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General Government Expenditures
Current and Constant Dollars
1985-86 through 1992-93°

Percent of General Fund Budget

All State Funds (in billions)

Current Dollars

[_] Special Funds
General Funds

86 87 88 89

8 Data are for fiscal years ending in years shown.
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General Government Expenditures
By Major Program
1989-90 through 1992-93

All State Funds (in billions)

= Shared Revenues
= General Administration




General Government Programs
Proposed Major Changes for 1992-93

[=]$15 million cut in victims of crime program due to revenue losses

[=] $26 million due to elimination of cigarette tax subventions

[#]$96 million due to normal revenue growth

E]$376 million due to elimination of renters’ tax credit

[=] $318 million savings from salary reductions (2 years)

[=] $60 million from refinancing lease-payment bond debt (2 years)
[=]$25 million for Heorganfzing/Downsizing State Government
[4£]$61 million for annuitant health benefit cost increases

[4] $240 million due to reduced retirement savings
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LAO Assessment of Major Budget Issues
_ In this section, we identify some of the major issues in the over
_ Budget. A fuller discussion of these issues is contained in our analy
the affected department or program which follows this overview.
° Victims of Crime Program. Expenditures for this progra
outpacing revenues available to support the program, resultir
shortfall of $22 million in the current year and $50 million
 budget year. The administration is reviewing a number of options for
~_ controlling expenditures and increasing revenues in order to add
the shortfall. (See Item 8700, Board of Control.)
_* Renter’s Tax Credit. The Governor's Budget ignores the histori
_ linkage of the homeowners’ and renters’ tax relief programs,
- were enacted in fandem to provide property tax relief to both homeown-
_ ersand renters. Given that the need for these programs has diminished
since passage of Proposition 13, we recommend that the Legisla
take action to concurrently eliminate both of them. (See Item
* Salary Reductions. The budget anticipates savings of $106 mil
~ 1991-92 and $212 million in 1992-93, which are attributable t
tions in existing levels of state employee salaries. These sav
~based upon the assumption that salary reductions woul
paychecks beginning in January 1992. The budget states tha
_ continue to “seek the participation of represented employees
_ cost containment activities.” In order to realize these savings, either the

civil service bargaining units will have to agree to participat he
_ salary reductions, or legislation mandating the reductions wi
~ be enacted. (See Item 8380, Department of Personnel Administr:
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Office of Criminal Justice Planning
ltem 8100 |

Findings and Recommendations , Analysis
' Page
1. Penalty Assessment Revenue Likely to Decline. Recommend 10
the Department of Finance report at budget hearings on the
revised penalty assessment revenue projections in the May
revision.

General Program Statement

The Office of Criminal Justice Planning (OCJP) serves as the staff arm of
the California Council on Criminal Justice. The office provides financial and
technical assistance to state and local governments and the private sector for
criminal justice programs, such as crime prevention, victim services, law
enforcement, and juvenile justice. The OCJP is administered by an executive
director, appointed by the Governor.

Overview of the Budget Request:

The budget proposes a reduction in funding for the OCJP due pﬁmaﬁly
to reductions in federal funds, one-time costs, and resources in the
Victim/Witness Assistance Fund.

The budget proposes expenditures of $126.7 million for the OCJP in
1992-93. This is $9.5 million, or 7 percent, less than estimated current-year
revenues. The 1992-93 budget for the OCJP proposes changes in the
following major areas:

e $2.3 million decrease in local assistance expenditures from
Victim/Witness Assistance Fund.
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OFFICE OF CRIMINAL JUSTICE PLANNING—Continued

° $1.3 million decrease in reimbursements from the Department of
Alcohol and Drug Programs.

¢ $5 million decrease in federal funds for anti-drug abuse programs.

This office, along with many other departments, has been subject to a
variety of reductions over the past several years. Among these is an
unallocated reduction of 5.7 percent from the General Fund in 1991-92 (this
reduction is 1.2 percent of the department’s total budget. from all funds).
This reduction is proposed to be carried over in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments. '

Analysis and Recommendations

Penalfy Assessment Revenue Projections
May Be Lower Than Projected

We recommend the Department of Finance (DOF) report at budget
hearings on the penalty assessment revenue projections contained in the
May revision and the basis for the projections. '

The Governor’s Budget estimates that in the current year, state penalty
assessment revenues will be $190 million, which is an increase of $8 million
over 1990-91 revenues. For 1992-93, the Governor’s Budget ' estimates
revenues will be $250 million, -an increase of $60 million over current-year
revenues. Table 1 shows the penalty assessment revenues for the three-year
period from. 1990-91 to 1992-93. According to the DOF, the revenue
projections for the current and budget years are preliminary and will be
revised in May, based on more recent revenue information in the current
year. :

Background. Penalty assessments are imposed on persons who violate
criminal and traffic laws. Funds are collected by the courts and transmitted
to the State Treasurer. Chapter 189, Statutes of 1991 (AB 544, Isenberg), as
part of trial court realignment, revised the allocation of penalty assessment
revenues and increased the penalty assessment rate. Prior to Chapter 189, all
revenues were deposited in the state Penalty Fund (referred to in the
Governor’s Budget as the “Assessment Fund”). Revenues are now divided
between the General Fund (30 percent) and the Penalty Fund (70 percent).
Chapter 189 also increased the penalty assessment rate by 40 percent, from
$7 to $10 for every $10 fine, penalty, or forfeiture imposed. - :




Table 1

Office of Criminal Justice Planning
Penalty Assessment Revenues and Distribution
1990-91 through 1992-93

(dollars in millions)

Total Revenue $179.4 $190.0 $250.0

Use of Funds
State Controlier $0.6 $0.6 $0.9  Administrative costs
General Fund - 568 74.7 Deposited in General Fund

Penalty Fund @lstnbuted to following
special funds): (179.4) (133.5) (175.6)

Restitution - 54.5 42.8 56.7  Victim restitution (Board of Control)

Peace Officers’ Training 411 319 42.1  Training (Commission-on POST)

Fish and Game Preservation 06 = 04 0.6  Training (Department of Fish and Game)
Corrections Training 149 105 - 13.8 = Training (Board of Corrections)

Driver Training : 50.8 34.2 45.7  Driver training (Department of Education)/transfer to

General Fund
Local Public Prosecutors ang

Public Defenders Training 0.9 0.9 0.9  Training (OCJP)
Victim/Witness Assistance 15.6 115 15.2  Victim assistance (OCJP)
Traumatic Brain Injury® 0.5 0.5 0.5 Demonstration projects (Department of Mental Health)

* Statutory allocation formula revised in 1991-92 and applies to annual revenue beginning in 1991-92.
® Funding level capped at $850,000. Revenue exceeding this amount is allocated to Restitution Fund.

¢ rundmg level capped at $500,000. Revenue exceeding this amount is allocated to the other special funds based on the percentage share of total special
unds.

Details do not add to totals due to rounding.

0018 wey
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OFFICE OF CRIMINAL JUSTICE PLANNING—Continued

Impact of Chapter 189 on Penalty Fund. Penalty assessment revenues
deposited in the Penalty Fund are divided among eight other special funds
(as shown in Table 1), which support programs in seven different depart-
ments (including two programs in the OCJP). According to the DOF
projections, it appears that the 40 percent penalty assessment rate increase
will not generate sufficient revenue in the current or budget years to
compensate for the 30 percent allocation of revenue to the General Fund. To
address the revenue shortfall in the special funds in the current year, the
larger of these special fund programs are either relying on prior-year
reserves, or requesting General Fund support ($11.7 million for the Board of
Control’s Victims of Crime (VOC) Program and $3 million for the OCJP’s
victim assistance programs). Except for the VOC Program, the administration
has not provided information regarding how a reductior in revenue will be
addressed in these programs. :

Penalty Assessment Revenue Projections. Historically, it has been difficult
to project the revenues to the Penalty Fund. We believe there is considerable
downside risk in the revenue projections for the current and budget years,
for the following reasons: First, higher assessments combined with a forecast
for a continued sluggish economy may result in persons who are required
to pay fines instead “working off” their debt by spending time in county jail.
Second, judges may compensate for the assessment rate increase by reducing
~ fines, so the “total bill” (fines plus penalty assessments) for guilty parties
remains constant (or does not increase as much as expected). Finally, it
appears that the DOF may have made a technical error in: their 1992-93
projections for the Penalty Fund that could result in the projections of
revenue to that fund being overstated by approximately $23.6 million.

- The implications of an error in the revenue projections for the Penalty
Fund is more serious than in past years, because a small decline in projected
revenue will, in many cases, result in a corresponding cut in the programs
supported by the Penalty Fund. This is because the reserves are being used
in the current year, thereby leaving little or no reserves to fall back on in the
budget year in case of a decline in revenues. In past years, most funds
receiving penalty assessment revenue had large reserves.

Due to. the strong reliance of several programs on penalty assessment
revenues and the lack of funding reserves, we believe it is important that the
‘Legislature be informed of any revised revenue projections. The DOF will
revise their projections of penalty assessment revenue for the May revision
of the Governor’s Budget. Consequently, we recommend the DOF report at
budget hearings on the revenue projections contained in the May revision
and the basis for those projections. - -
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Commission on Peace Officer
Standards and Training
ltem 8120

Findings and Recommendations Analysis
~ ~ Page
1. Peace Officers’ Training Fund Condition. Penalty assessment 14
revenues to the commission may be significantly lower than
the Governor’s Budget projects for the current and budget
years.

General Program Statement |

The Commission on Peace Officer Standards and Training (POST) is
responsible for raising the level of professional competence of local law
enforcement agencies. It does so by establishing minimum recruitment and
training standards, and by providing management counseling to local law
enforcement agencies. The commission reimburses local agencies for costs
they incur when their employees participate in POST-approved training
courses.

Overview of the Budget Request
The budget for POST is essentially a workload ‘budget.

The budget proposes expenditures of $43 million from the Peace Officers’
Training Fund (POTF) in 1992-93. This is about $4 million, or 11 percent,
more than estimated current-year expenditures. This increase in expenditures
is due primarily to an increase in reimbursements to local governments for
peace officers’ training. ‘
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COMMISSION ON PEACE OFFICER STANDARDS AND TRAINING—Continued
Analysis and Recommendations -

Penalty Assessment Revenues May Be Lower Than Projected

The commission’s penalty assessment revenues may be significantly lower
than the Governor’s Budget projects for the current and budget year.

Background. The commission’s only source of funding in the current and
budget years is the POTF. The primary source of revenue for the POTF is
from penalty assessments that are imposed on persons who violate criminal
and traffic laws. In 1991, the penalty assessment rate was increased from $7 .
to $10 for every $10 fine, penalty, or forfeiture imposed. Revenues are
collected by the courts and transmitted to the State Treasurer for deposit into
the General Fund (30 percent) and the Penalty Fund (70 percent). The POTF
is one of eight funds supported by the Penalty Fund (referred to in the
Governor’s Budget as the “Assessment Fund”), and the POTF receives
approximately 24 percent of the Penalty Fund revenues.

Penalty Assessment Revenue Projections. In the current year, penalty
assessment revenues to the POTF are projected to be $32 million. This is
approximately $9 million, or 22 percent, less than prior-year revenues. In the
budget year, however, revenues to the fund are projected to be $42 million,
which is an increase of $10 million, or 31 percent, over the current year.

Historically, it has been difficult to project the revenues to the Penalty
Fund. We believe there is considerable downside risk in the revenue
projections for the current and budget years for the following reasons: First,
higher assessments combined with a forecast for a continued sluggish
economy may result in persons who are required to pay fines instead
“working off” their debt by spending time in county jail. Second, judges may
compensate for assessment rate increases by reducing fines, so the “total bill”
(fines plus penalty assessments) for guilty parties remains constant (or does
not increase as much as expected). Finally, it appears that the Department
of Finance (DOF) may have made a technical error in their 1992-93
projections for the Penalty Fund that could result in the projections of
revenue to that fund being overstated by approximately $23.6 million. Since
the POTF receives approximately 24 percent of the revenue from the Penalty
Fund, its revenue projections could be overstated by $5.7 million, or
13.5 percent, in 1992-93. , : :

The implications of an error in the revenue projections are more serious
than in past years, because any decline in projected revenues will result in
a corresponding program cut. This is because the 1992-93 Governor’s Budget
allocates all available resources and leaves o reserve in the POTF at the end
of the current and budget years. In past years, the POTF had a sufficient
reserve to fall back on in case of a decline in revenues. The commission has
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not provided information regarding how a’ funding shortfall will be
addressed.

In our analysis of the Office of Criminal Justice Planning (OCJP — please
see Item 8100), we discuss the penalty assessment revenue projections for all
eight special fund programs, including the commission. We also recommend
that the DOF report at the OCJP budget hearings on the revenue projections
contained in the May revision and the basis for those projections.

- State Public Defender
Item 8140

General Program Statement

The Office of the State Public Defender (SPD) provides legal representa-
tion for indigents before the Supreme Court and courts of appeal, either
upon appointment by the court or at the request of an indigent defendant.
These same services also may be provided by the. private attorneys
appointed by the court. The SPD also operates a brief bank (a library of
appellate briefs involving various‘issues the office has raised in the past) and
responds to requests for assistance from private counsel to the extent that
resources are available.

The SPD has offices in Los Angeles, Sacramento, and San Francisco.

Overwew of the Budget Request

The budget essentzally proposes funding for the SPD at the current-year
level with an increase for facilities operations. -

The budget proposes expenditures of $9.7 million for the SPD in 1992-93.
This is $282,000, or 3 percent, more than current-year expenditures. This
increase reflects the full-year costs for newly leased office space for the
Sacramento office.
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STATE PUBLIC DEFENDER—Continued

This office, along with many other departments, has been subject to a
variety of reductions over the past several years. Among these is an
‘unallocated reduction of 16 percent from the General Fund in 1991-92. This
- reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments. i e

Payment to Counties for Costs of Homicide Trials
ltem 8180

General Program Statement

The state reimburses counties for 80 percent to 100 percent of the costs
attributable to homicide trials once trial costs reach a specified percentage of
countywide property tax revenues. This percentage varies between counties,
depending on county population. The purpose of this financial assistance is
to ensure that counties are able to conduct trials and carry out the prosecu-
tion of ‘homicide cases without seriously impairing their finances. The
program is administered by the State Controller’s Office. '

Overview of the Budget Request

The proposed budget to reimburse counties for the costs of homicide trials
is essentially a workload budget.

The budget proposes ‘an appropriation of $4 million from the General
Fund for this program in 1992-93. This is $281,000, or 7.6 percent, more than
estimated current-year expenditures. According to the Department of
Finance, this increase is proposed primarily because of expected costs
resulting from a major homicide trial in Calaveras County.




ltem 8180 GENERAL GOVERNMENT./ VIII - 17

In the current year, the program was subject to an unallocated reduction
of $155,000, or 4 percent. The reduction was not carried over into 1992-93. In
our companion document, The 1992-93 Budget: Perspectives and Issues, we
discuss the impact of unallocated reductions on various departments.

Commission for Economic Development
ltem 8200

General Program Staiement

The Commission for Economic Development (CED), chaired by the
Lieutenant Governor, was established to provide guidance on statewide
economic development. The commission provides a forum for the discussion
and study of economic development issues affecting the state, and makes
policy recommendations.

Overview of the Budget Request

The budget proposes to provide the same funding for the CED in 1992-93
as was provided in the current year.

N 'lThe‘budget proposés expenditures of $544,000 in 1992-93.

This commission, along with many other departments, has been subject to
a variety of reductions over the past several years. Among these is an
unallocated reduction of 12 percent from the General Fund in 1991-92 (the
commission’s budget is.funded almost entirely from the General Fund). This
reduction is proposed to be carried over in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments. :
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CALIFORNIA ARTS COUNCIL .

‘Callifornia Arts Council
ltem 8260

General Program Statement -~

The California Arts Council’s enabling legislation directs it to (1)
encourage artistic awareness and expression, (2) assist local groups in the
development of arts programs, (3) promote the employment of artists in both
the public and private sectors, (4) provide for the exhibition of artworks in
public buildings, and (5) ensure the fullest expression of artistic potential. In
carrying out this mandate, the Arts Council has focused its efforts on the
development of grant programs to support artists and organizations in

various disciplines.

Overview of the Budget Request

. The budget proposes funding the Californid Arts Council at the current-
year level. - - ‘ ‘- ‘ e R .

The budget proposes total expenditures of $16 Vmivlklion, for the Arts
Council ($14.9 million General Fund and $1.1 million federal funds) in
1992-93. This is the same amount as estimated expenditures for the current
year. P B ‘ )

* This budget, along with many other departments and agencies, has been
subject to a variety of reductions over the past several years. Among these
is an unallocated reduction of 6.4 percent from the General Fund in 1991-92.
(This reduction is 6 percent of the council’s total budget from all funds.) This
reduction is proposed to be carried over in 1992-93. In our companion docu-
ment, The 1992-93 Budget: Perspectives and Issues, we discuss the impact of
these reductions on various departments.
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Native American Heritage Commission
Item 8280

General Program Statement

The Native American Heritage Commission is responsible for identifying,
cataloging, and preserving places of special religious or social significance
to Native Americans, in order to ensure the expression of Native American
religion. In addition, the commission is authorized to mediate disagreements
between Native Americans and landowners, developers, or public agencies
in order to mltlgate any adverse impact to sacred sites.

Support services are provided to the commission by the State Lands
Commission.

Overview of the Budget Request ,
The budget proposes no workload or program changes for the commission.

The budget proposes total expenditures of $285,000 from the General
Fund for support of the commission in 1992-93. This amount is the same as
the estimated expenditures for 1991-92.

The commission, along with many other departments, has been sub]ect to
an unallocated reduction — of about 12 percent — in its General Fund
support in 1991-92. This reduction is proposed to be carried over into 1992-
93..In our companion document, The 1992-93 Budget: Perspectives and Issues,
we discuss the impact of these reductions on various departments.
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AGRICULTURAL LABOR RELATIONS BOARD

Agricultural Labor Relations Board
' ltem 8300 :

General Program Statement

The- Agricultural Labor Relations Board (ALRB) protects the rights of
agricultural workers to join employee unions, bargain collectively with their
employers, and engage in activities through labor organizations of their own
choosing. In order to accomplish its work, the agency is split into two
divisions: (1) the General Counsel, whose employees run elections and
investigate charges of unfair labor practices, and (2) the board, which
certifies elections.

Overview of the Budget Request

The budget proposes funding the ALRB at the same level as in the current
year. . _ v

The budget proposes expenditures of $5.7 million from the General Fund
by the ALRB in 1992-93. This represents no change over estimated current-
year expenditures. -

'This board, along with many other departments, has been subject to a
variety of reductions over the past several years. Among these is an
unallocated reduction of 17 percent from the General Fund in 1991-92. This
reduction is proposed to be carried over in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.
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Publuc Employment Relations Board
: Item 8320 ~

General Program Statement

The Public Employment Relations Board (PERB) guarantees to public
education and state employees the right to join employee organizations and
engage in collective negotiations with their employers regarding salaries,
wages, and working conditions. It does so by administering three state laws:
(1) the Education Employment Relations Act (EERA), which affects public
education employees (K-14); (2) the State Employer-Employee Relations Act
(SEERA), which affects state civil-service employees; and (3) the Higher
Education Employer-Employee Relations Act (HEERA), which affects
University of California and California State University employees: -

Overview of the Budget Request _ .
The budget proposes no workload or program changes for the board

The budget proposes an appropriation of $5.3 million from the General
Fund to support the board in 1992-93. This represents no net increase above
current-year expenditures. o St

The board, along with many other departments, has been sub]ect to a
variety of reductions over the past several years. Among these is an
unallocated reduction of about 17 percent from the General Fund in 1991-92.
This reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we dxscuss the 1mpact
of these reductions on various departments.
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DEPARTMENT OF INDUSTRIAL RELATIONS

Department of Industrial Relations
ltem 8350

Findings and Recommendations . Analysis
’ Page
1. Workers’ Compensation Reforms. Studies are in progress to 25

evaluate the reforms enacted in 1989. We will comment on the ‘
results of the first study during the budget hearings, as
appropriate.

General Program Statement

The objective of the Department of Industrial Relations (DIR) is to protect
the workforce of California, improve working conditions, and advance
opportunities for profitable employment. These responsibilities are carried
out through three major programs: the Adjudication of Workers’ Compen-
sation Disputes; the Prevention of Industrial Injuries and Deaths; and the
Enforcement of Laws Relating to Wages, Hours, and Working Conditions.
In addition, the department (1) regulates self-insured workers’ compensation
plans, (2) provides workers’ compensation payments to injured workers of
uninsured employers and other special categories of employees, (3) offers
conciliation services in labor disputes, (4) promotes apprenticeship programs,
and (5) conducts and disseminates labor force research.

Overview of the Budget Request |
The proposed DIR budget is essentially a workload budget.

The budget proposes expenditures of $169 million by the DIR in 1992-93.
This is $3 million, or 1.8 percent, less than estimated current-year expendi-
tures. The General Fund portion of the request is $111 million, or 7.2 percent,
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Department of Industrial Relations

Budget Summary -
1990-91 through 1992-93

(dollars in thousands)

Regulation of workers’ compensation
self-insurance plan

Conciliation of labor disputes

Adjudication of workers’
compensation disputes

Prevention of industrial
injuries and deaths-

Enforcement of laws relating to wages,
hours, and working conditions
Apprenticeship and other
on-the-job training

Labor force research and
data dissemination -

Payment of wages, claims, and
contingencies

| Administrative support services
(distributed)

| Loan repayment SCh 893/89 —
SB 47, Lockyer,

Totals

General Funa

Workers' Compensation Administrat)'on
Revolving Fund

Loan repayment to the General Fund
Self-Insurance Plans Fund

Elevator Safety Inspection Account
Pressure Vessel Inspection Account

Uninsured Employers’ Fund,
. Employees’ Account ‘

Federal Trust Fund
Reimbursements
Other special funds. .

Personnel-Years

$1,410  $2242  $2,253 0.5%
2,001 1829 1,834 03
68,859 76,096 74,307 = -2.2
43,955 46,053 45933 = -03
25144 © 21,715 21821 05
5,300 3602 2274 369
3,004 2045 2934 .04
19,433 17,504 17,504  —
(12618) . (12,769) (12,769) -
&2 — - —
$169,168  $171,986 $168,950  -1.8%
$127,242  $119875 $111,260  -7.2%
11,406 14,866 14,527 . . -2.3.
62 — _ -
1,258 2,048 2058 . 05
3,725 3834 3903 1.8
2,645 3841 3862 05
535 3372 10,447 2098
18,906 18,892 18,924 - 0.2
1,233 2505 2509 0.2
3,288 2753 1,460  -47.0
22304 24276 23616  2.7%
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DEPARTMENT OF INDUSTRIAL RELATIONS—Continued

under current-year expenditures. The proposed General Fund change is
primarily due to a $7.1 million reduction in the transfer of funds from the
General Fund to the Uninsured Employers’ Fund, which is used to pay
workers’ compensation benefits in cases where employers do not have
insurance. (Funds are transferred annually in order to supplement employer
fines and penalties deposited into the Uninsured Employers’ Fund.) The
budget also proposes an increase of $348,000 from the General Fund for 4.5
positions in. the Division of Workers’ Compensation to collect employee
death benefits from "employers. Table 1 displays the expenditures and
staffing levels for the department from 1990-91 through 1992-93. Table 2
shows the department’s proposed budget changes in 1992-93.

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 13 percent from the General Fund in 1991-92. (This
reduction is'8.8 percent of the department’s total budget from all funds.)
This reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reduction on various departments.

Table 2
Department of Industrial Relations
Proposed 1992-93 Budget Changes
(dollars in thousands)
n
1991-92 Expenditures (revised) $119,875 $171,986
Baseline adjustments :
Limited-term positions -$653 -$816
Equipment — one-time costs -658 - -823
Change in General Fund transfer : C
to the Uninsured Employers’ Fund -7,083 . -
Board of Control claims . 16 16
Carry-over appropriation expense -45 : -45
Adjustment for price increase ‘ 282 . 398
Sunset of funding for the Division : :
of Apprenticeship Standards — -1,300
Subtotals, baseline adjustments (-$8,141) (-$2,570)
) Continued
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Workload changes
Division of Labor Standards ' ‘ )
Enforcement workload reduction - .-$282 L -$282
Increase for pro rata overhead G- ‘ 1,502
Salary reductions 7 -85 -121
Workers'-Compensation Appeals s
Board on-line system ‘ -509 -54
Executive order adjustment - 54 '54-

Reduction'in special fund
appropriation for workers’

compensation administration — -1 913
Subtotals, workload changes (-$822) (-$814)_
Program changes ‘ N
Collection of employee death benetits $348 $348.
Subtotals, program changes ) ~ ($348) ($348)
1992-93 Expenditures (proposed) $111,260 $168,950
Change from 1991-92 .
Amount . -$8,615 -$3,036
Percent -7.2% -1.8%

Analysis and Recommendations
Workers’ Compensation Reform Update

Studies are in progress to evaluate the reforms enacted in 1989. We will
comment on the results of the first study during budget hearings, as
appropriate. : o : ‘

Over the last two years the Legislature has enacted several major bills that
have made significant changes to the workers’ compensation system,
including the Margolin-Bill Greene Workers’ Compensation Reform Act [Ch
892/89 (AB 276, Margolin) and Ch 893/89 (SB 47, Lockyer), and Ch 116/91
(SB 1218, Presley)]. Generally, the reforms were intended to. improve the
benefits to the worker, improve efficiency, and reduce the costs of  the
system. : : ‘ :

Evaluation Studies In Progress. The Législature,auth_Ori’zed two studies
to evaluate the impacts of the reforms on the system. One of the studies,
conducted by the Workers’ Compensation Rate Study Commission, is
evaluating the state’s process for establishing the rates paid by employers for
workers’ compensation insurance and comparing the relative effectiveness
of rate-making systems among the states. Subsequent to the legislation
authorizing this study, Ch 115/91 (AB 971, Peace) modified. the study by
requiring the commission to analyze several issues, including the extent to
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. DEPARTMENT OF INDUSTRIAL RELATIONS—Continued

~which the rate-making system (1) fosters or discourages competition, (2)
“provides appropriate and expeditious claim services to injured workers, and
(3) provides the lowest net cost to insured -employers. The study is
‘scheduled to be completed by March 1, 1992. g

In the second study, the Workers’ Compensation Insurance Rating Bureau
.is required to monitor-and measure cost changes to the various components
of the workers’ compensation system that were or may be affected by the
1989 reforms. Specifically, the rating organization is required to review
:changes in costs of (1) medical treatment, (2) temporary and permanent
“disability benefits, (3) vocational rehabilitation services, and (4) providing
‘comipensation for psychiatric injuries. The bureau is required to submit its
first report, which will encompass 1990 case data, by January. 1, 1993.
-Subsequent reports are required annually through 1998.

" Anti-Fraud Efforts Just Getting Underway. Chapter 116, Statutes of 1991
(5B 1218, Presley), implemented several provisions to reduce and control
‘workers’ compensation fraud. This measure (1) established fines and
penalties for specified illegal workers’ compensation activities, (2) created the

:Workers’ Compensation Insurance Fraud Reporting Act to facilitate the-

‘exchange of information, and (3) mandated fraud reporting from both
insurers and self-insured employers.

At the time this analysis was prepared, the Department of Insurance (the
responsible department in this area) was still developing many of its anti-
fraud activities. For example, the department is developing referral
guidelines' for dissemination of fraud information and has a budget-year
proposalto increase the Bureau of Fraudulent Claims staff by 22 positions
to investigate and process more fraud cases. »

- 'Qualified Medical Examiners (QME) System Not Fully Implemented. The
reform act created the Industrial Medical Council (IMC) to facilitate disputed
resolutions of medical cases and recruit and certify QME and Independent
Medical Evaluators .to provide medical consultation to injured workers.
These reforms were intended to reduce the cost of medical evaluations and
treatment. Due to hiring and policy-implementation delays, however, this
system has not been fully implemented. According to the department, the
IMC has qualified approximately 10,700 physicians and expects to have up
to 20,000 physicians participating in the system at the end of the budget
year. = e e B :

:; According to departmental staff, the initial medical consultation and
treatment fee schedule proposed by the IMC is scheduled to be completed
in February 1992. The department expects to schedule public hearings
shortly thereafter to hear testimony on the proposed fees. -
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Vocational Rehabilitation Incentives. The Margolin-Bill Greene Workers’
Compensation Reform Act also included several provisions to improve
performance and discourage delays in rehabilitation. These provisions
include (1) requiring insurers to provide a rehabilitation “dividend” to an
-employer who modifies a job or finds alternative employment for an injured
- worker, (2) encouraging early participation in rehabilitation by paying the
worker who begins rehabilitation during the temporary disability period the
full disability payment, instead of the lower maintenance allowance (which
is limited to $90 a week), and (3) encouraging early participation in
rehabilitation by providing that an employer’s liability terminates if an
‘eligible worker does not accept vocational rehabilitation services within 90
days. ‘

Conclusion. There are currently underway two studies that will provide
the Legislature with the data necessary to inake an assessment of the effect
of the workers’ compensation reforms of 1989. Until those studies are
available, it is difficult to evaluate the impact of the reforms on the system.
Similarly, because the QME system and the anti-fraud programs are not fully
implemented, evaluating -their full impact on reducing costs will not be
possible for at least two years. '

Department of Personnel Administration
Item 8380
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Item 8380

MAJOR ISSUES

» . Tenuous ‘General Fund Savings. The Governor’s Budget
- assumes salary and benefit savings totaling $267 mi
- (General Fund) — $74 miliion in the current year
$193 million in the budget year — that are dependent
upon the collective bargaining process or enactment
- of legisiation. ' ‘

illion
and

Findings and Recommendations

L

Unallocated Reductions Not Fully Implemented. The Depart-
ment of Finance (DOF) has required unallocated reductions

Analysis
Page
32

from departments that totaled approximately $270 million, °

rather than the $388 million assumed by the 1991 Budget Act.
We recommend that the DOF report to the Legislature at
budget hearings on its plan for achieving the employee
compensation savings assumed in the 1991 Budget Act.

Status of Layoffs. Based on experience to date, it is unclear
if additional layoffs will be necessary. We recommend that
the administration report at budget hearings on the status of
and the need for layoffs in the current and budget years.

Salary Reduction for Represented Employees. The salary

‘reduction savings -of $74 million (General Fund) anticipated
“in the current year will not be fully realized and may not

occur at all. . ‘

Anticipated Salary and Benefit Savings May Not Occur. The
salary and benefit savings of $193 million (General Fund)
anticipated in the Governor’s Budget will not be realized
unless the administration successfully negotiates the reduc-
tions through the collective bargaining process or legislation
is adopted to implement the reductions.

General Program Statement

The Department of Personnel Administration (DPA) manages the nonmerit
aspects of the state’s personnel system. The State Employer-Employee
Relations Act (SEERA) provides for collective bargaining for most state civil
service employees. Under SEERA, the DPA, in cooperation with other state

departments, is responsible for (1) reviewing existing terms and conditions

32

33

34
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of employment subject to negotiation, (2) developing management’s
negotiating positions, (3) representing management in collective bargaining
negotiations, and (4) administering negotiated memoranda of understanding
(MOUs). The DPA is also responsible for providing for the compensation,
terms, and conditions of employment of managers and other state employees
who are not represented in the collective bargaining process.

Overview of the Budget ReqUest

Departmental Support

The proposed Department of Personnel Administration budget is
essentially a workload budget, except for the increase needed to fund the
implementation of a new retirement program, pursuant to Ch 83/91 (AB 702,
Frizzelle). :

The budget proposes total expenditures of $13.5 million for support of the
department in 1992-93. The proposed expenditures consist of an appropria-
tion of $7.1 million from the General Fund, $1.4 million from the Deferred
Compensation Plan Fund, $712,000 from the FlexElect Benefit Fund, and
$4.3 million in reimbursements. This is $1.3 million, or 10 percent, more than
estimated current-year expenditures.

The proposed General Fund appropriation represents no net change from
the current-year expenditures. Reimbursements are expected to increase by
$1.1 million, or 33 percent, above estimated current-year amounts. This
increase in reimbursements includes $968,000 and 5.7 personnel-years to
implement the Part-time, Seasonal, and Temporary Employees (PST)
Retirement Plan, and $88,000 in spending authority to fund increased
benefits administration costs. The remaining $219,000 of the overall increase
provides for adjustments in the pro rata assessment, price increases; and
other miscellaneous baseline adjustments. The budget proposes to fund these
baseline changes through the Deferred Compensation Plan Fund ($127,000)
and the FlexElect Benefit Fund ($76,000). . S

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of about 16 percent from the General Fund in 1991-92.
(This reduction is 13 percent of the department’s total budget from all
funds.) This reduction is proposed to be carried over into 1992-93. In our
companion document, The 1992-93 Budget: Perspectives and Issues, we discuss
the impact of these reductions on various departments. :



VIII - 30 / GENERAL GOVERNMENT ' ltem 8380

DEPARTMENT OF PERSONNEL ADMINISTRATION—Continued

Employee Compensation
The budget does not fund increases in employee compensation in 1992-93.

The Governor’s Budget does not propose any funding for employee salary
increases or premium rate increases in existing health, dental or vision
benefits in 1992-93. Instead, the budget proposes to:

* Reduce state employee salaries by 5 percent (effective January 1, 1992).

* Reduce the state’s payment for health insurance premiums to the 1990-
91 level.

* Maintain the state’s payment for dental/vision premiums at the 1991-
92 level.

The administration estimates that these actions would result in General
Fund savings of $193 million. This proposal does not include employees of
the University of California, the California State University and Hastings
College of the Law. The budget, however, p:oposes no increase in compensa-
tion for these employees.

Analysis and Recommendations

The Current Collective Bargaining Process Has Stalled

In 1988-89, 20 employee bargaining units entered into Memoranda of
Understanding (MOUs) with the state. These MOUs specify the conditions
of state employment for each bargaining unit. The collective bargaining
agreements expired as of June 30, 1991. Negotiations for new MOUs began
in March 1991 and according to a timetable established by the DPA, should
have concluded with new agreements by August 1991. However, the .
administration and employee organizations were unable to reach agreement.
Once negotiations failed to produce a new agreement, impasse was declared
by the Public Employment Relations Board and a mediator was appointed.
When mediation failed to produce agreements, the administration sought to
unilaterally 1mp1ement changes in certain terms and conditions of employ-
ment as discussed in more detail below.

Only three of the state’s 21 bargaining units are still negotiating. (The
additional bargaining unit was established in March 1990 when certain
members separated from bargaining unit 3 to form bargaining unit 21.) Of
the three units that are still negotiating, two (units 9 and 12) have filed for
impasse.
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Most of the state’s 21 bargaining’ units have completed mediation. The
state has unilaterally established new terms and conditions of employment
for 7 of the 15 units that have completed mediation without reaching
agreement. New terms and conditions of employment have:not.yet been
determined for the remaining eight units.

Given the state’s current fiscal situation, the administration sought to
unilaterally implement its last best offer once mediation failed. This offer
included a 5 percent salary reduction as well as a reduction in the employer
contribution toward health and dental benefits for represented employees.
The employee organizations filed suit and the issue was resolved in court.

- The Superior Court of Sacramento ruled that, absent any action by the
Legislature, the administration could not implement the 5 percent ‘salary
reduction or reduce the employer. contribution toward health and dental
benefits for represented employees. The ‘court also ruled- that:economic
benefits (such as holiday, vacation, and sick leave) could: not be reduced
below levels established in statute or by Department of Personnel Adminis-
tration rule. The ruling reflects the court’s belief that the SEERA: does not
authorize the administration to make unilateral changes in salary or health
benefits without legislative approval. Absent concessions in thé collective
bargaining process or legislative action, these reductions will not be
implemented. As a result, the state will lose approximately*$16 million per
month in potential General Fund savings. R ‘

qure'nthear Employee Compenéation Program. .

The 1991 Budget Act did not contain funding for an employee salary
increase or health benefit premium increases. However, thé Budget Act did
appropriate funds to continue health benefit premiums at the 1990-91 level
and finance premium rate increases in employee dental and vision benefits.

Finally, two Control Sections in the 1991 Budget Act required a total of
$388 million in unallocated General Fund reductions. from employee
compensation (Control Section 1.20 - $37 million and Control Section 3.90 -
$351 million). oo e o : L
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Department of Finance Has Not Fully
Implemented Unallocated Reductions

We find that the DOF has required unallocated reductions in the current
year from departments that total approximately $270 million, rather than
the $388 million reduction required by Control Sections 1.20 and 3.90 in the
1991 Budget Act. We recommend that the DOF report to the Legislature at
budget hearings on its plan for obtaining the full amount of unallocated
reductions. ' ' .

In June 1991, the DOF notified all state departments that reductions
totaling $388 million would be' required pursuant to the provisions of
Control Sections 1.20 and 3.90. In general, the DOF allocated the reductions
among . the departments based on their -share of total General Fund
expenditures for the state. '

. In July 1991, the DOF notified the departments that reductions totaling
$341 million would be required rather than $388 million. The July. notifica-
tion was superseded by two Executive Orders released in August 1991 and
October 1991. These orders required total unallocated reductions of $269.6
million from departments. This is $118.4 million less than the $388 million
required by Control Sections 1.20 and 3.90 of the 1991 Budget Act. Recently,
the DOF has indicated that the unallocated reductions may be reduced
further. Thus, at the time this Analysis was prepared (February), the
provisions of Control Sections 1.20 and 3.90 of the 1991 Budget Act had not
been fully implemented. Therefore, we recommend that the DOF report at
budget hearings on its plans for achieving the savings contemplated by
Control Sections 1.20 and 3.90 of the 1991 Budget Act.

fhei‘é Have Been Relaﬁvely’Fewb,quoffs in State Service in 1991-92

Based on experience to date, it is unclear if additional layoffs will be
necessary. Therefore, we recommend that the Department of Personnel
Administration (DPA) and the State Personnel Board (SPB) report at budget
hearings on the status of and the need for layoffs in the current and budget
years.

The administration reported that perhaps as many as 3,000 state employ-
ees would be laid off in the current year. This has not happened. At the time
this analysis was prepared (February), a total of 125 people in 10 depart-
ments had been laid off. Table 1 summarizes these layoffs.
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Table 1

Department of Personnel Administration
Number of Layoffs in State Service
(As of January 17, 1992)

Education (Fresno School) 13 : ' - June 30, 1991
Fair Employment and Housing 9 November 21, 1991 and December 4, 1991
Forestry-and Fire Protection 2 : January 9, 1992
Industrial Relations 2 : June 30, 1991
Miiitary 67 October 1, 1991 and December 6, 1991
Office of Administrative Law 4 « _ October 1, 1991
Secretary of State 1 , January 1, 1992
State Fire Marshal 22 November 4, 1991 and January 1, 1992
State Personnel Board 3 June 30, 1991
State Teachers’ Retirement System 2 June 30, 1991
Total 125 ' ‘

The number of layoffs, however, does not adequately depict the changes that
are occurring in the state workforce. In fact, these numbers reflect a
relatively small portion of the total number of employees that have been
affected by the state’s layoff procedure through demotion, retirement,
transfer to another state agency, or separation prior to layoff. For example,
the DPA indicates that it has received requests to compute seniority scores
(the first step of the layoff process) for 7,216 employees from 44 departments.
It is unclear how many, if any, of the employees with calculated seniority
scores will be laid off.

Given the uncertainty concerning the status of or need for layoffs, we
recommend that the DPA and the SPB report to the Legislature during
budget hearings on this issue . g ‘

Savings From Salary keductiohs Assumed
in the Current Year May Not be Redlized

The $74 million (General Fund) savings anticipated in the current year
from salary reductions will not be fully realized and may not occur at all,

In the current year, the administration implemented a 5 percent salary
reduction for nonrepresented employees (managers, supervisors, and exempt
employees). The DOF estimates that this salary reduction will result in
General Fund savings of $35 million in the current year. In addition to the
salary reduction, the state contribution for health benefit premiums for non-
represented employees was reduced to the 1990-91 level. The reduced state
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‘contribution will save the state’s General Fund approx1mately $11 5 million
‘in the current year.

As previously mentioned, the DPA sought to negotiate 51m11ar reductions
for represented employees through the collective bargaining process. The
DOF estimated that a 5 percent salary reduction for represented employees

would result in General Fund savings of $73.7 million for six months.
‘Believing that the health benefit contribution reductions could be 1mplement-
ed for the full year, DOF estimated annual General Fund savings of $46
smillion. Negotiations have failed to produce a new agreement and the
Superior Court of Sacramento has barred implementation of the salary and
Jbenefit reductions without legislative approval.

The DOF acknowledges that the $46 million savings in health benefit
premium contributions for represented employees will not be realized in the
current year. The Governor's Budget, however, assumes a $73.7 million
General Fund savings.in the ¢urrent year (from January through June 1992)
from a 5 percent salary reduction that has not been implemented. At the
time this Analysis was prepared, the unions had not agreed to the reductions
or had the Legislature authorized them.

Anfieipated Budget-Year Salary and Benefit Savings May Not Occur

The Governor’s Budget for 1992-93 assumes savings of $193 million
(General Fund) due to proposed salary and benefit reductions. These savings
will not be realized unless the administration successfully negotiates the
reduction through the collective bargammg process or legzslatton is adopted
to implement the reductions.

Salary Reductions for Represented Employees May Not Occur. The
proposed 1992-93 budget assumes a 5 percent salary reduction for represent-
ed employees for a General Fund savings of $148 million. The administration
was barred by a recent court decision from implementing this salary
reduction in the current year. Based on this court action, the administration
will not be able to reduce the salaries of represented employees in 1992-93
without concurrence in the collective bargaining process or legislative action.

Benefit Savings for Represented 'Eniployees May Not Occur. All benefit
costs are expected to increase in the budget year. The Governor’s Budget
assumes the following premium ‘increases: health benefits — 10 percent,
dental benefits — 13 percent, and vision benefits — 15 percent The cost of
these increases would be approximately $56 million. As shown in Table 2,
$11 million of this amount is for nonrepresented employees and $45 million
is for represented employees. Vision premium increases account for $2
million of the $56 million. benefit cost increases. These costs are not
specifically funded in the budget. The remaining $54 million is due to health
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and dental premium increases. The budget assumes that employees would
pay for the health and dental premium increases.

Department of Personnel Administration
General Fund Cost of Benefit Increases 1992-93

(dollars in millions)

Health $32.0 Employee® $8.0 Employee $40.0

Dental 11.2 Employee® 2.8 Employee $14.0

Vision 1.6 Department 0.4 Depariment $2.0
Totals $44.8 $11.2 $56.0

* Govemor's Budget assumes employee will pay these increases. This requires either concurrence in
the collective bargaining process or legislative action; otherwise this will create a budget hole.

The state’s cost for health and dental benefits is affected by three factors:
(1) normal premium increases, (2) employees opting for additional coverage,
(such as moving from single coverage to employee plus one dependent or
employee plus two dependents coverage), and (3) “cost creep.” Cost creep
occurs when premium costs rise above what the state was paying, but is still
within the state’s contribution limit. The total cost impact of these three
factors could exceed the estimated $54 million premium cost increase for
health and dental benefits. '

Although benefit costs are anticipated to increase in the budget year, the
Governor’s Budget assumes that state contributions for health benefit
premiums will be capped at the 1990-91 level. This cap is currently in place
for nonrepresented employees and is proposed to continue in the budget
year. Represented employees, however, continue to receive the higher 1991-
92 employer contributions pursuant to court orders. If the state is unable to
implement the reduced rates in 1992-93 for represented employees, through
either collective bargaining or legislation, this would create a budget hole of
$32 million (General Fund). ' ‘

General Fund increases in the dental and vision premiums would total an
additional $16 million in the budget year. The Governor’s Budget, however,
assumes that the state’s contribution for these benefits will be held at the
current year level. Of the $16 million increase, $2.8 million is expected to be
paid by nonrepresented employees rather than the General Fund. The
remaining costs for represented employees will create a $13.2 million
(General Fund) budget hole, unless the state is able to implement the
reduced state contribution rate.
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In summary, the Governor’s Budget assumes General Fund savings of
approximately $193 million in employee compensation costs ($148 million in
salaries and $45 million in benefits). These savings will not be realized unless

‘the administration is able to implement the changes through collective

bargaining or enactment of enabling legislation. Otherwise, the $193 million
~will need to be paid through- either existing departmental resources or the
‘General Fund reserve. ‘ ' )

~ California Citizens Compensation Commission
= | ltem 8385

General Program Statement

The California Citizens Compensation Commission is charged with the
exclusive authority to set the annual salaries and benefits of Members of the
Legislature, the Governor, Lieutenant Governor, Attorney General, Control-
ler, Insurance Commissioner, Secretary of State, Superintendent of Public
Instruction, Treasurer, and members of the Board of Equalization.

Overview of the Budget Request 7
~ The budget proposes no workload or program changes for the commission.

- The budget proposes an appropriation of $91,000 from the General Fund
to support the activities of the commission in 1992-93. This represents no net
increase above current-year expenditures. This amount is composed
primarily of per diem and travel costs for the seven commission members.
Support services for the commission are provided by the Department of
Personnel Administration. : -

The commission, along with many other departments, was subject to
unallocated reductions in the current year. The reduction was about 11
percent of the commission’s General Fund appropriation in 1991-92. This
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reduction is proposed to be cairied over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

Workers' Compensation Benefits for
Subsequent Injuries
Item 8450

General Program Statement - - o

This program provides benefits to workers with a preexisting permanent
disability who suffer a subsequent industrial injury resulting in a combined
permanent disability of 70 percent or more. The employer is responsible only
for that degree of permanent disability. arising from the subsequent injury
and the balance of the disability benefit is paid by the state, C o

Overview of the Budget Request

The proposed-budget is essentially a workload budget; reflecting an
estimated increase in subsequent injuries permanent disability claims.

The total 1992-93 budget proposed to fund workers’ compensation
benefits paid under the subsequent injury program is $6.8 million, including
(1) $3.4 million from the General Fund and (2) $3.4 million from the Subse-
quent Injuries Moneys Account of the General Fund. This is an increase of
$1.1 million, or 19 percent, above estimated current-year expenditures. This
increase, funded by the Subsequent Injuries Moneys Account, primarily

‘reflects an estimated increase in subsequent injury permanent disability
claims for 1992-93.
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WORKERS' COMPENSATION;.BENEFITS FOR DISASTER SERVICE WORKERS:

Workers’ Compensation Benefits for Disaster
Service Workers

Item 8460

General Program Statement

This program, administered by the State Compensation Insurance Fund,
provides funds for the payment of workers’ compensation benefits to
volunteer personnel (or their dependents) who are injured or killed while
prov1dmg community disaster relief services.

Overvuew of the Budget Request

The budget proposes for 1992- 93 no change from current-year expendztures
for this program. v

The budget proposes $663,000 from the General Fund to support the
Disaster Service Workers’ Benefit Program in 1992-93. The budget—year
request is identical to estimated current—year expendltures 3
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Board of Chiropractic Examiners
ltem 8500

General Program Statement

The Board of Chiropractic Examiners licenses and regulates chiropractors
practicing in California. The board’s activities are supported by license fees
and revenues, - ’ o o '

Overview of the Budget Request

The budget proposes essentially a baseline expenditure level to support
the board’s activities in 1992-93, except for additional funding for contracted
services and equipment. o

- The proposed expenditure of $1.5 million is $86,000, or 6.0 percent, above
‘estimated expenditures in 1991-92. The increase consists of (1) $80,000 for
contracted - services for data processing for validation of the “practical
examination process and (2) funds to replace worn out office equipment.
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BOARD OF OSTEOPATHIC EXAMINERS

Board of Osteopathic Examiners
ltem 8510

General Program Statement

The Board of Osteopathic Examiners licenses and regulates osteopaths in
California. The board’s activities are supported by regulatory fees and
revenues on licensed osteopaths.

‘Overview of the Budget Request

The budget proposes to fund the board at esSentiélly the current-year
level, except for increased expenditures in the enforcement program.

The budget proposes total expenditures of $543,000 to support the board'’s
activities in 1992-93. This is an increase of $71,000, or 15 percent, above
estimated current-year expenditures. The increase is the result of (1)
increased Attorney General’s costs for enforcement activities and (2) higher
pro rata charges.
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Board of Pilot Commissioners for the Bays of San
Francisco, San Pablo and Suisun
ltem 8530

General Program Statement

The Board of Pilot Commissioners for the Bays of San Francisco, San
'Pablo and Suisun certifies pilots for vessels traveling those bays. The board
also trains, licenses, and regulates pilots and acts on complaints. The board
is supported by the Board of Pilot Commissioners’ Special Fund which
derives its revenues from pilotage fees. Additionally, a special surcharge on
ship movements provides funds for pilot training. - ' I

Overview of the Budget Request |
The budget proposes to expand the pilot training program in 1992-93.

The budget proposes total expenditures of $1.8 million for support of the
board in 1992-93. This is $293,000 (19 percent) above estimated current-year
expenditures and reflects proposed increases in the number of pilot trainees
and in their monthly stipend. The increases will permit the board to attract
qualified shipmasters to the trainee program and fill pilot vacancies in a
more timely manner.
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CALIFORNIA AUCTIONEER COMMISSION

California Auctioneer Commission
ltem 8540

General Program Statement

~ The Auctioneer Commission is responsible for licensing and regulating
auctioneers and auction companies in California. The commission’s activities

are supported by license fées and revenues.

Overview of the Budget Request

The budget proposes essentially a workload budget, with increased
funding for enforcement expenditures. e IR ‘

The budget proposes expenditures  of $371,000 from :the Auctioneer
Commission Fund for support of the commission in 1992-93. This is an
increase of $35,000, or 10 percent, above estimated current-year expenditures.
The increase will cover additional investigative activities and higher, rent
costs. ' A ' ' I
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Cadlifornia Horse Racing Board
Item 8550

General Program Statement

The California Horse Racing Board (CHRB) regulates all horse racing
meetings in the state that include pari-mutuel wagering. The board’s
responsibilities -include (1) licensing participants in horse racing, (2)
contracting to provide racing officials, (3) enforcing racing regulations, and
(4) regulating wagering and maximizing the state’s horse racing revenues.

Overview of the Budget Request

The proposed CHRB budget provides essentially the same amount of
funding as in the current year. ‘ N

The budget proposes total expenditures of $8.7 million from the Fair and
Exposition Fund and the Racetrack Security Account to support the board’s
activities in 1992-93. This is a decrease of $6,000 — 0.1 percent — from
current-year estimated spending,. , o

The board’s costs are paid from state horse racing receipts prior to their
deposit in the General Fund. Consequently, the General Fund ultimately
bears the board’s costs. However, since the General Fund does not directly
support it, the board was not subject to the unallocated reductions that were
applied to General Fund-supported agencies in the current year.
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CALIFORNIA EXPOSITION AND STATE FAIR

California Exposition and State Fair
| Item 8560 | o

: V'I"hvé_vCé,_l»ifomi'a Expositién éhd State Fair (Cal Expo) inanages the sta'te_fair
in Sacramento each summer and provides a site for various events during

the remainder of the year.

Overview of the Budget Request - -

. The proposed Cal Expo budget essentially-is a workload budget and
includes $1.9 million for various improvements and repairs.

_ . The budget proposes total-expenditures of $18 million for support of Cal
Expo in 1992-93. This is an increase of $2.8 million, or 18 percent,. above
estimated current-year expenditures. The increase is primarily due to:

¢ An increase of $433,000 and 13 personnel-years for state fair workload
.- and to manage year-round events. ... - BN

e ‘An-'i"n‘c‘:‘fea:se of $637,000 for deferred maintenahée and special repairs.
e An incréaééf of $527,dOO for various operational improvements at the
fairgrounds. L e SRR ' o

* Appropriation of $785,000 for Cal Expo’s portion of the costs for a new
satellite wagering facility.
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Capital Outlay

The Governor’s Budget proposes an appropriation of $2.8 million in Item
8560-301 for capxtal outlay expenditures at Cal Expo. Please see our analysis
of that item in the capital outlay sectlon of this Analysls whlch is in the back
portion of this'document.

Department of Food cmd Agrlculture
~ ltem 8570 |

General Progrom Statement

The Department of Food and Agriculture (DFA) promotes and protects
the state’s agricultural industry, develops California’s agncultural p011c1es,
-and assures true weights-and measures in commerce.

The department’s activities are broad in scope ‘They mclude 1dent1fymg
and controlling agricultural pests; forecasting harvests; supervising and
funding local fairs; enforcing quality, quantity, and safety standards for
agricultural commodities; administering marketing: orders; and enforcing
weights and measures laws. The department also supervises the county
-agricultural commissioners and. county sealers of weights and measures,,

In accordance with the Governor’s' Reorganization Plan Number One,
which established the California' Environmental Protection ‘Agency, the
‘regulation of pesticides and their use has been transferred in the current year
from the DFA to the newlyformed Department of Pesticide Regulation (item
3930).
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-Overview of the Budget Request

.The‘ proposed budget for the DFA includes several augmentations in
various programs, resulting in a minor increase over the department’s
current-year funding level.

The budget requests $183.5 million (excluding marketing order expendi-
tures) from the General Fund, various other state funds, federal funds, and
reimbursements for support of the DFA and for local assistance in 1992-93.
This is an increase of $3.9 million, or 2.2 percent, above estimated current-
year expenditures. The budget proposes General Fund appropriations for
support and local assistance totaling $56.5 million, which is virtually the
same as estimated current-year General Fund expenditures. - -

The proposed increase in the DFA’s expenditures from all funds is the net
result of (1) augmentations totaling $4.7 million for various program,
workload and administrative increases, and (2) net reductions ‘totaling
$774,000 from elimination of one-time costs and other administrative adjust-
ments. The most significant program and workload augmentations are:

e $940,000 from the Unitary Fund for the :Agriculmral Eprrt Prbgram.

* $574,000 from the Outer Continental Shelf Lands Act, Section 8(g)
Revenue Fund for health and safety repair projects at agricultural
border inspection stations.

* $446,000 from the Agriculture Fund to continue imp]ementati;)rﬁ of the
California Organic Foods Act (Ch 1262/90, AB 2012 — Farr).

* $400,000 from the Agriculture Fund for assistance in coun‘ty' programs
to detect and trap exotic insect pests.

" Table 1 shows the department’s expéndvitures and stafﬁk'r'\'g levels for the
past, current, and budget years. : T

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 16 percent for support costs from the General Fund
in 1991-92. (This reduction is 9 percent of the department’s total support
budget from all funds.) This reduction is proposed to be carried over into
1992-93. In our companion document, The 1992-93 Budget: Perspectives and
Issues, we discuss the impact of these reductions on various departments.
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Department of Food and Agriculture
Budget Summary
1990-91 through 1992-93

(dollars in thousands)

Expenditures - , AR L . ¥
Pesticide regulation $40,872 — - -
Agricultural plant pest and o o
disease prevention : 51,888 . ..$53,386 $52,888 -0.9%
Animal pest and disease preventlon nr ' '
and inspection 23,467 23,051 23,228 0.8
Agricultural marketing services 13,552 13,863. 13,893 . 0.2
Food and agricultural standards . -
and inspection 21,681 - 28303 29,036 - 2.6
Measurement standards v 6502 - 6,632 6719 ~ 1.3
Assistance 1o local fairs 28,751 33,826 ° 33,776 - -0.1
Admmistratlon - 11,978 .. 12,077 - 12,170 - 0.8
Administration (distributed) . -10 791 o e9,192 -9,238 -0.5
General agricultural activities o e
and emergency funding 16,452 = 17,696 21,053 19.0
Totals - $204,352. $179,642 = $183,525 2.2%
General Fund $85,643 $56,556 $56,506 -0.1%
Agriculture Fund 80807 .. 73,009 . 75149 - 29
Fair and Exposition Fund 19,068 19,535 19,550 .01
Satellite Wagering Account =~ . 9079 = 13720 13,720 -
Other agriculture funds® 2214 4,648 4,673 05
Other special funds® - - ' 2,128 561 2159 2848
| Federal funds = 2681 820 ' 810 -1.2
| Reimburserments ‘ 2672 10793 = 10958 15
'Person'neI-Years » 2117 - 1,655 ' 1,644 = .-0.6%
* Includes: Agriculture Building Fund, A ricultural Pest Control Research Account Califomla Agrlcultural
Export Promotion Account, and. Food afety Account.
® Includes: Speclal Account for Capital Outlay, Outer Continental Shelf Lands Act, Secnon 8(g) Revenue
Fund; Unitary Fund; and Harbors and Watercraft Revolving Fund
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* DEPARTMENT OF FOOD AND AGRICULTURE—Continued

Capital Outlay

The Governor’s Budget proposes appropriations totaling $16.9 million in
Item 8570 for capital outlay expenditures by the Department of Food and
Agriculture. Please see our analysis of that item in the capital outlay section
of the Analysis which is in the back portion of this document.

~ Fair Political Practices Commission and Political
Reform Act |

“" ltems 8620 and 8640

General Program Statement

The Political Reform Act (PRA) of 1974 was an omnibus measure
designed to improve the elections process in California. The act (1)
established guidelines for candidates seeking political office, (2) required
state ballot pamphlets to have useful and understandable information, (3)
established lobbyist activity disclosure regulations, and (4) created the Fair
Political Practices Commission (FPPC) to implement and administer the act.

The provisions of the PRA are carried out by four state agencies: Secretary
of State, Franchise.Tax Board, Attorney General, and the FPPC. Funding for
the FPPC is provided by both a continuous appropriation made in the PRA
and by the Legislature through Item 8620. Thé other three agencies are
funded by the Legislature through Item 8640 (the Secretary of State receives
an additional $732,000 for administration of the act in the Secretary’s support
appropriation under Item 0890, which is not discussed here). All funding is
from the General Fund.



Items 8620 and 8640 GENERAL GOVERNMENT / VIII - 49

Overview of the Budget Request

The budget proposes funding the Fair Political Practices Commission and
Political Reform Act at the current-year level, less an unallocated reduction
proposed in lieu of the trigger-related reduction.

The budget proposes a total of $7.2 million from the General Fund to
carry out the provisions of the PRA in 1992-93. This is $868,000, or 11
percent, below estimated current-year expenditures. This decrease is due to
(1) ‘the unallocated reduction ($806,000), (2) managenal salary reduction
($37, 000) and (3) the PERS rate reduction ($25,000). '

The commission, along with many other departments, has been subject to
a variety of reductions over the past. several years. Among these is an
unallocated reduction of about 19 percent from the General Fund in 1991-92.
This reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

Table 1 identifies the agencies that will spend the PRA funds and the
function each agency performs. The estimated General Fund support
provided to each agency during the prlor, current and budget years is also
shown in the table. , . .

|Political Reform Act of 1974
General Fund Support
1990-91 through 1992-93

(dollars in thousands)

Budget Bill Appropriations
Secretary of State Filing of documents = . $706 $686 $686 | —
- Franchise Tax Board Auditing statements -~ 1,158 1,138 1,138 —
Attorney General - Criminal enforcement 224 219 219 -
Fair Political Practices  Local enforcement/ . ) o
Commission support 2,899 2,902 2,034 -29.9%
Subtotals. ' . ($4,987) ($4,945) ($4,077) (-17.6%)
- Statutory Appropriation T . .
. Fair Political Practices . . . B
Commission Administration of act  $2,968 $3,075  $3,075 —
Totals, Political Reform Act $7,955 $8,020 $7,152 -10.8%
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PUBLIC UTILITIES COMMISSION

Public Utilities Commission
Item 8660 -

General Program Statement

The Public Utilities Commission (PUC) is respdﬁsible for the regulation
of privately owned public utilities. The term “public utility” includes such
entities as gas, electric, telephone, trucking, bus, and railroad corporations.

The commission’s primary objective is to ensure adequate facilities and
services for the public at reasonable and equitable rates, consistent with'a
fair return to the utility on its investment. It also is charged by state and
federal statutes with promoting energy and resource conservation in its
various regulatory decisions. ' )

Overview of the Budget Request

* The budget for the PUC includes various program and workload increases
which are mostly offset by the elimination of one-time costs.

The budget proposes expenditures forthe commission totaling $85.6
million from state special funds ($82.8 million) and federal funds and
reimbursements ($2.8 million) in 1992-93. This is an increase of $847,000, or
1 percent, above estimated current-year expenditures. This increase is the
result primarily. of increases totaling $3.9 million to fund various program
and workload changes, including (1) a net increase of $400,000 for the full-
year costs of railroad safety legislation enacted in 1991, funded from fees on
railroad corporations, and (2) an increase of $500,000 for consulting contracts
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to assist in ratepayer advocacy, funded from fees on utility corporations. The
increases are offset by net reductions totaling $3.1 million from elimination
of various one-time baseline costs and other administrative adjustments.

Board of Control
" Item 8700

MAJOR ISSUES

"> Victims of Crime Program. The program is experiencing
a significant fundlng shortfall in the current and budget
year,

Findings and Recommendafions Analysis
Page
1. Victims of Cnme Program Funding Shortfall. Recommend 53
board report prior to budget hearings on the status of the
Restitution Fund and proposed changes to address pro]ected
funding shortfall.

'General Program Statement

The Board of Control is a three-member body consisting of the Director
_of General Services, the State Controller, and a third member appointed by
and servmg at the pleasure -of the Governor. The board oversees diverse
actjvities, including state regulation and management of claims under the
following programs: (1) Citizen Indemnification (also known as Victims of
Crime), (2) Civil Claims Agamst the State, and (3) Hazardous Substance
Claims. :
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. BOARD OF CONTROL—Continued - -

Overview of the Budget Request -
The budget proposes a significant reduction in funding for the board due
to a reduction in funding for the Victims of Crime (VOC) Program.

The budget proposes expenditures of $85.9 million in 1992-93. This is
about $15.5 million, or 15 percent, less than estimated current-year expendi-
tures. This reduction is primarily due to a reduction of $11.7 million in one-
time General Fund support proposed in the current year for the VOC
Program. The VOC Program is discussed in more detail below. Table 1 dis-
plays the expenditures and staffing levels for the board from 1990-91
through 1992-93. _ . '

Board of Control -
Program Summary
1990-91 through 1992-93

-|(dollars in.thousands)

| Expenditiires , c

|| Citizen Indemnification $95,558  $100,348 $84,904 - -154%

.| Hazardous Substance Claims 18 20 20 -

- Civil-Claims Against the State 1,083 1,005 1,005 -
Earthquake Disaster Relief Program 620 91 - _ NA

:| Administration (distributed) . (2,105) - -1(2,758) V- (2,755) 7. - .0:1
Totals $97,259  $101,474 $85,939 -15.3%
General Fund . . - - . . $785 . $12,715 - $1,015 . -92.0%
Restitution Fund .. ... 80,114 72,838 69,094 . -5.1
Other funds ‘ 16,360 15921 . 15830, - -1.0
Personnel-Years 289 3195 . . 3195 . = —

This budget, along with many other departments, has been subject'to a
variety of reductions over the past several years. Among these is an
unallocated reduction of 18 percent from the General Fund in"1991-92. (This
reduction is less than 1 percent ‘of the board’s budget from all funds.) This
reduction is proposed to be carried ‘over ‘in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments. ’
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Analysis and Recommendations

8ignificant Funding Shortfall for Vichms of Crime' Program

- We recommend the board report prior to budget hearmgs on the status of
the-Restitution Fund and the program changes needed in the VOC Program
to address the projected funding shortfall. - :

The budget proposes total expenditures of $84.9 million for support of the
VOC Program in 1992-93. This amount primarily consists of funding from
the Restitution Fund ($69.1 million) and federal funds ($15.8 million). This
amount is $15.4 million, or 15 percent, less than current-year expenditures.
Expenditures for this program include payment of. victims’ claims ($63 mil-
lion), and administration of the program ($22 million). Funds for.the
payment of claims are continuously appropriated to the Board of Control,
but administrative costs of the program are subject to review in'the annual
budget process.

Background. The: VOC Program compensates those persons who (1) are
injured and. suffer financial hardship as a result of crimes of violence, (2)
suffer financial hardship because a family member was injured as a result
of crimes of violence, or (3) sustain damage.or injury while performing acts
that benefit the public. The cost of claims. is primarily for noninsured
medical expenses (45 percent) and noninsured mental health expenses (35
percent). The remaining costs are for wage loss, funeral expenses, and
rehabilitation expenses (20 percent). As regards medical costs, there is a limit
of $46,000 on the claims for primary victims and a $10,000 limit for
secondary victims (such as family members). There is no limit on mental
health reimbursements, although the board requires additional justification
of mental health claims that exceed.$5,000 for prlmary v1ct1ms and $2,000 for
secondary victims.-

Funding Sources. The program is prlmanly funded by appropriations
from the Restitution Fund, which receives revenues from (1) restitution fines
and (2) penalty assessments. In 1992-93, revenue from restitution fines is
projected to be $7 million, and revenue from penalty assessments is pro]ected
to be $57 million. : B ,

Restitution fines are- 1mposed on. conv1cted felons Ex1st1ng law requlres
courts to impose a fine of between $100 and $10,000 on all persons'convicted
of one-or more felony offenses. Penalty assessments are imposed-on persons
who violate criminal or:traffic laws. The penalty assessment rate is $10 for
every $10 fine, penalty, or forfeiture imposed. This rate was enacted in 1991,
as part' of trial court “realignment” (Ch 189/91 — AB'544, Isenberg). In
addition, Chapter 189 allocated 30 percent of the revenues to the General
Fund and the remaining revenue to the Penalty Fund. Previously, all penalty
assessment revenues were deposited in the Penalty Fund (referred to in the
Governor’s Budget as “Assessment Fund”).
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BOARD OF CONTROL—Continued

Claims Exceeding Resources. The number of claims filed with the VOC
Program has increased annually at a rate of approximately 20 percent per
-year for the past four years; and, according to the board, this increase is
-expected to continue in 1992-93. The revenues for the program, however, are
projected to decline, as shown in'Chart 1. ;

-| Victims of Crime Program
Revenues versus Expenditures
1988-89 through 1992-93

(in millions)

~— Miscellaneous
] Funding Sources?
Restitution Fund

= Expenditures .

$1507
120-
o]
601

30+

88-89

o 8990 90-91 9192 9203
Includes General Fund in 1991-92 -

In the current year, revenues from all sources for support of the program
are expected to be approximately $91 million, and program costs are
projected to be $113 million, resulting in a shortfall of $22 million in the
current year. In 1992-93 the shortfall is projected to be approximately $50
million, based on a revenue projection of $85 million and program costs of
$135 million. This shortfall may be significantly worse than projected,
because it appears that the revenue projections from penalty.assessments
may be overly optimistic. (See our analysis of the Office of Criminal Justice
Planning — Item 8100 — for a more detailed description of penalty assess-
ment revenue projections). - R
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Board Options to Address Shortfall. The board has been reviewing
numerous short-term and long-term options for increasing revenues and
reducing costs to avoid a funding shortfall in the current year and in future
years. To reduce the projected $22 million shortfall in the current year, the
board is proposing the following actions:

¢ Obtain a deficiency allocation of $11.7 million from the Gerneral Fund
to support the program. :

* Implement a medical fee schedule to pay approx1mately 75 percent to
80 percent, rather than 100 percent, of billed charges for medical cost
“claims. The fee schedule, which is based on rates used for workers’
compensation claims, will be applied to all claims paid after April 1,
1992. The savings. are estimated to be $2 million to $3 million in
1991-92, and $8 million to $10 million annually thereafter.- -

To address the projected funding shortfall of $50 million in the budget
year, and possibly more in future: years, the board is reviewing revenue
enhancement and cost containment options and plans to propose legislation
in February or March of this year. The options under con51derat10n, and the
board’s estimate of their impact, are listed below.

Revenue Enhancement Options. 'As a means of increasing revenues to the
Reshtutlon Fund, the board is considering the following options:

o Impose a new restitution fine for misdemeanor offenses at a minimum
of $100 ($4 mllhon to $5 million).

* Increase minimum restitution fine for felony offenses from $100 to $200
($3 million to $5 million).

¢ Provide an income tax donation check-off for victims’ compensatlon
($1 million).

~ e Provide counties 10 percent of all revenue collected from restitution
_ fines to provide an additional incentive to impose and collect the fines
(net revenues of $3 million to $5 million).

¢ Increase the share of fine revenues allocated to the Restxtuhon Fund
- from $20 to $50 for driving under the mﬂuence (DU offenses
T (%4 mllhon to $5 million).

Cost Containment Optzons The board is con31der1ng the following
options to limit growth or reduce the costs of the program (the estimated
annual savings shown are not additive because options are not mutually
exclusive). :

¢ Cap mental health expenses at $5,000 for primary victims and at $2 000
for secondary victims ($10 million to $15 million).

- ¢ Review mental health claims more closely to avoid payment of clalms
for treatment unrelated to crime (unknown savings).




VIII -.56 / GENERAL GOVERNMENT Item 8700

BOARD OF CONTROL—Continued

. Eliminate coverage for victims of hit-and-run incidents who are driving
without the required insurance ($6 million to $7 million).

* Reduce maximum benefits per individual from $46,000 to $23,000
- (%4 million to $8 million). o ‘

* Adjust reimbursement rate for each claim by the amount of available
revenue (savings varies). - - . ‘

* Limit program benefits to primary victims only, thereby eliminating
coverage of family members ($10 million to $15 million).

. P'ayvclaims for only two to three yéars. Curréntly there is no time limit
(unknown savings). Pt

. Administrative Savings. There are several cost containment options listed
above that will also result in administrative savings. According to the board,
only those options which reduce the number of claims filed will reduce the
board’s. staffing needs. None of these administrative savings have been
calculated; and, consequently, they are not included in the savings estimated
for each option. In addition, the board is evaluating several administrative
changes that could increase program efficiency and provide minor savings.

Impact of Revenue Enhancements on Other Programs. Penalty assessment
revenue is divided among eight special funds, one of which is the Restitution
Fund that supports the VOC Program. The majority of the revenue
enhancement options proposed by the board could reduce the revenue
available to the seven other special fund programs that rely on penalty
assessment revenue. This is because this revenue source may be approaching
its maximum or peak revenue-generating capacity. ’

Although the board is proposing increases in restitution fines and not
penalty assessments, both are imposed on the same persons and an increase
in the restitution fines could result in reducing penalty assessment revenues,
for the following reasons. First, there is’ an indication that judges may
compensate for restitution fine increases by reducing the base fines, and
consequently the penalty assessment, so that the “total bill” for guilty parties
remains constant (or does not increase as much as expected). In addition, an
increasing percentage of persons required by courts to pay base fines and
assessments are “working off” their debt by spending time in'county jail
because of their inability or unwillingness to pay the base fines and assess-
ments. Since payment of the restitution fine cannot be “worked off” through
jail time, increasing the restitution fine may increase the incentive for
persons to work off the base fines and assessments. o

Analyst’s Comments. Our analysis indicates that the Legislature should
consider a.combination of revenue enhancements and cost containment
proposals to bring resources and expenditures for the VOC Program into
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line. However, given (1) the size of the potential shortfall ($50 million in the
budget year, or 37 percent of anticipated expenditures) and (2) the interactive
nature of many of the revenue enhancement options and the potential
negative consequences that these options could have on revenues to other
funds, we believe that the Legislature will have to rely primarily on cost
containment options. Our preliminary assessment indicates that several of
the options identified by the board have merit, such as the medical fee
schedule, and could facilitate the administration of the program.

Due to the magnitude of the shortfall and the major changes to the
program that will have to be considered by the board and the Legislature,
we recommend that the board report prior to budget hearings on the status
of the VOC Program. Specifically, the board should provide (1) the most
recent revenue projections for the Restitution Fund, (2) an update on the
funding shortfall for the current and budget years, (3) a status report on the
adoption of a medical fee schedule, (4) the revenue and cost containment
changes being considered to reduce or eliminate the funding shortfall, and
(5) the impacts of these changes on victims of crime and on other special
fund programs receiving penalty assessment revenue. . .

Commission on State Finance
ltem 8730

General Program Statement

The Commission on State Finance prepares various revenue, expenditure,
and economic forecasts. These include quarterly forecasts of General Fund
revenues, expenditures, and the surplus or deficit, and an annual long-term
forecast of General Fund revenues and expenditures over a 10-year period.
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COMMISSION ON STATE FINANCE—Continued

Overview of the Budget Request
" The bi/t_dg_et_ﬂpropbses, no workload or program charig_es for the commission.

The budget proposes an appropriation of $843,000 from the General Fund
-for support of the commission in 1992-93. This is the same amount as
estimated current-year expenditures. St (R

-Th= commission, along with many other departments, has been subject to
a-variety of reductions over the last several years. Among these is an
unallocated reduction of 11 percent from the General Fund in 1991-92. This
reduction is proposed to be carried  over into 1992-93. In our companion
‘document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

CommisSion oh Cdlifornia State Government
Organization and Economy
Item 8780

General Program Statement

The Commission on California State Government Organization and
Economy conducts program reviews, holds . hearings, and sponsors
legislation to promote efficiency in state government.

Overview of the Budget Request -
' The budget proposes no workload or prograri changes for the commission.

The budget includes expenditures of $535,000 ($533,000 from the General
Fund and $2,000 from reimbursements) for support of the commission in
1992-93. This represents no net increase above current-year expenditures.
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The commission, along with many other departments, has been sub)ect to
a variety of reductions over the past several years. Among these is an
unallocated reduction of 13 percent from the General Fund in 1991-92. This
reduction is proposed to be carried over into 1992-93. In our- companion
document, The 1992-93 Budget: Perspectives and Issues, we dxscuss the impact
of these reductions on various departments

Memberships in Interstate Organizations
ltem 8800

General Program Statement

The budget provides fundmg in this item for state membershlp in 11
mterstate orgamzatxons They are:

Council of State Governments.

National Conference of State Legislatures.
Western States Legislative Forestry Task Force.
Pacific Fisheries Legislative Task Force.
Governmental Accounting Standards Board.
State and Local Legal Center.

National Governors’ Association.

Council of State Policy and Planning Agencies.
Coastal States” Organization.

Western Governors’ Association.

National Center for State Courts.

Overview of the Budget Request

The budget proposes funding this item at the current-year level, except for
mcreased assessments for membership in various interstate orgamzations.

The budget proposes expenditures of $1.2 million from the General Fund
for memberships in interstate organizations. This is about $53,000, or
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. MEMBERSHIPS IN INTERSTATE ORGANIZATIONS—Continued

4.8 percent, more than, estimated current-year. expenditures. The increase
- primarily results from increases in the state’s assessments for memberships
in several of the organizations, such as the Council of State. Governments
and the National Conference of State Legislatures. 5

- Commission on the Status of Women
‘ltem 8820

General Program Statement -

:; TheCommission on the Status of Women advises the Legislature and the
Governor on matters that affect women. To do this, the commission:
(1) examines all legislative bills introduced that affect women'’s rights or
interests, (2) maintains an information center on the needs of women,
(3) consults with organizations working to assist women, and (4) studies
women’s educational and employment opportunities, civil and political
rights, and factors shaping the roles assumed by women in society. The
commission also administers the Displaced Homemaker Emergency Loan
Program, a $1 million loan guarantee program that provides temporary
emergency assistance to individuals who have been widowed, divorced,

abandoned by, or separated from their spouse. -

Overview of the Budget Request , .

The proposed commission budget is essentially a workload budget.
__The budget proposes spending $613,000 'frpm the General Fund, the
Displaced Homemaker Emergency Loan Fund, and reimbursements for the
support of the commission in 1992-93. This is an increase of $5,000, or 0.8
jpercent, above estimated current-year expenditures. The proposed increase
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reflects anticipated reimbursements from the sale of several commission-
sponsored publications.

. The commission, along with many other departments, has been subject to
a. variety of reductions over the past several years..Among these is.an
unallocated reduction of 11 percent from the General Fund in 1991-92. (This
reduction is 10 percent of the department’s total budget from all funds.) This
reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

California Law Revision Commission
ltem 8830 e i3l

General Program Statement. -

The California Law Revisioni ’Commissidn, which consists of 10 mémbéié(
studies areas of statutory and decisional law that the Legislature; by
concurrent resolution, requests the commission to review for the purpose of
recommending substantive and procedural reforms.

Overview of the Budget Request -~ . - .
The budget proposes no workload or program ch"ariges for the commission.

The budget proposes expenditures of $553,000 from the General Fund by
the commission in 1992-93, which is the same as the estimated expenditures
for the current year. In 1992-93, the commission will continue to work on a
revised state administrative procedures act, on probate law, and drafting a
new Family Code. I
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CALIFORNIA LAW REVISION COMMISSION—Continued

In the current year, the commission’s budget was subject to an
unallocated reduction of $77,000, or approximately 12 percent. This reduction
is proposed to be carried over into 1992-93. In our companion document, The
1992-93 Budget: Perspectives and Issues, we discuss the impact of unallocated
reductions on various departments. I ‘

Commission on Uniform State Laws
ltem 8840

General Program Statement

The Commission on Uniform State Laws, which consists of 10 members,
sponsors the adoption by California of uniform codes and statutes developed
by the National Conference of Commissioners wherever compatibility with
the laws of other jurisdictions is considered desirable. _

Overview of the Budget Request

The budget proposes the same appropriation in the budget year as in the
current year for this item. :

The budget proposes expenditures of $107,000 by the commission in 1992-
93. Although this is'the' same amount appropriated for the commission in the
1991 Budget Act, it reflects a $22,000, or 17 percent, decrease in total
expenditures from 1991-92 due to the reappropriation in 1991-92 of $22,000
from the prior year. ' - .
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Department of Finance
Item 8860

MAJOR ISSUES

» . The budget proposes to refinance $1.2 billion of lease-

- payment bonds to obtain a total of $190 million in

General Fund savings in 1991-92 and 1992-93. In the

- long-term, however, this' proposal -could result in"an

~average increase of about $20 million in annual Gener-
al Fund debt service costs (beginning in 1994-95) and

a net total cost to the state, over the 20-year period of

the bonds, of more than $300 mifion. =~

Findings and Recommendations . Analysis
' B ‘ " Page
1. Refinancing of $1.2 Billion of Lease-Payment Bonds. Recom- 64
‘mend -that prior to budget hearings, the Department of
Finance report to the Legislature on the status and financial -
details of the proposal to refinance $1.2 billion of lease-
payment bonds. ‘ o . v
.- 2. Information Needed on Lease-Payment Bond Costs. Recom- 65
~mend that the department report to the Legislature during :
budget hearings on (1) why information on lease-payment
bond costs requested by the Legislature in 1990-91 has not
been incorporated into the Governor’s Budget document and
(2) the use of $9 million from the General Fund for admin-
istrative and insurance costs.
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DEPARTMENT OF FINANCE—Continued

General Program Statement

The Department of Finance advises the Governor on the fiscal condition
of the state, assists in developing the Governor’s Budget and legislative
programs, evaluates the operation of state programs, and provides economic,
financial, and demographic information. In addition, the department
oversees the operation of the state’s accounting and reportmg systems and
coordinates the state’s use of information technology.

Overview of the Budget Request

The proposed Department of Finance budget is essenttally a workload
budget.

The budget proposes expenditures of $28.6 mllhon by the Department of
Finance for 1992-93. This amount includes an appropriation of $24.9 million
from the General Fund and $3.7 million in reimbursements from special
funds or accounts. The proposed expenditures are $3.7 million, or 11.5
percent, less than estimated current-year expenditures primarily due to
deletion of one-time costs associated with mandated audits of state and local
programs.

This department, along w1th many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 13 percent from the General Fund in 1991-92. This
reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget Perspectives and Issues, we discuss the impact
of these reductions on various departments.

Analysis and Recommendations
Refinancing of $1.2 Billion of Lease-Payment Bonds

We recommend that, prior to budget hearings, the Department of Finance
report to the Legislature on the status and fznuncml detazls of the proposal
to refinance $1.2 billion of lease-payment bonds.

The Governor's Budget proposes to refinance $1.2 billion of outstanding
lease-payment bonds (also referred to as lease-revenue bonds or Public
Works Board bonds). The administration estimates that this will result in
General Fund savings of $175 million in the current year and $15 million in
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the budget year. This refinancing proposal does not require legislative
authorization. The refinancing entails issuing new lease-payment bonds in
the current year and using the proceeds to pay off the debt service on the
current outstanding lease-payment bonds. Upon refinancing, about $130
million held for a three-payment reserve for the current bonds would be
transferred to the General Fund. The additional estimated General Fund
savings of $45 million in the current year and $15 million in the budget year
is the net result of eliminating debt payments on the current bonds and
postponing debt payments on the new bonds into later years.

According to information from the State Treasurer’s Office, this proposal
would result in significant net costs to the state. The Treasurer’s Office
‘advises that the state’s annual General Fund debt services costs would
increase by an average of about $20 million beginning in 1994-95 and the net
total cost to the state over the 20-year period of the bonds, would exceed
$300 million. (In net present value terms (that is, 1992 dollars), the plan
would cost the state nearly $18 million.) The actual cost incurred by the
state is dependent upon the final terms of the refinancing package.

In our view, the proposal raises two major concerns. First, in effect the
refinancing plan involves the use of long-term debt to pay part of the state’s
ongoing operating costs rather than capital outlay. The use of bond proceeds
is an inappropriate source for financing the state’s day-to-day operating
costs. Second, the proposal would result in a substantial cost to the state: In
view of - these concerns, and because this refinancing does not require
legislative authorization, we recommend that, prior to budget hearings, the
Department of Finance report to the Legislature on the status and specific
financial details of the proposal.

Information Needed on Lease-Payment Bond'Costs

* We recommend that the department report during budget hearings on (1)
why it has not provided specified information about the costs of lease-
payment bonds in the Governor’s Budget and (2) the administrative and
insurance costs associated with lease-payment bonds.

Lease-payment bonds are one of the two types of bonds used by the state
to finance its infrastructure needs. This type of bond is not backed by the
full faith and credit of the state as are general obligation bonds. As a result,
lease-payment bonds generally are more costly than general obligation bonds
due to slightly higher interest rates and additional costs such as insurance.
The debt service (that is, principal and interest) for these bonds is paid from
the General Fund (usually through annual lease payments made by the state
agency using the facility).
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DEPARTMENT OF FINANCE—Continued.

In the Supplemental Report of the 1990.Budget Act, the Legislature stated its
intent that the Department of Finance provide additional information in the
Governor’s Budget, beginning with the 1991-92 budget, on the state’s costs
associated with lease-payment bonds. The Leglslature requested the depart-

“ment to do the following;:

* Summarize, in table form, current-year and budget-year General Fund
appropriations for lease-payments bonds, by department and by
character of expenditure.

o In the same format, provide estimates of the General Fund payments

~ anticipated in the current year, budget year, and three subsequent

fiscal years for lease-payment bonds already authorized by the Leglsla-
ture, and those proposed in the budget.

The Governor’s Budget display for lease-revenue notes and bonds (page
GG 170), however, remains unchanged and shows only a summary by
_department of current-year and budget-year lease payments for bonds that
are outstanding or proposed in the budget.

Unspecified Administrative and Insurance Costs In addition to the debt
service costs, the budget display identifies $9.0 million in administrative'and
insurance costs. associated with the lease-payment bonds. The department,
however, has been unable to identify either the separate amounts attributable
to administrative and insurance costs or what specific administrative
functions would be financed with these funds.

In view of the prior legislative request and the lack of specificity for $9
million in General Fund expenditures, we recommend that the .department
report during budget hearings, on (1) why it has not provided the informa-
tion requested by the Legxslature and.(2) the use of funds for administrative
and insurance purposes
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o -Commission on ‘State Mandates
' ltem 8885 '

General Program Statement

The Commission on State. Mandates is responsible for determining
whether local agency claims for reimbursements of state-mandated local
costs should be paid by.the state. If the commission determines that a statute
or executive order contains a reimbursable mandate, the commission
develops an estimate of the statewide cost of the mandated program and
includes this estimate in a semiannual report. After receipt of this report, the
Legislature appropriates funds in a claims bill to pay the newly approved
mandates. . o : : ‘

Overview of the Budget Request

The budget proposes to make local government compiianbe with 30
mandates optional in the budget year. :

The budget proposes an appropriation of $312.3 million from the General
Fund. This is an increase of $22,000 above estimated current-year expendi-
tures. The increase is primarily the result of the budget’s inclusion of $127.2
million in funding (to be appropriated in pending legislation) for mandates
recently approved by the commission. The budget appropriation includes
funds for both the 1992-93 costs of these mandates and for prior-year
deficiencies. This proposed increase in payments for recently approved
mandates is offset by .(1) a proposal to make nine additional mandates
optional for 1992-93, bringing the total number of optional mandates. to 30,
(2) completion of a three-year mandate payment obligation, set forth in the
Governor’s veto message of Chapter 1485/88 (AB 2763, Vasconcellos), and
(3) various reductions in the cost of other mandates.
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COMMISSION ON STATE MANDATES—Continued

This commission; along with many other state agencies, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 12 percent from the commission’s administrative
budget in 1991-92. This reduction is proposed to be carried over into 1992-93.
In our companion document, The 1992-93 Budget: Perspectives and Issues, we
dxscuss the impact of these reductrons on various departments.

Ancllysls and Recommendations o
Review of Mandates Funded-in the 1991 Claims Bill

Chapter 266, Statutes of 1991 (SB 174, A]qulst) recogmzed new state
funding obligations for seven statutes found by the commission to contain
state-reimbursable local mandates. These mandates are identified in Table 1.
Chapter 266 appropriated a total of $55.1 million for the 1991-92 costs of
these mandates.

Chapter 1256, Statutes of 1980 (SB 90, Russell) requlres the Leglslahve
Analyst to report each year on any previously unfunded state mandates for
which the’ Legxslature appropriated funds during that fiscal year. This
measure also requires the Analyst to make recommendations as to whether
each of these mandates should be modified, repealed or made permissive.
The criteria’ used in evaluatmg these mandates are:

. Has the statute resulted in a mandate by requiring local govemments
to establish a new program or provide an increased level of service?.

* Does the mandate serve a statewide interest, as opposed to primarily
a local interest that can be served through local action? For.example,
.are the benefits of the program concentrated within a particular
jurisdiction, or are the interests of state residents in general served by
the mandate? Does the mandate address a problem of statewxde
.‘magnitude? S , :

_ 'Has compliance with the mandate achleved results that are consxstent
- with the Legislature’s mtent and expectatlons?

: : o Are the benefits produced by the mandate worth the cost?
K Can the goal of the mandate be achieved through less costly means?

Consxstent ‘with the requirements of Chapter 1256, we have reviewed the
mandates identified in Chapter 266. The results of our review are summa-
nzed in Table 1o
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Legislative Analyst’s Office (LAO) Recommendations on
%agiéngssFunded in 1991 Claims Bill

(in thousands)

Vi mendatior tional

1. Ch 1107/84—Removal $3,000 Maintain Statewide interest in promoting

v .. .of Chemicals- : : public safety. ‘

2. Ch 1376/87—Credential 630  Eliminate or Statewide interest in ensuring that
Monitoring modify by re- teachers are properly qualified.

ducing fre- . ‘
quency of

credeptial re-

views® . ,

3. Ch 980/84—Court Audits 748 Maintain . Statewide interest in ensuring the
and Fine-Proration collection and disbursement to the

: ) state and courts of certain reve-
. : - nues from fines and penalties.

4. Ch 1286/85—Homeless — No Recom- One-time costs only. Require-
M_entally 1] ‘ mendation = ments of mandate complete.

5. Ch 1327/84— —_ No Recom- Mandate eliminated as part of re-
Short-Doyle Targeted mendation - alignment. C
Supplemental Fund ' ‘ v

6. Ch 1393/78, Ch 328/82, C— No Recom- Mandate eliminated as part of re-
Ch 1594/82, Ch 1327/84— " mendation . alignment.

. Mentai Health Quality - ‘

, Assurance , , » .

7. Ch 1422/82—Permanent " —°  Maintain Statewide interest in voter partici-
Absentee Voters : pation. ‘ :

® Source: Department of’Finance. ‘

® lFor asgmgée complete discussion of this mandate and our recommendation, please see our analysis of

tem X T o '

¢ Pfopo‘sgg for optionél status in 1992-93, otherwise the Department of Finance projects costs to be

As Table 1 shows, we recommend maintaining three of the mandates
funded in 1991 because they serve a statewide interest and have reasonable
costs. We also recommend either eliminating or modifying one additional
mandate — credential monitoring. (For a discussion of this mandate, please
see Item 6360.) Finally, we make no recommendation on the remaining three
mandates because they were one-time in nature — or they were eliminated
through legislation implementing the realignment of state and local
responsibilities regarding community-based mental health and AB 8 county
health services programs.
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COMMISSION ON STATE MANDATES—Continued

Budget Proposes to Make 30 Mandates Optional

The budget proposes to make a total of 30 prev1ously funded mandates
optional in 1992-93 — for a savings of $51.6 million. Nine of these 30
mandates were funded in the current year. The remaining 21 mandates were
made optional in the current year, through provisions in the 1991 Budget
Act. Our review of the 30 mandates proposed for optional status indicates
that they represent a wide variety of programs — except K-14.education.
‘Although over 80 percent of the commission’s mandate claims are for
educational programs, no education-related mandate (all of which count
toward the Proposmon 98 fundmg guarantee) is proposed for: ophonal
status. :

We discuss the nine currently funded and 21 currently optional mandates
separately below. ‘

Nine New Optional Mandates. Table 2 identifies the nine mandates pro-
posed for optional status in 1992-93 and summarizes our recommendations.
As Table 2 indicates, our analysis indicates that four of the nine mandates
serve a statewide interest and have reasonable costs. In addition, two other
mandates — Voter Registration Procedures and Regional Housing Needs —
serve statewide interests and could be funded at reduced levels w1thout a
diminution in statewide benefits.- :

. While our analysis indicates that these six mandates merit retention, due
to the state’s fiscal condition, we do not recommend that this item be
augmented to provide funding to make these mandates operational in the
budget year. In addition to the nine mandates the Governor proposes to
make optional, there are three other mandate programs which we have
previously recommended for repeal which are not mcluded in the
Governor’s proposal. These mandates and our rationale are identified in
Table 3. Repealing thesé three mandates — or makmg them optional in the
budget year — would result in $3.4 million in savings to the General Fund.
‘These savings could be used to offset the cost of making some of the six
mandates shown in Table 2 operational — or to fund hlgh prlorxty programs
elsewhere in the budget. .
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Table 2

Legislative Analyst’s Office (LAO)
| Recommendations on Governor's
Mandate Proposal To Make Nine
-|Additional Mandates Optional
1992-93 S :

1(in thousands) . .

1. Ch 1399/76—Custody $3,200 Maintain Statewide interest in uniform

of Minors - enforcement of child custody
orders. -
2. Ch 913/79—Domestic 1,000 Repeal ormake - .- Compliance not achieving
~-Violence Divérsion’ : optional results Legislature intended.
-{3. Ch 1609/84—Domestic 5,800 Repeal or make High cost relative to state-
Violence' . optional wide benefit.
‘14, Ch 704/75—Voter Reg- 1,200 Maintain in part = Statewide interest in uniform
istration Procedures fund at $720,000 voter registration.
5. Ch 1422/82—Perma- 300 Maintain Statewide interest in voter
_nent Absentee Voters . R . participation.- |
6. Ch 1143/80—Regional 1,200 Maintain, but fund . . Statewide interest in assur-
Housing Needs S at $600,000° " ‘ing adequate housing stock.
'|.7. Ch 1330/76—Local 1,100 Maintain - ~ Statewide interest in coastal
o Coastal Plans = *- protection-and preserving
: o : S public access. - .
-18. Ch 1131/75—Mineral : 300 - Maintain Statewide interest in consis-
Resource Policies tent and appropriate mineral
oo ’ . e resource conservation poli-
S cies. - :
9. Ch 1123/77—Adult - 2,600 Repeal or make ! Local governments likely to
Felony Restitution .optional - - comply. without mandate. -
Total . S $16,700
1* Source: Department of Finance. - ' :
b Repeal requirement for county outreach, as services are not uniform statewide. Savings from this
repeal estimated to be about $480,000. . I
¢ Our analysis indicates that the cost of this mandate is cyclical, following a statutory five-year schedule
of housing element due dates. Because the next group: of housing elements is not due untii July 1994,
the cost of this mandate will be relatively iow in 1992-93 — probably less than $600,000.
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COMMISSION ON STATE MANDATES—Continued

Table 3

Legislative Analyst's Office (LAO)
Options For Mandate Repeal

.J{in thousands)

-1 1.°Ch 77/78—Absentee Ballots < $3,163 High cost relative to beneﬂt of voter
; o e i convenience,
2. Ch 494/79—Handicapped - -7 227" Benefits limited given federal law -
Voter Access . - ¢ requiring all voting places. for feder-
. R , al elections be accessible to the
. : handicapped.
13. Ch.845/78—Filipino Employee Surveys 13 Benefits limited. -Need for survey:

unclear. Data-over last decade
indicate no under-representation of
Filipinos in governmental

_ workforce.

Total -~ ‘" . $3403

Twenty-One Existing Optional Mandates. Most of the mandates in this
category have been optional for. two years now, having first been made
optional by the 1990 Budget Act and related legislation (Ch 459/90). The

- budget proposes to continue the optional status of these mandates in 1992-93.
-Although our analysis indicates that several of these mandates serve
statewide purposes and have reasonable costs (please see our discussions in
the Analysis of the 1990-91 Budget Bill, pages 1161-1162, and the Analysis of the
11991-92 Budget Bill, page 1169), given the state’s fiscal condition and the
Legislature’s actions over the past two years regarding these mandates, we
do not recommend that this item be augmented to make these mandates
“operational. However, should the Legislature wish to have some of these
mandates operational in the budget year, the Legislature could repeal — or
make optional — the mandates identified in Table 3. The resultmg savmgs
~could offset the cost of making other mandates operatlonal
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Office of Administrative Law
ltem 8910

General Progrdm Statement

The Office of Administrative Law provides executive branch review of all
proposed regulatlons promulgated by state agencies in order to reduce the
number and improve the quality of such regulations. The office carries out
its responsibilities through four basic functions: (1) review of new regula-
tions, (2) review of informal regulations (including administrative guidelines,
rules, orders, bulletins, or standards), (3) publication of the California
Regulatory Notice Reglster and (4) maintenance of the Cahforma Code of
Regulatlons '

Overview of the Budget Request | :
The budget proposes no workload or program changes for the offtce

The budget proposes total expenditures of $2.8 million “to support the
activities of the office in 1992-93. The proposed expenditures include a $2.6
million appropriation from the General Fund and $200,000 in reimburse-
ments. This represents no net increase above current-year expenditures.

. This office,.along with many other departments, has been subject to a
varlety of reductions over the past several years. Among . these is an
unallocated reduction of about 17 percent from the General Fund in 1991-92.
This reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget - Perspectives and Issues, we dxscuss the impact
of these reductlons on various departments



VIII - 74/ GENERAL GOVERNMENT Item 8915

DEPARTMENT OF ECONOMIC OPPORTUNITY

Department of Economic Opportunity
ltem 8915

General Program Statement

The Department of Economic Opportumty (DEO) administers both the
Low-Income Home Energy Assistance Program (LIHEAP) and the Communi-
ty Services Block Grant (CSBG). The LIHEAP block grant provides:cash
grants and weatherization services that assist low-income persons in meeting
their energy needs. The CSBG provides funds to community action agencies
for programs intended to assist low-income households. In addition, the
DEO plans, coordinates, and evaluates programs that provide services to the
poor and adv1ses the Governor on the rieeds of the poor.

Overvnew of the Budget Request

The budget proposes a significant reduction in funding for the DEO due
to the completion of projects supported with federal funds and Petroleum
Violation Escrow Account (PVEA) funds.

“The budget proposes expenditures of $105.2 million from various funds
($76,000 from the General' Fund) for programs administered by the
department in 1992-93. This is a net decrease of $43.4 million, or 29 ‘percent,
below estimated current-year expenditures. This decrease is primarily due
to the carry over of federal funds from the prior to the current year.

The department’s proposed budget includes $966,000 from the PVEA for
new LIHEAP weatherization projects and $1 million in reimbursements.

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 12 percent from the General Fund in 1991-92. (This
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reduction is 0.1 percent of the commission’s total budget from all funds.)
This reduction is proposed to be carried over in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

Reappropnohon

This item reappropnates LIHEA block grant Department of Energy,
CSBG, and PVEA local assistance funds. The item allows the DEO to carry
forward into 1992-93 all local assistance funds for energy programs and
CSBG programs that are unexpended in the current year. Without this
language, the DEO would be required to notify the Legislature of its intent
to carry over these funds through the process established by Section 28 of

‘the Budget Bill.

In general, the department will use these funds for the same programs in

'1992-93 that these funds support in the current year. -

Military Department
ltem 8940

General Program Statement

The functions of the Military Department are to: (1) protect the lives and

:property of the people of California during periods of natural disaster and

civil disturbances, (2) perform other duties required by the California
Mlhtary and Veterans Code, or as directed by the Governor, and (3) provide
military units ready for federal mobilization. The department consists of

‘three major units: the Army National Guard (22,347 authorized officers and
‘enlisted personnel), the Air National Guard (5,723 authorized personnel),
-and the Office of the Adjutant General. .
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MILITARY DEPARTMENT—Continued

Overview of the Budget Request

The budget proposes no significant workload or program changes for the
department.

The budget proposes the expenditure of $403.9 million for support of the
.department in 1992-93. The proposed 1992-93 budget is approximately $26.9
million, or 7.1 percent, more than the estimated current-year expenditures.
This increase is primarily attributable to an increase in the federally adminis-
tered: portlon of the Army and All‘ Natlonal Guard

Military Department
Budget Summary
1990-91 through 1992-93

(dollars in thousands)

Expenditures
Army National Guard $241,618 $247,900 $270,446 - 9.1%
Air National Guard 115,892 121,048 .125,855. ~ 4.0
Adjutant General )
undistributed - 2,300 2,400 2,700 12.5
(distributed) - . (8,921)  (5,747) (5 401) -6.0
Military support to civil authonty 767 1,123 813.~ -27.6
Military retirement ©2,312 "7 2590 2557 " -1.3
California Cadet Corps 415 205 - 198 3.4
State Military Reserve 257 190 189 -0.5
Farm and Home Loan 24 18 18 —_
IMPACT 2,189 1,535 1,107 -27.9
Totals $365,774 $377,009 $403,883 - 7.1%
General Fund ‘ " $22,133  $19,596 $19,281 -1.6%
Atmy Discretionary Improvement Fund 73 1200 150  25.0
Federal Trust Funds v . 21,565 24,114 24,961 = 35
| Other Federal Funds ' 319,500 331,200 357,763 80
Reimbursements o 2503 1,979 1,728 -127
General Fund share of total 6.1% ~ 52% 48% = —
Personnel-Years® ‘6389  556.3 505.7 9.1%
® State employees only.
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The budget includes $382.7 million in federal funds for expenditure in
1992-93. Of this amount, only $24.9 million is appropriated through the
Budget Bill. The remainder ($357.8 million) is administered directly by the
federal government. Table 1 displays the expenditures and staffing levels
(state employees only) for the department from 1990-91 through 1992-93. As
the table shows, the General Fund share of the department’s total expendl-
tures is 4.8 percent in 1992-93.

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 15 percent from the General Fund in 1991-92, or
about 1 percent of the department’s total budget from all funds. The current-
year reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductlons on various departments.

Capital Outlay

The Governor’s Budget proposes an appropriation of $3 million in Item
8940-301 for capital outlay expenditure in the Military Department. Please
see our analysis of that item in the capital outlay section of this Analysis,
which is in the back portion of this document.

Tax Relief
_ ltem 9100

MAJOR ISSUES

» Homeowners’ and Renters’ Tax Relief. Governor’s
proposal ignores historical linkage between homeown-
ers’ and renters’ tax relief programs.
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TAX RELIEF—Continued

Findings and Recommendations - Analysis
1. Eliminate Homeowners’ and Renters’ Tax Relief Programs. = 79
-Recommend that the  Legislature place ‘a constitutional =~
amendment on the November 1992 ballot to eliminate the
Homeowners’ Exemption and enact legislation to eliminate .
the Renters’ Credit, contingent upon passage of the ballot
measure. _ ‘ C

General Program Statement

The state provides local property tax relief, both as subventions to local
governments and as direct payments to eligible taxpayers, through seven
different programs. The two largest are the Homeowners’ Property Tax
Relief (Homeowners’ Exemption) and Renters’ Tax Relief (Renters’ Credit)
programs, accounting for 90 percent of expenditures on tax relief. .

Overview of the Budget Request o
The proposed budget for Tax Relief programs reflects the elimination of
the Renters’ Credit program. o

The budget proposes expenditures of $432 million in 1992-93, which is
about $366 million, or 46 percent, less than estimated current-year expendi-
tures. The majority of this reduction is attributable to the elimination of the
Renters” Credit program ($369 million). The budget proposes modest
reductions in the Senior Citizens’ Property Tax and Renters’ Tax Assistance
programs as well, corresponding to the declining levels of participation in
these programs. Partially offsetting these decreases are modest increases in
the Homeowners’ Exemption program, the Senior Citizens’ Property Tax
Deferral program, and Subventions for Open Space. Table 1 summarizes, by
program, the expenditures for Tax Relief from 1990-91 through 1992-93.



item 9100 GENERAL GOVERNMENT / VIII - 79

Tax Relief
Budget Summary
1990-91 through 1992-93

(dolfars in thousands)

Expenditures
Senior Citizens' Property

Tax Assistance $3,252 $2,804 $2,278 -18.8%
Senior Citizens' Property K . -

Tax Deferral Program 9,115 - 10,080 i2,00¢ .©  19.0
Senior Citizen Renters’ ' . o
.. Tax Assistance . . 16,713 14,347 11,707 .. -184. .
Homeowners’ Exemptlon . 355,043 358,250 361,800 1.0
Subventions for Open.Space. 13,664 = 13,920 14,400 = 34
Renters’ Credit - ‘ 561,928 399,000 30,000 <925
Substandard Housing .. 293 . 380 . 288  .-242

Totals o $959,908 $798,781 $432,473 -45.9%
General Fund -$959,908 $798,781 - $432,473 - -45.9%

Analysis and Recommendations
Homeowners’ and Renters’ Tax Relief No Longer Needed

We recommend that the Legislature place a constitutional amendment on
the November 1992 ballot to eliminate the Homeowners’ Exemption
program, and enact legislation to eliminate the Renters’ Credit, contingent
upon passage of the ballot measure.

The ‘Homeowners’ Exemptlon program grants a $7,000 property tax
exemption on the assessed value of owner-occupied dwellings, and requires
the state to reimburse local governments for the resulting tax loss. The
exemption reduces the typical homeowner’s taxes by about $75 annually,
which is the amount that otherwise would be owed on the $7,000 exemption
at the statewide average property tax rate of 1.07 percent (including debt
levies). The Governor’s Budget proposes an expenditure of $362 million on
thls program in 1992-93.
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‘TAX RELIEF—Continued

In its current form, the Renters’ Credit program provides “refundable” tax
credits to low- and moderate-income Californians who rent their principal
place of residence for at least six months in a tax year. The credit is applied
first to any income taxes due, with.any balance paid directly.to the renter.
Persons with no income tax liability must file a return to receive the tax
relief. The amount of the credit is $60 for single renters and $120 for married
couples, heads of households, and surviving spouses. The annual budget

appropriation for this program funds both the revenue loss due to the
reduction of tax liability and the payments in excess of tax liability. The
program is administered by the Franchise Tax Board (FTB). :

-Histotical Background. The..Homeowners’ and Renters’ Tax Relief
programs were established to mitigate rapidly rising property taxes in the
late "1960s and early 1970s. The Homeowners’ Exemption ‘program was
established by Proposition 1A (SCA 1, Res. Ch 9, 1968 First Extraordinary
Session) in 1968 to provide homeowners with direct property tax relief.
Recognizing that renters also pay property taxes indirectly through their
rental payments, the Legislature simultaneously passed companion
legislation which extended tax relief primarily to renters. Specifically, this
legislation, Ch 1/68 (SB 8, Miller), doubled the personal income tax standard
deduction, which most renters used to calculate their income tax liabilities.
This legislation was contingent upon the voters’ passage of Proposition 14,
establishing the homeowners’ exemption, : R

The modern Renters’ Credit program was one element of a comprehensive
property tax reform package, Ch 1406/72 (SB. 90, Dills), passed by..the
Legislature in 1972. Among other changes, this legislation increased the
Homeowners” Exemption to its current:level ($7,000) and placed limits-on
property tax rates. It also created the Renters’ Credit program by establishing
specific credits which renters could use to reduce their‘income tax liability.

_ . Eligibility for Renters’ Credit Limited in 1991-92. As part of the 1991-92
budget agreement, eligibility for this program was limited to persons with
incomes below certain levels. For renters whose filing status is joint, head of
household, or surviving spouses, the annual income-limit is $41,000. For
single taxpayers, the income limit is $20,500. These income restrictions are
indexed for inflation each:year. This eligibility. restriction is effective in the
1991 tax-year and terminates on December 31,71995: This restriction reduced
the state’s current-year expenditures on this'program by an estimated $135
million. R ‘ S

- Governor Proposes to Eliminate the Program. In his budget, the Governor
proposes to eliminate the Renters’ Credit program, beginning with the 1992
tax year. The proposal is contingent on the enactment of legislation which
is needed to eliminate the program. The budget does not offer a policy
rationale for this proposal, but rather justifies it “as a part of the
Administration’s plan to bridge the state budgetary funding gap.” In order



Item 9100 GENERAL GOVERNMENT/ VIII - 81

to pay outstanding claims for tax year 1991, the Governor’s Budget requests
an appropriation of $30 million in 1992-93. The Department of Finance
’pro]ects that expendltures will not be required for this program after 1992-93.

Need for Any General Property Tax Relief Programs Has Diminished. Our
analysis indicates that .there are better reasons to eliminate both the
Homeowners’ and Renters’ Tax Relief programs. These include:

* The Relief Provided Has Diminished Over Time. The $7, 000 property
tax exemption granted to homeowners provides significantly ‘less
property tax relief than in years past. The exemption reduced the

. - property tax on a median-priced home in-1972 by over 24 percent. In
.+ contrast, for homes purchased since 1988, the exemption has reduced
the property tax:on median-priced homes by roughly 3.6 percent, The
relative significance of the exemption is decreasing because home
prices (and, therefore, property tax liabilities) have substantially
increased in the past 20 years. Similarly, the Renters’ Credit provides
less property tax relief than in earlier years. Census data indicate that,
in 1980, Renters’ Credit reduced. the median annual rent payment for
singles by 2 percent and for married couples and heads of households
by 4.5 percent. For tax year 1990, however, the Renters’ Credit reduced
the median annual rent payment by less than 1 percent for singles and
- by 1.8 percent for married couples and heads of households. Further,
for tax year 1991, the Renters’ Credit program does not provide any
property tax relief to renters who are not qualified for the program
“under the new eligibility restrictions.

o Proposztwn 13 Reduced Property Tax Levels: and Limits Increases for
Both Homeowners and Renters. Another policy reason for eliminating
both programs is that passage of Proposition 13 in 1978 provided
massive tax relief for both homeowners and renters. Its tax rate limit
and assessment cap features cut the property tax by over 50 percent.
Proposition 13 also prevents the rapid rise in property taxes that
provided the original rationale -for establishing these tax relief.
programs. For example, the property tax of a homeowner who

*. purchased the median-priced home in 1980 has.increased at an annual
rate of 2 percent, while the value of the home has, increased at an
average annual rate of 6.5 percent '

Governor’s Proposal Unlinks the Two Programs The Governor s proposal
to eliminate the Renters’ Credit program would eliminate tax relief benefits
for renters while maintaining them for homeowners. The budget offers no
policy justification for continuing to provide property tax relief to homeown-
ers, many of whom receive substantial benefits from Proposmon 13, while
this same relief is taken away from renters. :

Thus, we conclude that a better-approach would be to seek the elimina-
tion of both pregrams. This action would free up funding now dedicated to
these essentially obsolete programs that could then be targeted for higher
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priorities. In order to ensure that both programs are eliminated, we
recommend that the Legislature place a proposition on the November ballot
which eliminates the Homeowners’ Exemption program, and concurrently
pass legislation that eliminates the Renters’ Credit program, contingent on
passage of the proposition. Because of legal uncertainties over the timing of
when the elimination of the homeowners’ exemption could be effective, we
do not recommend elimination of the proposed funding for the program at
this time. : S ' ‘

Should the United States Supreme Court rule that Proposition 13 is
unconstitutional, however, the Legislature may wish to consider alternative
formulations of these programs as components of their response to the court
decision. - » : :

Local Government Financing
ltem 9210 .

Findings and Recommendations = = - Analysis
: 7 o ‘ Page
1. Supplemental Subventjons. Recommend the administration 83

report at budget hearings on the estimated cost and number
of beneficiaries of this program. ‘

General Program Staiem‘entv-

This budget item reflects state expenditures associated with two different
programs as follows: . ‘

Supplemental Subventions Program. In 1980-81, the Legislature “fully
exempted business inventories from the property tax and increased the
existing business inventory subvention to reimburse local agencies for the
lost property taxes. Under this arrangement, the Legislature provided. 100
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percent reimbursement for business inventory revenue losses in 1980-81
through 1983-84. Beginning in 1984-85, the Legislature repealed the business
inventory subvention and began prov1d1ng a new “Special Supplemental
Subvention” to reimburse local agencies for any further revenue loss related
to the repeal of the business inventory subvention. The special supplemental

subvention' to cities was ended. in 1988-89, but.redevelopment agenc1es are

still ehglble for such ‘subventions.

Monterey County Viewshed Subvention. The California Wlldhfe, Coastal,
and Park Land Conservation Act (Proposition 70) made a total of $25 million
available to Monterey County for projects to preserve viewshed in the Big
Sur area. . ‘

Overwew of the Budget Request

The budget proposes to continue to phase-out fundmg for the Supplemen-
tal Subventions program. :

The budget proposes expendltures of $12.3 million for local government
financing programs in 1992-93 — $7.3 million for the Supplemental Subven-
tions program and $5 million for the Monterey County Viewshed program.
This is.a decrease of $12.8 million, or 51 percent, from estimated current-year
expenditures. The decrease is due to reduced expendltures of $17.8 million
for the Supplemental Subventions program, a program which the Governor
intends to phase out.completely — offset by increased expenditures of $5
million for the viewshed program. Because. of ‘the statutory timeline for
allocating supplemental subventions, the $7.3 million in proposed expendi-
tures for this program is comprised of two parts: (1) $4:8 million (one-half
of the funds appropriated for this program in the 1991 Budget Act) and (2)
$2.5 million: (one-half of. the funds proposed for thlS program in the budget
year) ‘

. This budget along w1th the budgets of many departments, has been
sub]ect to a variety of reductions over the past several years. Among these
is'an unallocated reduction of 4 percent from the General Fund in 1991-92.
(This reductron is 1.6 percent of the item’s budget from all funds.) In our
companion document, The 1992-93 Budget Petspectives and Issues, we discuss
the 1mpact of these reductions on various departments

Anoly3|s cnd Recommendatlons ’

Supplemental Subventlons Phase Out

We recommend that. the admmzstratton report at budget hearmgs on the
number of agencies projected to be assisted through the revised subventions
program — and the dollar amoiint of assistance that will actually be
required.
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- In our Analysis of the 1991-92 Budget Bill (please see pages 1188 and 1189),
we reviewed. the Governor’s proposal to reduce funding for the supplemen-
tal subventions program and, ultimately, to eliminate these subventions
completely. Because we found that (1) permanent fiscal assistance to
redevelopment agencies appeared to be contrary to the Legislature’s intent
in establishing the program and (2) there was no statewide purpose in
continuing to provide general fiscal assistance to the agencies, we recom-
mended approval of the Governor’s proposal. In addition, we recommended
the Legislature enact legislation repealing the statutory authority for the
program and provide funding through the Budget Bill in future years to the
extent that there are agencies which are in need of this assistance.

Consistent with the Governor’s stated intent to phase-out this program,
the 1992-93 Governor’s Budget proposes to further narrow the scope of the
supplemental subventions program. Specifically, the budget proposes-to (1)
reduce the amount of subventions from $9.6 million in the current year to
$5 million in 1992-93 and (2) restrict assistance to those agencies which
otherwise would have insufficient tax revenues to pay debt service on certain
bonds. The budget indicates that the proposed $5 million in subvention
funds would be prorated among eligible agencies, if this amount is insuffi-
cient to meet the total demand for funds. = =~ - ' ' '

- Our analysis indicates that the proposed $5 million amount is consistent
with the Governor’s objective of lowering state costs for this program, but
may not be consistent with the objective of preventing redevelopment
agencies which have pledged this money for debt service from falling into
default. Our review indicates that the $5 million.amount was determined
somewhat arbitrarily — and not based on.a careful assessment of redevelop-
ment agency debt payment needs. For example, the administration advises
that it has not determined (1) the number of redevelopment agencies likely
to be eligible for a subvention or (2) the dollar amount of the assistance
which may be required per agency.” Without this basic data, neither the
Legislature nor the administration can project whether the proposed $5
million will be sufficient to ensure that agencies do not go into default — or
whether the budgeted amount could be reduced. ‘ ‘ :

Accordingly, we recommend that the administration report at budget
hearings on the number of agencies.likely to be assisted through .this
program and the dollar amount of assistance estimated to be provided. In
addition, should the administration project that the subvention funds will be
prorated among eligible agencies, the administration should explain the
implications of this proration for agency debt service payments. =
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. Payment of Interest on General Fund Loans
ltem 9620 - ' T

Ge'ner'dlﬁrProgram Statement : |

. To meet the General Fund’s short-term cash needs, the state may borrow
either internally, from the balances in other state funds, or externally, by
issuing short-term borrowing instruments (revenue anticipation notes).
External borrowing is preferable because the state can invest money at a
higher interest rate than the rate at which it must borrow. This is because,
when the General Fund borrows externally, it does so at tax-exempt interest
rates, whereas when it borrows internally, it does so, in effect, at higher
taxable interest rates — since most of the borrowed funds would otherwise
be invested in taxable securities. Taxable securities generally earn more than
tax-exempt securities in order to compensate for the tax liability. Being
exempt from income taxes, however, the state receives the full benefit of
these higher earnings. The Legislature has expressed its intent that the state
use external, rather than internal, borrowing whenever it'is advantageous to
the state. This budget item is for payment of interest on internal borrowing.
The interest paid on external loans is funded by a continuous appropriation
in the Government Code, not from the appropriation in this item.

Overview of the BUdgef Requést

The budget anticipates that the state will need to use much less internal
borrowing in the budget year than in the current year.

The budget requests $5 million to pay interest on internal borrowing in
1992-93, compared with estimated internal borrowing costs of $72 million
shown in the budget for the current year. (However, subsequent to
publication of the budget, the current-year estimate was reduced to $55
million in a January 31, 1992, legislative notification letter from the
Department of Finance.) Interest on external loans (which is not funded in
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this item) ‘is projected to be $220 million in 1992-93, the same amount as
estimated for the current year. - ,

The deterioration of the state’s fiscal situation in the current year, due to
the prolonged recession, has necessitated unusually large amounts of internal
borrowing. The budget indicates that the state began the current year with
a carryover deficit of $1.7 billion in the Special Fund for Economic Uncer-
tainties (the General Fund reserve) and estimates that a $1.8 billion deficit
will be carried over into 1992-93. The budget proposes to pay off the 1991-92
deficit in 1992-93 and end the year in balance. Lo

The budget anticipates that there will be less need for short-term borrow-
ing to cover General Fund cash-flow needs in 1992-93 than in the current
year. In addition, enactment of Ch 185/91 (AB 1254, Baker) will facilitate the
use of less-costly external borrowing by streamlining some procedures for
issuing revenue anticipation notes and by authorizing the state to carry over
external borrowing up to 120 days into the next fiscal year (provided that the
borrowing is for no longer than 12 months). Should the need for larger
amounts of internal borrowing arise, however, budget bill language in this
item (Provision 2) authorizes the Director of Finance to augment the $5
million specifically appropriated by any amount necessary to pay for
additional internal borrowing. - : o e

| " Hedith Benefits for Annuitants
' Ifem 9650
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Findings and Recommendations " Analysis
| . Page
1. Final Premium Rates for 1992-93 Have Not Been Deter- 88
’ mined. Withhold recommendation on this item pending .
receipt of actual health and dental insurance premxum rates
to be charged by providers in the budget year.

General Program Statement

This approprlatlon provxdes for the state’s contrxbutlon toward the
monthly health and dental insurance premiums for annuitants of the Judges’,
Legislators’, District Agricultural Employees’, and Public Employees’
Retirement Systems (PERS), as well as selected annuitants of the State
Teachers’ Retirement System. The program provides eligible members with
the option of selecting insurance coverage from as many as 27 state-
approved health providers. »

Government Code Section 22825.1 expresses legislative intent that the state
pay an average of 100 percent of health insurance premiums for annuitants,
and 90 percent of the health insurance costs for their dependents. Although
the State Employees Dental Care Act does not express the same intent with
regard to the state’s contribution toward annuitants’ dental insurance costs,
the state, in practice, also pays 100 percent and 90 percent of dental premlum
costs for annuitants and their dependents, respectively.

Chapter 83, Statutes of 1991 (AB 702, Frizzelle), amended Section 22825.1
as it relates to active employees. The state’s contribution toward the cost of
health insurance premiums for employees who are not represented by
bargaining units is now determined by the Department of Personnel
Administration. For represented employees, the state’s contrlbutlon is now
subject to the collective bargaining process.

Overview of the Budget ReqUest

The budget proposes total expenditures of $341.7 million from the General
Fund for health and dental benefits for annuitants in 1992-93. This amount
includes $337,675,000 in Budget Act appropriations, and-$4 million in
statutory appropriations pursuant to Ch 1251/90 (SB 2465, Cecil Green). This
level of funding is $61.6 million, or 22 percent, more than the estimated
current-year expenditures. The increase is attributable to both higher
premiums charged by the state-approved insurance providers, and pro]ected
growth in the annuitant population.

Annuitant Health Benefits. The’ budget proposes expendltures of
$306.2 million for the payment of annuitant health insurance premiums in
1992-93. This represents an increase of $55.2 million over 1991-92 expendi-
tures, based on projected increases of 10 percent in the premium cost
($33.1 million) and 8 percent in program enrollment ($22.1 million).



VIII - 88 / GENERAL GOVERNMENT Item 9650

HEALTH BENEFITS FOR ANNUITANTS—Continued

Annuitant Dental Benefits. The budget proposes expenditures of $35.4
million for the payment of annuitant dental insurance premiums in 1992-93.
This represents an increase of $6.4 million over 1991-92 expenditures, based
on projected increases of 13 percent in the premium cost ($3.8 million) and 8
percent in program enrollment ($2.6 million). ' '

Active Employees Benefits. The 1992-93 budget proposes no increase in
the state’s contribution toward the cost of health and dental coverage for
active employees. - ‘ :

Andljyéié‘ and Recommendations
Final Premium Rates for 1992-93 Have Not Been'Determined

We withhold recommendation on this item, pending receipt of actual
health and dental insurance premium rates to be charged by providers in the
budget year, . ) s ‘ ‘
- The expenditure level proposed in the Governor’s Budget is based on
projected increases in the insurance premium rates. At the time that this
analysis was prepared, the PERS was in the process of negotiating 1992-93
premium - rates: with its contracted providers. Therefore, we withhold
recommendation on this item, pending receipt of final budget-year premium
rates.

. Equity Claims of Board of Control
and Settlements and Judgments
by Department of Justice.
ltem 9670 o
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General Program Statement -

. The: Governor’s. Budget includes expenditures for..payment of equity
claims by the Board of Control, settlements and judgments by the Depart-
ment of Justice (DOJ), and tort claims by the DOJ and the Department of
Transportation (Caltrans). Payment of tort claims of $70,000 or less, however,
are the only expenditures funded in'this item in-the 1992 Budget Bill.‘Other
expenditures. are funded in separate legislation. The DOJ investigates all tort
claims against the state, except claims arising from the activities of Caltrans,
which’are refefred to that agency:for investigation.” ~** .~ " =

Overview of the Budget Request |
' The budget for tort claims is significantly underfunded, . .
" The ‘Budget-Bill proposes an appropriation of $1,000 from the General
Fund for payment of routine tort liability claims (amounts ‘6f $70,000 or less)
in 1992-93. This is $700,000 less than the amotint identifiéd in the Governor’s
Budget for 1992-93; and $600,000-less than estimated current-year expendi-
tures for the same purpose. Budget Bill language ‘provides that; in'the event
that expenditures exceed.the amount appropriated, the Director of Finance
may allocate up to $1.2 million from the Special Fund for Economic Uncer-
tainties. Although this approach is consistent with the 1989, 1990, and 1991
Budget Acts, it provides the Legislaturé with an inaccurate picture of the

funds available in the General Fund reserve.

- Payment of Specified Aﬂomeyf Fees ;
AR ltem 9810 S R

R M

General Program Statement :
" 'This item provides funds for the payment of attorney fee claims,
settlements, and judgments against the state arising from actions in state
courts. Generally, this item finances court-awarded attorney fees that relate
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to a'legal action that brings about the enforcemént of an ”1mportant nght”
and results m a ”sxgmflcant benefxt to the publlc Yoo

Overvnew of the Budget Request . ,
- The budget proposes fundmg for attorney fees at the current-year level

"The budget proposes an approprxatlon of $1.9 million, which con51sts of
$1.4 million from the General Fund, $150,000 from special funds, and
$320,000 from nongovernmental cost funds.

This program, along with many other programs, has been sub]ect to a
variety of reductions over ‘the past several years. Among these is’ an
unallocated reduction of 4 percent from the General Fund in: 1991-92 (3
percent of the program'’s total budget from all funds.) This reduction is
proposed-to be.carried over into 1992-93. In our companion document, The
1992-93. Budget Perspectives and Issues, we dlscuss the 1mpact of these reduc-
tlons on various: departments S _

Reserve for ConhngenCIes or Emergencnes
Item 9840 '

MAJOR ISSUES

> ..Deficiency Costs Annuol Generol Fund defICIenCIeS
fypncclly are more than $300 million, which exceeds the
size of the proposed $105 million reserve in the
Governor’s Budget. _
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Findings and Recommendations - o Analysis
' Page
1. Likely 1992-93 Deficiency Costs. Annual General Fund 92
deficiency costs typically exceed $300 million, which is more

than the Governor’s Budget’s pro;ected reserve of $105 mllhon
for 1992-93.

General Program Statement

This item provides a mechanism that the Director of Fmance may use to
augment budget appropriations in order to cover defxc1ency spending for
contingencies or emergencies. Every year, unforeseen needs arise that require
the expenditure of additional state funds beyond the amounts already
appropriated or estimated in the annual budget. Most of the money needed
to fund deficiency spending is provided in the annual omnibus deficiency
bill (sometimes several bills), which appropriates funds to augment the
nominal amounts initially provided in this item. Additional money to cover
.unantlc1pated spending is provided outside the reserve for cont1ngenc1es or
emergencies through the following mechanisms:

* Individual department deficiency bills.

* Budget Act provisions that allow agencies to spend more than the
amount specifically appropriated to them in their budget items.

* Constitutional or statutory appropriations that automatically pfoVide
additional spending authority for certain purposes, such as for interest
payments on the state’s cash-flow borrowing or for disaster assistance.

Overview of the Budget Request

The amounts requested for 1992-93 are the same as those provided in the
1991 Budget Act, but are merely “placeholders” for deficiency costs that will
be identified during the budget year. !

The budget proposes three appropriations totaling $4.5 million for
allocation by the Department of Finance to state agencies in 1992-93 for
contingency or emergency costs in excess of specific appropriations. The
-appropriations consist of $1.5 million each from the General Fund, from
‘special funds, and from nongovernmental cost and bond funds.

Item 9840-011-001 appropriates an additional $2.5 million for temporary
loans to state agencies whose operations-are threatened by a delay in
receiving reimbursements or revenue. These loans must be repaid by the end
of the fiscal year in which they are made.

Item 9840-490 reappropriates any unexpended balances of deficiency
appropriations in the 1991-92 Reserve for Contingencies or Emergencies. The
reappropriated funds would be available during the budget year for
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allocation by the Director of Finance to cover additional costs associated with
1991-92 deficiencies that are discovered after the fiscal year ends.

Analysis and Recommendations

Budget Reserve Would Not Cover
Typical General Fund Deficiency Costs

We. find that typiéél deficiency costs exceed the Governotr’s Budget’s
projected reserve of $105 million.

Typically, deficiencies total several hundred million dollars each year,
most of which is from the General Fund. Table 1 shows General Fund
deficiency costs during the 10-year period from 1982-83 through the current
year. Costs through 1990-91 are actual amounts, while the 1991-92 amounts
reflect the mid-year estimates in the Governor's Budget. General Fund
deficiency allocations totaled $536.1 million in 1990-91, which is the largest
amount during the 10-year period shown in-the table. One-half of the 1990-
91 deficiency occurred in two programs — Medi-Cal ($175.2 million) and the
Renters’ Tax Credit ($96 million).

General Fund Deficiency Expenditures®
1982-83 through 1991-92 '

(in thousands)

mergencie Othe

1982-83 $334,419 $47,477 - $381,896
1983-84 . , 109,531 93,565 203,096
1984-85 ) 419,217 o 10,000 429,217
1985-86 = k 345,925 13,236 ~ 359,161
1986-87 330,602 "140,913 471,515
1987-88 » 277,543 96,122 . " 373,665
1988-89 203,662 ) 55,700 259,362
1989-90 . 299,158 97,606 . .396,764
1990-91 341,156 194,962 -~ 536,118
1991-92 ) 201,720° 154,101 355,821

* Includes deficiencies funded from this item and other appropriations.

® Total amount of 1991-92 allocations anticipated by the Department of Finance as of January 1992
¢ Figures compiled by Legislative Analyst's Office.
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Over the 10-year period shown in Table 1, annual General Fund
deficiencies always have exceeded $200 million and have been more than
$300 million in eight years. Although it is possible for unanticipated savings
to offset some of these deficiency costs, for budgeting purposes the
Legislature should plan-on having to fund several hundred million dollars
of General Fund deficiencies in 1992-93 in addition to the costs that are
anticipated in the budget. The reserve of $105 million provided in the
Governor’s Budget would not be adequate to cover these costs.

In the current year, budget estimates indicate that deficiencies will total
$372.8 million. However, this amount will increase as additional contin-
gencies or emergencies arise during the remainder of the fiscal year. The
budget indicates that $201.7 million of these deficiencies will be funded from
the reserve in this item via the annual omnibus deficiency bill. In addition,
we have identified $171.1 million of other General Fund def1c1en01es
contained in the budget for 1991-92.

Reserve for Contingencies or Emergencies. The major General Fund
deficiencies proposed for funding in the 1992 omnibus deficiency b111 are the
following:

o Department of Correcttons ~ $75.7 million. The deficiency partlally
restores an unallocated reduction of $112 million that the Legislature
made in the 1991 Budget Act. It also provides $6 million to eliminate
a backlog of reimbursements owed to local governments for detaining
parole violators.

* Medi-Cal — $35.3 million. Funds are for additional caseload.

* County Medical Services — $29 million. Funding is for caseload and
cost mcreases

¢ Department of Porestry and Fire Protection — $27.3 million. This

amount consists of $18.4 million to augment fire fighting resources for

- the 1991 fire season and $9 million to replace budgeted fee revenues
that were not authorized by legislation.

e Renters’ Credit — $11 million. This increased cost occurs because
claims exceed the budgeted amount. :

* Department of Developmental Services — $6.1 million. This funding
is needed to replace Medi-Cal relmbursements that were overesti-
mated.
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Other Deficiencies Shown in the Budget. The budget also md1cates that
special legislation and ongoing statutory appropriations will fund $171.1
million in General Fund deficiencies through mechanisms other than the
main deficiency item. The largest of these deficiency expendltures are the
following:

o Interest on General Fund Loans — $50 million. The budget estimates

- that the General Fund will incur additional interest costs for short-term
internal borrowing from other state funds to cover 1991-92 cash-flow
needs. These costs will total $50 million according to a January 31, 1992
letter from the Department of Finance. Budget Act language authonzes
the additional spending.

¢ County Welfare Administration — $27.4 million. The Department of
Social Services’ budget item authorizes the additional spendmg for
county welfare department administrative costs.

o State Teachers’ Retirement System — $14.2 million. The state’s
required contribution is larger than originally estimated and will be
provrded through an ongoing statutory appropriation.

s State Water Resources Control Board — $18.4 million, Funds were
- provided by Ch 460/91 (AB 18, Sher) to replace budgeted fee revenues
that were not authorized by legislation.

® Victims of Crime Program — $11.7 million. The Board of Control will
seek special deficiency legislation to make up for a shortfall in penalty
revenue to the Restitution Fund. .

® Sierra Madre Earthquake Housing Assistance — $10 million. The
Department of Housing and Community Development received

“funding to assist earthquake victims from the Special Fund for
Economic Uncertainties (the General. Fund reserve) under ongoing
statutory authority.

* East-Bay Firestorm — $7.9 million. The Department of Social Services
received an allocation under ongoing statutory authority in order to
assist fire victims.

Current-Year Deficiencies in Other Funds

In 1991-92, estimated special fund deficiencies total $29.9 million, which
is an increase of $3.5 million over the $26.4 million allocated in 1990-91. The
largest deficiency proposed for the current year is $17.7 million from the
Motor Vehicle Account for the California Highway Patrol to offset funding
shortfalls and increased retirement contributions.
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The budget further proposes to allocate $3.2 million for deficiencies from
nongovernmental cost funds and bond funds — a decrease of $10.1 million
compared with allocations in 1990-91. The 1991-92 amount includes $847,000
in retirement funds for additional costs of the Public Employees’ Retirement
System and $585,000 in bond funds for project planning and management at
the California Community Colleges.






