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PRELIMINARY STATEMENT

This is a report on the Budget and Budget Bill of the State of Cali-
fornia for the fiscal year beginning July 1, 1953, to June 30, 1954. It
provides an item by item analysis of all items in the Budget Bill for the
reason that that bill represents with one exception the action that is re-
quired by the Legislature to carry into effect the proposed expenditure
program for the State of California for the fiscal year budgeted. This
constitutes approximately one-third of the total expenditure program
contained in the budget. Although the proposed Governor’s Budget is
generally conditioned upon full ecompliance with existing provisions of
law governing the authorization for the approximately two-thirds of the
budget which is not included in the Budget Bill, we have made recom-
mendations to the Legislature not only reducing the Budget Bill items

- proposed but also suggesting certain statutory changes which would

reduce the total budget below the amount proposed by the Governor. A
number of these recommendations are further discussed in the last sec-
tion of this analysis.

The Budget Bill contains requested appropriations totaling $451,165,-
600 out of a total budget of $1,326,851,800 or 34 percent of the total.
Included in that portion of the budget which is not contained in the
Budget Bill are the constitutional or statutory appropriations for ele-
mentary, secondary and junior college education, aid to the needy aged,
needy blind and needy children, and the state highway program.
Together these three items account for $638,307,000 or 48 percent of
the budget. )

The Constitution provides that the Governor shall prepare and submit
to the Legislature at each regular session a budget containing a complete
plan of itemized expenditures of the State as provided by existing law
or recommended by him. This budget is to be accompanied by an ex-
planatory message and, if the proposed expenditures for the fiscal year
budgeted exceed the estimated revenues therefor, the Governor is re-
quired to recommend the sources from which the additional revenue shall
be provided. In compliance with this requirement, the Governor has
proposed revenue measures necessary to balance his proposed expendi-
ture program, with the exception that in his opening message and in his
budget message to the Legislature, he has recommended additional ex-
penditure programs which are not included in the budget document, and
without providing a specific revenue proposal required to meet the pro-
posed expenditures. Moreover, in addition to the budget as submitted,
augmentations will be requested by the Governor during the course of
the legislative session and before its final enactment. These amendments
to the budget in.the form of augmentation requests approximated
$6,000,000 at the 1952 Budget Session.




Total Expenditure Program

The sum of the proposed expenditures contained in the budget docu-
ment for the Fiscal Year 1953-54 is $1,326,851,800. This total includes
all General Fund expenditures, special fund activities, and subventions
to and revenues shared with local governments. In addition to this, the
(Governor has recommended that the Legislature should enact legislation
authorizing an additional expenditure of $5,500,000. in state funds for
permanently and totally disabled and an indeterminate additional
amount for highways. Although the figure of $1,326,851,800 is generally
considered as the budget total and the items contained in this total coh-

form with the usual practice adopted by states in presenting the budget
to their respective Legislatures, the total state expenditure program,

viewed from the standpoint of all receipts from tax collections and other
sources estimated to be appropriated either by budget act or by continu-
ing appropriations, is considerably above this amount. If the receipts
from federal tax sources for state administration and grants and the
annual amount of benefit payments for unemployment compensation
and disability compensation from state employment taxes are included
in the total, the amount of all state receipts expected to be appropriated
for'1953-54 is approximately $1,725,494,000.

Basic Financial Policy Contained in the Budget -

The basic financial policy which is contained in the Governor’s Budget
might be said to be, of necessity, that which provides for the appropria-
tion of over two-thirds of the budget by continuing econstitutional or
statutory provisions of law. However, these are in part the product of
previous executive policies. Beyond the requirement that the Executive
Budget shall be in accordance with existing provisions of law, the ad-
ministration policy which is under eonsideration by the 1953 Legislature
is primarily concerned with that 34 percent which is embodied in the
Budget Bill. This policy provides for a balancing of expenditures with
revenues, carrying into effect the progressive programs which have been
characteristic of California State Government under the present ad-
ministration. At the same time, the operating budgets of the various
state agencies reflect few significant increases over last year in the level
of services performed. The passage of Proposition No. 2 in the November
election added approximately 67 million dollars in increased expendi-
tures for public schools and this, of necessity, has exercised a direct in-

fluence upon the proposed financing of other state programs. It has made -

it necessary for the state operations portion of the budget to be more
critically reviewed in terms of new or expanded services. Increases in
cost, as reflected in the budget, are primarily due to the higher cost of
doing business which has resulted from the progress of inflation following
World War II.

_ Despite the limited number of new services which have been allowed

for in this budget, the advances provided for in previous years and main-
tained for 1953-54 provide California with state programs which are
uniformly among the costliest in the Nation. The cost of education per

pupil, social welfare benefits per recipient, hospital and institutional -

care per patient or per inmate, and general administration costs for
other services of government remain without exception at or near the
top of the list of states. :




Financial Policy Contained in Our Recommeéndations

The additional costs imposed by the passage of Constitutional Proposi-
tion No. 2 has made it necessary to either increase taxes, use existing
reserves, reduce substantially the level of services provided in the state
operations budget, reduce provision for eapital outlay for 1953-54, or to
enact legislation reducing continuing appropriations for state subven-
tions to local jurisdictions. The instructions which we have received from
the Joint Legislative Budget Committee to recommend a balanced budget
without added taxes have led us to suggest economies which we believe
can be achieved through legislation without eliminating any essential
- state functions. The recommendations which are contained in thls analy-

sis provide for proposed reductions in state costs totaling $SSENARNEE
of which $27,285,471 are in the Budget Bill and the remainder requn'e
additional leglslatlon Those proposed reductions which require changes
in existing law are discussed in detail following the item by item analysis
of the Budget Bill.

Revenue Estimales

Total revenues to all funds for 1953-54 under the existing tax structure
are estimated at $1,195,747,023. This is an increase of $46,300,000 or
4 percent over estimated total revenues in the current fiscal year. Reve-
nues to the General Fund are estimated at $801,902,526.

During the current year there has been an adjustment in General Fund
revenues to the extent of an upward revision of $33,010,025. This revision
above the estimates for the current fiscal year, which were presented in
the budget last year, has been due in large part to a continued rate of
jnerease in sales tax and in personal income tax collections. This, in
turn, has been due in large part to the continued population growth in

California, to the gradual increase in the level of personal incomes, and "

to a gradual increase in prices. The estimates of General Fund revenue
for 1953-54 are projected on’ the basis of a continued increase approxi-
mating 8.3 percent. We have examined in detail the revenue estimates
for all revenue sources, both to the General Fund and to speecial funds
for the Fiscal Year 1953-54, and believe they represent as accurate an
estimate as can be made under present conditions. Although revenue in
the 1953-54 Fiscal Year will be largely governed by economic conditions
in the calendar year 1953, and there are few indications of drastic
changes in the State’s economy for the short run, we must point out
again, as we have in the past, that the California system of General Fund
revenue depending, as it does, in such large proportion upon the con-
sumer sales tax,'could be drastlcally affected by a reversal or even a
leveling off of prices and consumer buying patterns.

TFor purposes of projecting revenue estimates, the California popula-
tion is estimated to increase to 12,190,000 persons by July 1, 1954, Dis-
posable income for the Nation is estimated to increase from $234,000,-
000,000 to $240,000,000,000 or an increase of 2.3 percent, while prices are
estlmated to rémain stable at the commodity level and i increase by approx-
imately 1 percent in the Consumers’ Price Index.

39 209007




BEstimated revenues to the General Fund, by major tax source, are
shown in the following table. . ~
Estlmated General Fund Revenues

Actual Hstimated  Estimdted
1951-52 1952-53 1953-54

Beer and wine excise $3,730,045  $3,970,000  $4,000,000

Distilled .spirits excise 14,429,563 15,270,000 15,525,000
Bank and corporation franchise tax_.____ 120,126,645 118,300,000 118,500,000
Gift tax 1,388,537 1,500,000 1,500,000
Pari-mutuel taxes : : 3,628,546 3,920,461 4,252,714
Inheritance tax 27,775,966 23,000,000 25,000,000
" Insurance tax 25,731,960 29,769,569 33,800,000
Private car tax i 1,088,988 1,127,000 1,225,000
Motor vehicle (in-lieu) tax . . 2,738,125 . . 2,662,750 2,587,375
Retail sales tax__ 417,692,523 451,800,000 465,400,000
Personal income tax —_ 90,914,286 100,100,000 104,100,000
Interest on investments 7,788,489 8,515,393 9,268,488
Departmental revenues and miscellaneous_.. 16,992,052 16,369,365 16,743,949
Total . $734,025,725 $776,304,528 $801,902,526

Changes in Form of Budget or Budget Bill

The budget document contains again this year an increasingly detailed
statement of programs and proposed increases in expenditures. .

It should be noted that in this budget, particularly in the case of state
institutions, there are a large number of items of ‘‘special repairs and
maintenance’’ in addition to items of ‘‘reecurring maintenance’’ which
are carried under operating expenses in the state operations part of the
budget. These items of special repair and nonrecurring maintenance have
heretofore been budgeted under capital outlay. The effect of this change,
although it is not significant in total amount, is that in the budget year
the capital outlay budget is less than it would otherwise be, and the state
operations, part of the budget is higher than it would otherwise be. This
atfects comparability with last year in both of these portions of the
budget: :

The Budget Bill has been significantly changed in that for the first
time the schedules setting forth the categories of expenditure have com-
bined equipment and operating expenses into a single item. In prior bud-
get bills, the items of operating expense and equipment were shown as
separate items and separate amounts of expenditure. The Department
of Finahce informs our office that all other controls and records hereto-
fore kept by the Department of Finance and state agencies will be con-
tinued. The only change resulting from this combination is to. permit the
Controller’s Office to pay a claim containing items of both equipment and
operating expenses. Also the accounting section in the Controller’s Office
will carry only one control account instead of two. In the preparation of
claims, agencies will be able to combine items of operatlng expense and
equipment in the same claim.

We believe this change is advantageous to the processmg of claims and
should save time and money. For this reason, we recommend approval
of the change.




Fiscal Trends

Since the close of World War I1, or since the 1946-47 Fiscal Year, the
cost of state government has climbed from a total expenditure of 469.7
million dollars in 1946-47 to 1,326.8 million dollars as budgeted for the
1953-54 Fiscal Year. This représents an inerease of 857.1 million dollars
or 182 percent. On a per capita basis, eosts are up from $48.40 to $110.56
per person, or an inerease of $62.16 per capita or 128.4 percent. During
the same period, revenues are shown to have climbed from 604.9 million
dollars to 1,195.7 million dollars anticipated for 1953-54, or an increase
of 590.8 million dollars or 97.7 percent. On a per capita basis, revenues
are shown to have risen from $62.32 per person in 1946-47 to:$99.40 for
1953-54, which is an increase of $37.08 per person or 59.5 percent. This
indicates that, on a per capita basis for the seven-year period, the rise in
the cost of State Government has greatly exceeded the rise in revenues.
However, during this time there will have been expended or committed
over three-fourths of a billion dollars of General Fund surpluses alone,
surpluses which were accumulated and set aside in reserves during and
- following World Waxr II.

The rate of inerease in the cost of government in Cahfornla ig illus-
trated by figures recently compiled and released for all states by the
‘Council of State Governments. This shows that between the Fiscal Years
1942 and 1950 the cost of state government in California inereased by
161.1 percent, while total income payments increased by 99.1 percent.
In terms of ‘‘constant dollars’’ (adjustment for the effect of inflation),
the cost of state government in California increased by 75.4 percent while
income payments increased by 33.7 percent.

On the basis of per capita state governmental expenditures, California
leads the seven states which have the largest total governmental expendi-
tures for the fiscal year ending 1951, as reported by the Governments
Division of the Bureau of the Census These comparisons are shown in
the following table:

Total state
expenditures
State per capita®
California $136.52%
Michigan 123.12
Pennsylvania . 121.07
Ohio 100.09
New York 98.37
Texas - 7419
Illinois 7214

* The per capita amounts used in this tabulation are higher than that referred to in the preceding paragraphs for
the reason that the Bureau of the Census classifies as a governmental cost the expenditure of receipts from
employment taxes for unemployment insurance, ete.

Although General Fund revenues have continued to grow, the General
Fund surpluses, aside from the 75 million dollar ‘‘Rainy Day’’ or Rev-
enue Deficiency Reserve Fund, and the 50 million dollar School Bond
Retirement Fund, have been expended nearly to depletion. This is the
result of inflation, continuous growth of the State, legislation raising
social welfare and education costs, and the large postwar capital expendi-
ture program which has called for approximately one-half billion dollars
of General Fund money for construction of state buildings alone.




Estimates of General Fund surplus as contained in the budget for the
1953-54 Fiscal Year, show an accumulated surplus of 66.2 million dollars
for the current year going to a deficit of 19.7 million dollars for the end

“of the budget year. Expenditures for the budget year will therefore
be greater than current revenue in the amount of $85,950,773. This as-
sumes that expenditures and revenues will reach estimates, and means
that any further sum than that contained in the budget which might be
appropriated from the General Fund will have to be financed by drastic
curtailment of General Fund expenditures and/or through sources other
than General Fund revenues as estimated to acerue under existing law.

Bonded Debt

. Along with the fiscal trends, the bonded debt of the State should be
considered in the light of commitments made against future general tax
revenues. The bonded debt of the State, as of November 30, 1952, stood
at 511.7 million dollars in bonds outstanding with 337.2 million dollars
in bonds authorized but unsold. ‘ ,

Although the bonds are general obligations of the State, statutory
provisions provide for all issues, except the school bond issues, to be serv-
iced to maturity from specific revenues and funds. In respect to the
school bond issues which total 246.8 million dollars in bonds outstanding,
with an additional 165 million dollars in bonds authorized to be sold,
provisions have been made whereby the bonds will be retired in part from
reserves presently amounting to 50 million dollars, as provided by the
1952 Legislature from General Fund surplus set aside for school bond
retirement, and from money returnable from those school districts of the
State which are able to repay advances made from the sales of the bond
issues. This means that if all of the school bond issues are sold the State
will have to meet approximately 536 million dollars in school bond
redemption including interest payments within the ensuing 30 years,
while the exact sum that may be expected to be returned to the State is
not fully determined. However, estimates that have been projected indi-
cate that the ultimate cost to the General Fund under the program of
financing will run close to 200 million dollars.




MAJOR STEPS IN CALIFORNIA STATE BUDGET PROCESS

Budget
Request 1.
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Finance
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Documents

Budgets & A
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Division | 13.

1.

T

9.

Agencies submit to the Department of Finance,
Division of Budgets and Accounts, detailed
requests reporting expenditures and revenueg
for the last' completed and current fiscal
years and proposed expenditures and esti-
mated revenues for the ensuing fiscal year.
(art. Iv, Sec. 3%, Constitution)

3., & 4. The Divislon of Budgets and Accounts,”
Department of Finance, reviews the budget re-
quests. The Department of Finance conducts
agency hearings. At these hearings policies
and requests of the agencies are discussed.
Resulting tberefram, revisions upvard or downe
ward are made snd the Governor's Budget is
vrepared. An approyriation bvill covering such
Pproposed expenditures as require legislative
action is then prepared by the Division of
Budgets and Accounts, (Art. IV, ‘Sec. 34,
Constitution)

The Governor's Budget, accompanied by the
appropriation bill to be known as the Budget
B111, 18 sent to the Assémbly and the Senate.
The Budget Bill must be introduced immediately
into each House of the Legislature by the res=
pective chaiyman of the committees having to
do with appropriation measures.

After the Budget Bill has been considered

&nd passed by both Houses, 1% is forvarded
to the Governor for signature. Amendments
may be made by either House.

The Governor may veto the entire bill, or
delete or emend downward individusl items
contained therein. EHe may not increase
items. After approval of tbe Budget Bill
by the Governor, it then becomes xnovn as
the Budget Act for the year.

The Controller establishies aécounts by fund
and agency for the various items contained
in the Budget Act. (Ch¢ S, Art. 2, Sec.
12412 of Gov. Code) *

& 10. The Division of Budgets and Accounts,
Department of Finance, forvards to agencles
coples of the Budget Act, accompanied by a
booklet containing & 1ist of legislative
and executive changes made in the Budget
Bill as origimally submitted. The agencies

1.

12,

13.

then establish their allotment ledgers

in accordance with approval of the Des
partment of Firance and within the limie
tatlons of the Budget Act. Such allotw
ments are usually in accordarce with line
items set forth in the Governor's Budget.

(2) Personnel documents ‘establishing
new positions or changing an employee's
classification require approval by the
Division of Budgets and Accounts. The
division determines the necessity of the
position, the duties to be performed and
funds availability..

(b) Funds for service sgreements and
leases are verified by the Division of
Budgets and Account$ before final action
by thé Director of Finance., Out-of-
state travel must be approved by the
Governor and Director of Finance. Cere
tain other operating expenditure items
are approved or disapproved by the Departe
ment of Finance in accordance with rules
end regulations prescribed by the State
Board of Control.

{c) Equipment purchaces, within certain
dollar limitations, require prior review
by the Division of Budgets and Accounts.
Orders for specific types of printing
also require such prior review, ,
Periodic financial statements, including
trial balance, budget allotment, experdi-
ture and revenue statements, are furnish-
ed the Division of Budgets and Accounts.
These statements are revieved to determine
if agencies are operating within legis-
lative limitations and allotment authoriza«
tion.

The Department of Finance, Division of
Audits, examines and avdits the books of
state agencies at least once each year,
end es often as the Director vf Finance
deems pecessary.




MAJOR STEPS IN CALIFORNIA

e

Budget
Request 1.

A. & C.A))
Finance 2.

e gets‘& 3.
Accoun’
PPro

Gov. 1k, [B11| 5.
Budget

Legislature 6.

Budget
Act 1.

Cov ler}

Division l
of

Arch.

1%a,

1.

10.

1.

STATE CAPITAL OUTLAY PROCESS

Budget requests are prepared by the agencies,

Request’ ‘are revieved by the Director of Finance through
his architectural end construction advisor. Revizions ere
made up or down or request is deferred. Cost estimates are
furnished by the Division of Architecture. Under proposed
procedure for the 1953-54% Budget, a1l major capital outlay
budget items will be based upon preliminary plans furnish-
ed by the Division of Architecture.

4., & 5. Budget requests, as approved by the Director of
Finance, are placed in the Governor's Budget and eppropriae
tiorsbill by the Division of Budgets end Accounu, Departe«
ment of Finance.

Governor's Budget and appropriations bill are aent to the
Legislature. The appropriations bill is 1ntroduc¢d in doth
Houses by the chairman of their
Amendments are made in the bill by either Roqse lhd the nm
bill is approved.

After above approval, it is sent to the Covernor for signature.

The Governor may veto or delete or reduce portions of the Act.
After the Governor's approval, it i3 cited as the Budget Act
of the year.

The Controller establishes acéounts for the various items
in the Budget Act by funds and agency.

. v
The Department of Financs, Division of Budgets and Accounts,
Torwards copies of the Budget Act to the agencies accompanied
by a booklet containing a list of legislative and executive
chanpges that may have been made in items of nyproprintmn e~
fore enactment into law.

The architectural and construction edvisor is notified by the
Division of Budgets and Accounts of the changes and items
allowed for each agency. N

12, & 12a. The agency then requests the Director of Finence to

13.,

16.

7.

19.

submit minor and major capital outlay projects to the Publie
Works Board.

1k., & 15. The Director of Finance and the Public Works
Board reviews and approves any or all items for programming.
Upon favorable review, items under $20,000 are allowed to be
done by the agency subject to release by the Division of
Architecture.

The Department of Public Works, Division of Architecture,
rrepares preliminary plans for each major project and then
submits these plans to the Director of Finance for his cone
eideration.

“The Director of Pinance may approve or disapprove the prelim=

inary plans submitted or recommend changes. When the plans

comply, they are’presented for approval to the Publie Works
Board. (Sec. 7.5, Budget Act 1952)

‘The Public Yorks Board may approve or disapprove. Upon appro=
val, the Director of Finance allows transfer of funds to the
Division of Architecture for working drawings and construction.

The Division of Architecture prepares working drawings and
advertises for bids; avards the gqontract; aupervises conss
truction to completion.

(2) ‘The Director of Finance through his architectural and
eonstruction advisor checks working drawings for conformity
to previously epproved preliminsry plane, (See. 7.5, Budget
Act of 1952)

The Division of Architecture presents the completed project
to the agency for occupancy.




LETTER OF TRANSMITTAL

SAcrAMENTO, CALIFORNIA, January 26, 1953

The HONORABLE Bex Hursg, Chairman
and Members of the J omt Legislative Budget Comnmttee
State Capitol, Sacramento, California

GeNTLEMEN : In accordance with the provisions of Chapter 1667, Stat-
utes of 1951, and Joint Rule No. 37 of the Senate and Assembly creating
the Joint Legislative Budget Committee, defining the duties of the com-
mittee and giving it authority to employ a Legislative Auditor, I sub-
mit an analysis of the Budget Bill of the State of California for the
Fiscal Year July 1, 1953, to June 30, 1954.

The duty of the commlttee in thls respect is set forth in Joint Rule
No. 37 as follows:

- “‘Tt shall be the duty of the committee to ascertain facts and make
recommendations to the Liegislature and to the houses thereof concern-
ing the State Budget, the revenues and expenditures of the State, and of
the organization and functions of the State, its departments, subdivisions
and agencies, with a view of reducing the cost of the State Government,
and securing greater efficiency and economy.’’

The report of the staff this year provides an item by item analysis of
the Budget Bill, and in addition- includes a section proposing further
economies Whleh can be secured through -améndment of the general stat-
" utes or by administrative action.

Again this year the staff of the committee has beeri extended the eour-
tesy of being able to attend all of the budget hearings held by the Director
of Finance.- We wish at this time to express our appreciation to the
director and the members of his staff for their generous and invaluable
assistance and cooperation. Without such cooperation, it would not have
been possible for us to prepare this report within the short period of time
which transpires between the completion date of the budget and the
hearings by the Senate Fmance Commlttee and the Assembly Ways and
Means Committee.

I also wish to express my sincere appreciation to the members of the
staff for the thoughtful and diligent labor which went into the prepara-
tion of this report.

Respéctfully submitted,
' A. Avaw Post
Legislative Auditor




JOINT LEGISLATIVE BUDGET COMMITTEE
' CHAPTER 1667

An act to add Article 7, comprising Sections 9140 to 9143, to
Chapter 1 of Part 1 of Division 2, Title 2 of the Government
Code, relating to legislative committees. -

The people of the State of California do enact as follows:

Secrion 1. Article 7 is added to Chapter 1 of Part 1 of
Division 2, Title 2 of the Government Code, to read as follows:

Artidle 7. Joint Legislative Budget Committee

9140. The Joint Legislative Budget Committee is-hereby
created. Thé committee shall ascertain facts and make recom-
mendations to the Legislature and to the houses thereof con-
cerning the State Budget, the revenues and expenditures of the
State, the organization and functions of the State, its depart-
ments, subdivisions and agencies, and such other, matters as
may be provided for in the Joint Rules of the Senate and
Assembly. The committee has a continuing existence and may
meet, act and conduect its business at any place within this State,
during the sessions of the Legislature or any recess thereof, and
in the interim period between sessions.

9141. The committee shall consist of five Members of the
Senate and five Members of the Assembly who shall be selected
in the manner provided for in the Joint Rules of the Senate and
Assembly. The committee shall elect its own chairman. Vacan-
cies oceurring in the membership of the committee between gen-
eral sessions of the Legislature shall be filled in the manner
provided for in the Joint Rules of the Senate and Assembly. A
vacancy shall be deemed to exist as to any member of the com-
mittee whose term is expiring whenever such member is not
re-elected at the general election.

9142. The committee is authorized to make rules govern-
ing its own proceedings and to create subcommittees from its
membership and assign to such subcommittees any study, in-
quiry, investigation, or hearing which the committee itself has
authority to undertake or hold. The provisions of Rule 36 of
the Joint Rules of the Senate and Assembly relating to investi-
gating committees shall apply to the committee and it shall have
such powers, duties and responsibilities as the Joint Rules of
the Senate and Assembly shall from time to time prescribe, and
all the powers conferred upon committees by Section 37, Article
IV, of the Coustitution. _

9143. The committee shall have authority to appoint a
legislative auditor and such other clerical and technical em-
ployees as may appear necessary, pursuant to the provisions of
subsection (4) of subdivision (a) of Section 4, Article XXIV
of the Constitution. The funds for the support of the committee
shall be provided from the Contingent Funds of the Senate and
the Assembly in the same manner that such funds are made
available to other joint committees of the Legislature.
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