 Pt $251

) (=) 11 S SN R SRORUIR 215%
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The increase primarily reflects the committee’s proposal to contract
out for additional financial feasibility analyses of tax credit applicants and
the permanent establishment of a limited-term support staff position that
is expiring at the end of the current year. The committee plans to
contract out for financial feasibility analyses to the extent that committee
staff are unable to perform analyses of all applications received during
1991-92.
~ The committee’s budget is supported entirely by fees from developers
who apply for federal tax credits. The proposed increase in expenditures
in 1991-92 will be funded from surplus fee revenues.

Our analysis indicates that the expenditures proposed for the commit-
tee are reasonable.

CALIFORNIA ALTERNATIVE ENERGY SOURCE FINANCING
AUTHORITY

Item 0971 from the California
Alternative Energy Authority

Fund :  Budget p. LJE 117
Requested 1991-92........vrvovoroccceerrerrne eeneseossorasmeassasiasans — $181,000
Estimated 1990-91 ........ooiiirniiinienneresnsessesneseisssnessesses eveeenraes 173,000
Actual 1989-90 ...ttt e e ae e sen 80,000

Requested increase $8,000 (+4.0 percent)

Recommended reduction..........cieiiorieerieeesnsresesseressosenes 181,000

Recommended transfer to General Fund...............ccuveveenn..ee. 84,000
Analysis

SUMMARY OF MAJOR FINDINGS AND RECOMMENDATIONS page

1. Delete Funding for the CAESFA. Eliminate Item 0971-001- 99
731 because (1) there is no demand for the program and
(2) the authority is mnot generating sufficient fees to
support its operations. Further recommend the transfer of
the remaining program fund balance (about $84,000) to the
General Fund and the enactment of legislation to formally
eliminate the CAESFA.

GENERAL PROGRAM STATEMENT

The California Alternative Energy Source Financing Authority (CAE-
SFA) was created by Ch 908/80 (AB 2324, Hayes), for the purpose of
issuing up to $200 million of revenue bonds to finance alternative energy
projects undertaken by private businesses. Interest earned on the bonds
is exempt from state and federal income taxes, provided that the projects
comply with various federal requirements. Alternative energy sources
include geothermal, solar, biomass, wind, cogeneration, and small hydro-
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electric projects, as well as energy conservation projects that reduce the
use of fossil and nuclear fuels. As of September 30, 1990, the authority had
about $105 million in bonds outstanding, with $95 million in remaining
authorization.

The authority consists of five state officers: the State Treasurer, who is
chair, the Director of Finance, the Chair of the Energy Commission, the
President of the Public Utilities Commission, and the State Controller.
Ongoing support is provided from the California Alternative Energy
Authority Fund (CAEAF), which derives its revenue from application
and other fees paid to the authority. The CAESFA is authorized two
personnel-years during the current year. ,

- MAJOR ISSUES

The Legislature should eliminate fundihg for CAE-
SFA because it has not financed any new projects
or issued any bonds during the past four years.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes an appropriation of $181,000 from the CAEAF for
support of the. authority in 1991-92. This is an increase of $8,000 or
4 percent, over the current-year budget and results from increased salary
and operating costs. The requested appropriation would be funded from
reserve balances in the CAEAF because the authority does not anticipate
receiving fee revenues in 1991-92. ' '

ANALYSIS AND RECOMMENDATIONS

We recommend (1) the deletion of funding for the CAESFA because
there is no demand for the program and the authority is not generating
sufficient fees to support its operations (Eliminate Item 0971-001-731)
and (2) the transfer of the remaining program fund balance (about
$84,000) to the General Fund. We further recommend the enactment of
legislation to formally eliminate CAESFA.

Background. Chapter 908 established the CAESFA in 1980 to provide
financial support for the development of alternative energy sources. The
measure authorized the CAESFA to issue up to $200 million in tax-
exempt revenue bonds for this purpose. The principal and interest costs
of these bonds were to be repaid by energy savings generated by the
alternative energy projects.

During the period 1982-83 through 1986-87 the program issued approx-
imately $127 million in bonds. Since that time, however, economic
conditions have changed and the CAESFA has not issued any additional
bonds.

No Demand for CAESFA Funds. During the last four years, the
CAESFA has not funded any new projects. Three factors appear to
explain the absence of activity in this program: (1) a decline in electricity
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prices, (2) the elimination of federal and state alternative energy tax
credits and (3) a lack of outreach to local governments and businesses.

e Decline in Electricity Prices. Most projects funded through the
CAESFA have been small electric generation projects (mostly
natural gas cogeneration projects). The amount of revenues (energy
savings) generated by these projects and available to repay CAESFA
bonds varies with electricity prices. In the early and mid-1980s,
electricity prices were projected to increase significantly resulting in
high projected energy savings and making many alternative energy
projects appear financially feasible. Actual electricity prices, how-
ever, have been significantly lower than projected. Consequently,
many projects financed through the CAESFA have experienced
financial difficulties and there has been little new demand for
CAESFA projects.

¢ Elimination of Tax Credits. The federal Tax Reform Act of 1986 and
subsequent conforming state legislation repealed both the federal
and state alternative energy tax credits. The repeal of these tax

- credits effectively increased the costs of alternative energy equip-
ment and further reduced demand for CAESFA funding.

o Lack of Outreach. Finally, since 1987 CAESFA has made no signif-
icant outreach efforts to make local governments and businesses
aware of the CAESFA funding. The CAESFA indicates that this
factor also may have contributed to a decline in applications.

Possible Funding Deficiency in 1991-92. Chapter 908 provided for the
program’s ongoing administrative costs to be funded from various project
fees. The CAESFA currently charges an application fee of between $250
and $5,000 depending on the size of the bond issue and an administrative
fee of between three-tenths and six-tenths of 1 percent of the bond issue.

Table 1 shows the fee revenues, expenditures, and fund balance for the
authority from 1985-86 through 1991-92. Due to the decline in program
activity, CAESFA has not generated enough fee revenues in the last four
years to cover its administrative expenses. Instead, as detailed in Table 1,

Table 1
California Alternative Energy Source Financing Authority
Fee Revenues and Expenditures
1985-86 through 199192
{in thousands)

Fee Revenue . Expenditures Fund Balance
1985-86....ccviiiiii 388 71 375
1986-87...c.vieniiiiiiiiiiiece s 29 66 338
1987-88...oiviiiniiniiiiniiiii s 40 65 292
1988-89....ccviiiii — 65 313
198990.....cineiiiiiii s - 80 168
199091 -3 84 84
199192................ AN -2 88 —4*

* LAO Estimate. This estimate assumes (1) that no new applications are received and (2) a 5 percent
increase in 1989-90 actual expenditures in the current and budget years.
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the program has used the balance in the CAEAF to cover these expenses.
This fund balance will be exhausted in 1991-92 even though the CAESFA
is only expecting to support one of its two authorized staff positions from
this funding source in the current and budget year. Consequently, the
program may require General Fund support for its operations beginning
in 1991-92.

Recommendation. Our analysis indicates that the demand for financ-
ing through the CAESFA does not exist due, primarily, to declines in
electricity prices. Moreover, based on projections made by the California
Energy Commission these prices are not expected to increase signifi-
cantly in this decade. Our analysis also shows that the program will
deplete fund balances available for its support by the end of 1991-92.
Based on these findings, we recommend that the Legislature (1) delete
funding for the CAESFA (Eliminate Item 0971-001-731) and (2) transfer
the remaining CAEAF balance (about $84,000) to the General Fund. In
addition, we recommend that the Legislature enact legislation formally
eliminating the CAESFA. The legislation should also provide for the
transfer of administrative responsibility for outstanding bonds to the State
Treasurer’s Office.





