


Part 2

Perspectives on the 1989-90 Budget:

Expenditures
This part provides an overview of the spending plan proposed in the

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

• General Fund expenditure growth for the budget year is restrained
to 5.8 percent by the proposed allocation of $870 million-almost 30
pet9~!!! ofthe projected General Fund revenue growth'totne
S~esill1 ..~~rl~·foi:C"~s()F()J:riis· ••{]"nce~f~§ii~s;-'c,",-,,~._, ...,~~~.._,.~."w. "',.~~=--

• the -Gen~ra(Ftiild~~st of 'iniilntiririillgcurrent levels of service,
including the restoration of the reserve to the 3-percent level, would
amount to $4.5 billion in 1989-90. Because General Fund revenues
are expected to total $2.9 billion, this leaves a$t6l>illioll funding~~p.

• Of the net $2.1 billion expenditure growth p~oVidedintne'''15iiQget~-~

$l~.b,iJJiQ:n is for workload growth, $~Q0million is for cost-of-living
adjus"~';~ts (including salary incre~s~s):-'a;dl6()() IllilliQJJ.!s J~ro~
Y!d~q __£or~all ..oJheI:.exp!;ll!Q!t»r_~_m~r~~~~rprimariIy-th~·-s~~o~d:year
costs of implementing the trial court funding program and Proposi
tion 98. These costs are partially offset by baseline reductions totaling
$700 million.
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• Special fund expenditure growth of 13.9 percent in the current year
and 7.4 percent in the budget year is distorted by two special factors.
First, the expenditure of Proposition 99 tax revenues increases the
current- and budget-year spending totals. Second, the anticipated
expenditure of $1.6 billion in bond funds approved for school
facilities is shown in the budget as. a special fund expenditure in the
current and budget years.
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Expenditures in 1989-90

TOTAL STATE SPENDING PLAN

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

• $38 billion in expendituresfrom the General Fund, which represents
an increase of 5.8 percent over 1988-89;

• $8 billion In expenditures from speciallunds, which represents an
increase of 7.4 percent over 1988-89; ,

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

• ··$20 billion from various nongovernmental costfunds, which includes
funds established for retirement, working capital, public services
enterprise, and other plJrposes; and

• $2 billion in expenditures from selected bond funds.
Chart. 1 shows the relative distribution of the $87 billion in total
.expenditures by funding source. As shown, General Fund expenditures of
$38 billion amount to almost half (44 percent) of total state expenditUres.

Chart 1

Total State Spending Plan
1989-90 TotalBudgeta

(In billiOns)

Federal Funds

Special Funds

a Detail dOlll! nOl ad!IlO.Iotal due 10 ro~ndlng.
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General Fund Expenditures

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

Chart 2 shows the growth trend in recent General Fund expenditures
on an annual percentage basis,90th in terms of "current dollars"
(amounts as they appear in the budget) and "real dollars" (current
dollars adjusted forthe effect of inflation since 1985). Comparing growth
rates in terms of real dollars allows expenditure g:rowth rates in different
years to be ~ompared on a common basis. . .

Chart 2

Annual Percentage Change In General Fund Expenditure.s
198~86 through 1989-90
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As the chart indicates, the proposed General Fund budget for 1989-90
will be 5.8 percent greater in current dollars tpari estimated General
Fund expenditures for 1988-89. In terms of real dollars, however, the
General Fund budget is proposed to increase byorny 1.2 percent. This
compares to an increase of 2.9 percent in real terms for the·current year.
This lower rate of growth for expenditures in 1989-90 in part reflects a
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slower rate of revenue growth in·the budget year-8.3 percent compared
to lOA percent for the current year. It also reflects the administratiori's
proposal to rebuild the state's reserve"'--the Special Fund for Economic
Uncertainties-which was depleted during. 1987-88.. This proposal con
sumes 30 percent of the growth in state revenues expected for 1989-90,
and results in a lower level of funds available for expenditure growth in
state programs.

General Fund Expenditures by Function and Category

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

Chart 3

1989-90 General Fund Expenditures
by Function and Category

Tax Relief

Health
and

Welfare

All Other

Total Expenditures
$38.0 billion

---------By Category

Ch::i'rt 3 also shows the distribution of General Fund expenditures
between state operationS"'--26 percent, and local assistance"'--74 percent.
In addition, a very small amount ($195,000)· is proposed for capital outlay
projects. The budget proposes General Fund expenditures for .state
operations of $9.8 billion in 1989-90, which is $0.8 billion, or 8.9 percent,



24

greater than the level provided for this category in 1988-89. General Fund
expenditpres for local assistance are proposed at $28.2 billion in 1989-90,
which is $1.2 billion, or. 4.5 percent, greater than estimated 1988-89
expenditures. The slower rate of growth for local assistance expenditures
reflects the administration's proposals to reduce funding for a variety of
health and welfare programs.

Special Fund Expenditures

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

Table 1
Special Fund Expenditures by Function a

1987~ through 1989-90
(dollars in millions)

Change
From 1988-89

Function
State and consumer services .
Business, transportation and housing .
Resources .
Health and welfare .
Education .
Local govemment/~ed revenues .

: All other............ .. ..
Totals.. . , ..

Actual
1987-88

$228
2,160

415
157
782

2,463
408

$6,614

Estimated
1988-89

$260
2,293

517
404

1,075
2,623

363
$7,535

Proposed
1989-90

$261
2,581

503
812
692

2,766
476

$8,093

Amount
$2

288
-14
408

~383

143
114

$558

Percent
0.8%

12.5
-2.7
101.0

-35.6
5.4

31.3
7.4%

a Detail may not add to totals due to rounding.
-

Local Government/Shared Revenues. The largest item in the state's
specialfund budget is the Shared Revenues program, whichaccounts for
$2.8 billion (or 34 percent) of the $8.1 billion total. The revenues which
support this program are derived primarily from taxes and fees levied on
motor vehicles and motor vehicle fuels. These revenues are collected by
the state a:t;ld apportioned to local governments on the basis of statutory
formulas.

The ·largest .single sOUrce· of .shared revenues is the motor vehicle
license fee. (VLF), which accounts for almost $2,1 billion, or approxi
mately75 percent, of the $2.8 billion in shared reVenues. The VLF is
imposed annually on motor vehicles on the basis of market value and.is
apportioned to cities and counties for general purposes according to
population.
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Chart 4

1989;,90 Special Fund Expenditures
by Functionand Category

By Function --~~----
All Other

Health and
Welfare

Local Govemmenl/Shared
Revenues

I
Total Expenditures

$8.1 billion

Capital
OUday

---------'~-By Category

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

The bulk of these .• special funds comes from: ·(1)· anine-cent-per-gallon
tax oil g~soline and diesel fuel and (2) various user fees, primarily truck
weight fees, motor vehicle registration fees, and driver's license fees.
Most of these funds go to support the Department ofTransportation, the
California Highway Patrol aIldthe Department of Motor Vehicles. .

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

2-78860
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Selected Bond Fund Expenditures

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

Table 2
Selected Bond Fund Expenditures by Function8

1987-88 through 1989·90 .
(dollars in millions)

Change
From 1988-89

Function
Higher education .
Business, transportation and housing .
Resources .
Youth and adult corrections .
All other .......................•............

Totals .

Actual
1987-88

$217

231
369

1
$817

Estimated
1988-89

$516
1

448
638

7
$1,611

Proposed
1989-90

$211
151
454
810

26.
$1,651

. Amount
-$306

150
6

172
18

$40

Percent
-59.2%

b

1.2
26.9

253.7
2.5%

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

b Not a meaningful figure.

Chart 5

1989-90 Selected Bond Fund Expenditures
by·Function and Category

By Function

Business,
Transportation

and Housing
Higher

Education

All Other

Total Expenditures
$1.7 billion .

State
Operations

-'---------- By Category
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As has consistently been the casein recent years, the budgetoverstates
the amount ofbond fund expenditures which are likely to occur in the
current and budget years. Given the delays which have been experienced
by the state in bringing various bond"funded projects to the construction
phase, it is not likely that this .level of expenditure can be realized. ,For
example, the level, of bond fund expenditures proposed for youth and
adult correctionspfograms is overstated in-both the current and budget
years. Specifically, the budget proposes to spend more than $120 million
in the current year and $221 nWlionin,thebudgetyear for two prisons in
Los Angeles CoUnty. The Depargnent of Corrections, however, does not
anticipate completing the preliminary •planning forthes~ prisons until
May 1989. Qncepreliminaryplanning is completed, the department must
still complete working drawings before construction bids can ~e solicited,
meaning th,at construction is notlilcely to start until well i~to thebudg~t
year. In total, wee~timate that., the budget.overstates'likelyexpEmqitures
for thesetwpprisoIlsby a total of $170 mllIionintlle current and budget
years.

, In ,addition to, being overstated, the l>llqget-y~artotal is not a good
,indication of the actual level of capital,outlay a~tivity,which will occur iJ:l
1989~90. This is because, from an accounting,perspective, certaiIl"project
commitments" are counted, ashond fund, exp~Ilditw:es ,even th0llgh th~
projects will:not actually commeIlce in the budget year (please see the
K-12 Education, section, below). ",

The vast majority ofbond fund expenditures are proposed to be spent
in the following five program areas:

K-12 Education. The budget proposes eXpenditUres of $1 billion in the'
current year and $600 millioniri: the budget year from the State School
Building Lease-Purchase Fund' (where the proceeds of both 1988 school
facilities bond acts will be deposited). Thus, the budget proposes tosperid
all of the schoo1facilities bond funds ,authorized in 1988. '{he expendi.:
tures reflected in the budget, however, reflect only a commitm~ntto

provide funding for the school districts when they are ready to begin
construction, rather than the actual transfer offundSto schooldistrl6ts.

Higher Education. The, Governor's Budget reflects' 19§9-~0 selected
bond fund expenditures for higher educ~tion'totaling $2Hrrlillion;, of
which' $176 'million, is for" capjtal outlay. 'The pioposed borid fund
expenditures' for 'capital outlay' would "spend all of, the '1988 Higher
Education General Obligation bondissue except for about$45 million set
aside by the Department of Finance for, augmentations and interest
payments on loans from the Pooled Money Investment -Account. The
budget also proposes expenditures of $306 million in "revenue"bohds for
higher education.
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B~siness,Transportation and Housing. The budg~t proposes selected
bond fund expenditures totaling ,$151 million in 1989-90 for housing
programs. Of the total proposed, $76 million is from the Earthquake
Safety and Housing Rehabilitation Bond Act and $75 million is from the
Housing and Homeless Bond Act. The budget indicates that none of these
bonds will be sold before 1990"9LInstead, the proposed expenditures are
intended to be funded by loans from the Pooled Money InvestIrient
Account (PMIA).

Resources. The Governor's 'Budget reflects,sel~ctedbondfund expen
ditures for resources programs totaling $454 million, or28 percent of total
bond fund expendihIres in 1989-90. Thisarnount reflects'expendifures of
$157 million from the Califorma Wildlife, Coastal and Park Land Conser
vation Bond Act. In addition, $143 milliori would be used to provide
assistance to local agencies' to improve the quality and efficiency of local
drinking water systerns. Another $95 million would be used to provide
grants and loans to local' agencies to construct waste watertreatInent
plants and to improve agricultural drainage systems.

Y()uth' ,and Adult Corrections. The' budget proposes selected'bond
fund expenditures totaling $810 million for 1989-90 for youth and adult
correctioIlalprograms. Ofthisarnount, $221 million would provide
assistance to local'governm,ents' for' construction' of adult' 'correctional
fa~ilities, 'arid' $10 million' would provide assistance'to local govermn~nts
for construction ofjuvenile facilities. But, as discussed ea.rlier,because the
budget makes overly optimistic, assumptions about the, speed at which
construction of correctional facilities will take place, the total amount
proposed in the budget year is not likely to be spent.

Table 3 shows proposed expenditures for the current and budget years
from bond issues approved at the June and November 1988 elections. (An
additional discussion of the proposed expenditure of bond funds for
capital outlay purposes is included in the capital outlay section' of the
Analysis;)

Federal Funds Expenditures
:,.:.'f:. ; ~ _.,

Th~1:>udget prpposes $18.5 billion in federal funds eXPEtnditures in
1989-90, which is about on~-fifthQf total state spending, This level of
federal funds expenditures is $545 million, or 3 percent, higher than the
current-year level. Table 4 shows federal funds expenditures by program
for the past, Gurrent aIld blldget years. '

The largest dollar increase,$584 million, is shown for health and
welfare programs. Of this 'amount, more than 40 percent ($242 million)
is'due to increased federal fundirtg for the Medi-Cal prograIIl.Another
$138 million (approximately 24 percent) is the result of estimated
increases in State Legalization Impact Assistance Grant (SLIAG) funds
for public health services to immigrants.
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Table 3
Pr,oposed Expenditures·from .1988Bondl88ues·

198&89 and 1989-90
(dollars in thousands)

Expenditures ..

Program
Earthquake Safety and Housing Rehabilitation .
School Facilities D : : : •••••• ~ •••••

HighefEducation Facilities.: ! n •

New Prison Construction ; ii.: .

County Correcij()nalFacilities ','" .
California Safe Drinking Water :.. , .
Water Conservation :': .
Clean Water and Water Reclamation .
Housing and Homeless .
Library Construction and Renovation .
Wildlife, Coastal lind Park Land Conservation ; .

TotalS.....•• ;.;.: :.: ; .

Amount'
Authorized

. $150,000
1,600,000

600,000
817,000
5()(),000
7~,000
60,000
65,000

300,000
75,()()()
76,000

$5,018,000

49
84,704

$1,723,880

75,000
156

156,574
$1,623,811

a Excludes self-Iiq¢dating bond acts. '. . ' .'. '. . .... '. . . .. '. ..... '....
b The budget treats expenditures from these bond acts asspeciaI fund expenditures from the State School

Building. Lease_Purchase Fund. .

... Table 4 also shows that the amo~t.of federal fundh1g' provided for
higher educati~n in the state is expected to' increase by $176 m:Ulion in
1989-90. Two items account for this increase: (1) $129 million for
Department of Energy laboratories at '. the University of Galifornia· and
(2) $47 million for federal research contracts at the University of
California.

Change (rom 1988-89,
Amount" Percent

$1 ].3%
13.5

-25:4 -12.2
-20 -6.7
584 5.7

59 4.0
176. 5.7
-2 -0.3

$545 3.0%

Proposed
1989-90

$57
19

1,829
284

10,910
. 1

1,524
3,290

571
$18,486

Table 4
Federal Funds Changes. by Program

1987-88 through 1989-9Ct
(dollars in millions) . '.

Actual EStimoted
1987-88 /988-89 .

..$43 $57
..'. 16 .. 19 .'.

1,207 ...•.•• 2,083 .".
'117 '304
8,846 'JQ,325

'1 "..:.1
1,261 1,465
2,916 3,114·

544 ~
$14;950 $!7,941

Program..
Legislative/judicial/executive., .. , ..
State 3:itd consumer services ... :~ ....•.....

.. Business, tJ;ansportation and housing .
Resources : .
Healthandweifare: : :'
Youth and adUltc6ltections ..
K-12 education ..
Higher education .
All other .

Totals· ..

a Detail may not add to t~taIS'due to rounding. .

Finally~ business, transportation andho\lsing.prograriis are projected to
receive $254 million, or 12 percent, less in federal funds in 1989-90 than in
the current year. Most of the change occurs.in the Department .of
Transportation's capital outlay program. The overall exPenditure totals
shoWn' iIi the budget, moreover, overstlite the likely level of' federal
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receipts because they do not reflect the administration's decision to defer
$600 million in capitaloutlay'projects that had previously"been scheduled
to commence over the nextI'8'iD.dlithS;'"/

1,;:..";;'/ :,

:'Chart,G,

Distribution of 1989-90 State Operations Budget
General Fund and Special Funds Only·

HOW I~-THE MONEY SPENT?

The Governor's Budget proposes state expenditures of $46.1 billion
ftonr~he General F'und and sp~?ial funds. These'are the funds over-which
the~gislature,e:({e.rcises thcirrl.ost control in the buqget.State"exPendi;
tures-have traditionally been categorized as spendhtg,for "state opera~

ti~n~/' "local assistance," and "capital outlay."Thiss,ectidhtakes a cl~ser
look, at the proposed allocatipn of these funds; , -,'" -" ,- ,

State Operations

State operations refer to,'~xPenditure~_Jll~~~,tO:~UPIlqrt;:~t~~8\lepart~
meiits, boards"andcommissiqhsin their day~to-dayoperations. Chart 6
shows that General Fund and special fund exp~nditures for" sta~e
operation,sareJ~gelydistri1:>J.lted bet\ye.enp,ersopal s,ervf¢¢s,and operat~
ing expenses and equipment' (OE&E). As the chart htdicates, more than
sev~n outofev~ryl0,dollarsspent inthis category (74percent) are, used
to pay for'personal •serVices, whibl-r ,htc1ude saIaries'~ -wages" 'and'staff
benefits. ,"", ,,', ':,; / ',' - " ",.,

Total Budget
State Operations

(in billions)
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The CaliforniaStateUniversity and the University of California have
the largest personal services budgets in the state, amounting to approx
imately$1.7 billion each (almost all General Fund). The Department of
Corrections, the next largest budget in terms of personal services 'costs,
has a General Fund personal services budget of nearly $1.2 billion.

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

The bulk of the remaining General Fund and special fund expenditures
for state operations is made· for OE&E. This category includes all costs
needed to" support state employees-rent on facilities, phones, desks,
etc.-as well as the costs of services contracted with the private sector.
The "All Other" category. shown in Chart 6 reflects special items of
eJq>enSe, such as one-time lease payments.

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

Change from 1988-89
Amount Percent

220 1.8%
354 2.7 .

1,166 3.3
135 0.9
589 1.5

2,324 8.2
1,392 1.5

630 5.4- -
6,810 2.7%

Proposed
1989-90

12,493
13,270
36,927
15,310
39,750
30,725
94,677

. 12,199

255,351

Table 5
The State's Work Force~by Function (All Funds)

1987-88 through 1989-90
(in personnel-years)

Actual Estimated
1987-88 1988-89

11,201 12,273
12,061 12,916
33,728 35,761
14,415 15,176
37;419 39,161
25,357 28,401
92,838 93,285
10,742 n,569

237,761 248,541

Function
LegislativeIjudiciallexecutive .
State and consumer services ............•..
Business, transportation and housing .
Resources ~ ..
Health and welfare .
Youth and adult corrections .
Education ..
General goverriment .

Totals· ..

a Detail may not add to totais due to rounding.

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

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

• Business, Transportation, and Housing programs are proposed to
increase by 1,166 pys. Of this amount, 408 pys are proposed for the
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Department of Transportation, primarily. for congestion relief and
ridesharing projects and for increased maintenance activities. In
addition, the budget requests increases for the Department ofMotor
Vehicles (348 pys) and for the California Highway Patrol (350pys) .

• Education programs are proposed toincrease by 1,392 pys. Of this
amount, 1,262 pys are for the. University. of California and the
California State University to accommodate increased enrollment.

Local Assistance

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

Aid to Individuals. Table 6 id€mtifies U. local assistance programs
which our analysis indicates are appropriately categorized as "Aid to
Individuals." Overall, the Governor's Budget proposes a General Fund
increase of $340 million,or 3.~ percent, for these programs in the budget
year. Virtually all (98 percent) of the growth takes place in the three
largest programs: Medi-Cal, AFDC and SSI/SSP.

Aid to Local Governments. Table 7 displays the major local assistance
programs which our analysis indicates provide "Aid to Local Govern
ments." Overall, the Governor's Budget proposes an increase in funding
for these programs of·approximately $974 million, or 4.3 percent, above
current-year)evels. This compares with an increase of $2.1 billion, or 10
percent, in the current year. The changes in individual program areas are
discussed in more detail later in this part.
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($340) (3.9%)

-$2 -34.0%

$338 3.9%

.Change from 1988-89
Amount Percent

$99 3.2%
168 7;2
65 3.3
9 1.9

-11 ~2.2

7 2.0
1 5.9

$3

$9,077

Proposed
1989-90

$3,155
2,506
2,055

490
464
358

19
15
8
4

($9,073)

$5

$8,739

$4

$8,003

Table 6
Major Local Assistance Programs B

Providing Aid to Individuals
1987-88 through 1989-90

(dollars in millions)

Actual Estimated
1987-88 '1988c89 .

$2,702 $3,056
2,148 2,338
1,836 1,990

472 481
450 475
344 351

21 18
14 15
7 8
5 4-- --

($8,000) ($8,733)

General Fund
Medi-Cal b •• _ : ..

.AfDC C ••••• ' ;.• : .

SSIISSP ..
Renters' Tax Relief.. .
Developmental services : .
Homeowners' Property Tax Relief .
Senior Citizens Renters' Tax Relief .
Subventions for Opell Space .
Senior Citizens' Property Tax Deferral .
Senior Citizens' Property Tax Relief .

Subtotals, General Fund .
Special Funds
Developmental Service,S .. , : ..

Totals ; ' ..

a Detail may not add to totals due to rounding;
b Excludes county administration.
C Grant payments only.

-40.3%
156.9

5.4
20.5

. (2.5%)

4.3%

1.5
7.5

-100.0
6.7
7.2

-21.6
36.7

137.4
10.2
(4.7%)

12
12

-67
891
101

-16
54

250
26

($867)

-$425
314
143
77

($108)

$974

Change from 1988-89
Amount Percent
-$402 -35.5%

3' 4.6
-2 -3.0

4 0.7

14,179
1,493

58
203
433
281

($19,162)

Proposed
1989-90

$731
68
75

586
73

803
180

$753 $1,056 $630
,200 514

2,463 2,623 2,766
337 373 449

($3,553) ($4,251) . ($4,359)

$20,480 $22,547 $23,521

Table 7
Major Local ASSistance Programs

Providing Aid'to Local Governments
1987-88 through 1989-90

(dollars in millions)

Actual Estimated
1987-88 1988-89

$1,080 $1,133
61 65
69 78

553 583
72 73

488 791
141 167

67 67
12,430 13,288
1,300 1,392

148 74
109148

182
408 255

($16,927) ($18,296)

General Fund
Public health services ',' .
Califonlia Children's Services .
Department ofRehabilitation : .
Mental health programs .
Alcohol @d drug programs .
Social services-programs .
Social service~ounty administration' .. :.
County justice subvention .
K-12 education .
Community colleges: ..•.. : ;: ;
Local govermnent financing .
State mandates :. :
Trial court funding ..
All other .

Subtotals, General Fund ..
Special Funds
K-12 education .
Public health services ..
Shared revenues .
All other ~ ..

Subtotals, special funds .

Totals" ..

a Detail may not add to totals due to rounding.
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HOW ARE SPENDING LEVELS DETERMINED?

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

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

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

TableS
General Fund Current-Service Level Funding Requirements

1989-90
(dollars iri millions)

Program
COLAs:

Statutory, ; .
Discretionary ": .

Workload increases ' ; .
Special Fund for Economic Uncertainties ; .
Proposition 98 ' ; .
Trial Court Funding .
Other, net .

Total ......•.•.................................................................................

Amount

$951
717"

1,263
1,100

289
218

11

$4,549

a Includes funding for salary increases which have already been agreed to by the administration.

--- -- --- ---- --



As revenue growth for the budget ;year is estimated to be only $2.9
billion, the state isleftwitha.$1.6 billion, funding gap. This section
discusses the major> factqr~;wllich!yp~c~y influence General Fund
spending decisioIl§and identifies some ,ofthe choices the Governor has
-mad~ap.out'howto.ac;ldtess the$l.f) b$oIl.funding gap facing the state.

Cost-of.Living Adjustments (COLAs) .

.Each year, the Governor's Budg~t typically includ~sfwid~for varioUs
cost-of-living adjustments,· comm.only referred, t<bas .' COLAs. These
adj~stme~ts attelllPt to c:9mpeI1sate for. the effects of '. il1flatiop:'on 'the
purchasing powef"of the 'prEwiOlis year's fundiI}g)evel.; '", -'", ,

'Discretionary and Statfitory COLAs. Existing law al,lthog~~~'auto
matic COLAs for nearly 30 different programs,' most otilieinfn the
health, education and welfare areas. These adjustments ',' generally are
referred to as statutory COLAs. Many othe.r programs. tra<litionallY h,ave
received COLAs, on a discretionary basis through th~ bUclg~t,pr<i~ess.

111 1989-90, stamtory COLAs raIlge from3.2perCt1IlnQ~.PP~tce#t. As
in previous years, the statutory COLAs having,tlle larges.tcosts, are ,those
for K-12 apportionments ($428 million), SSI/SSP grants ($138 million)
and AFDGgrants ($105 million).T,he 198~~90 General Fund cqsfof:l\Illy
funding statutory-COLAs is $951 million, with discretionary COLAs
adding another $717 milliori.

Governor's Budget Proposal; The budget ptoposes,a total of $913
million from the General Fund for COLAs in 1989-90,'inchiding $668
million for statutory coLAs and $245 million for discr.~tioIlarY,'G()l4s,
which primarily reflects funding for increased employeeicompensation.
The total COLA amount is equal ,to 44p~rcent()f the total proposed
iIicrease ill· budget-year General Fund expenQiture~,:Thespecificin
creases proposed by the Governor are showoin Table 9.

i"·'·::':.[?
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10.0 2,692

6.0' ". 1,203 4.0 g 2,406
2,496

5,614
3.8 712

4.7 28,722 4.8 137,557
4.7 21,885 4.8 104,831

5,260
14.2 h 4,903

34
22

202
184
100
752

673
23

BUdget

8.0% .$4,033

0,;-"

$4,003 0'

1989-90

b

8.0
o·

1;314 8.0 1,314

e e

4.8 9,500
6.0 8,~99 6;0 8;599

4.6 20;600 ,-

-

StatUto~ '. '
Pe~tvllfjr
Increase Increase

1%
Dollar

Increase

$323
, 731

7.1% 504

6.7" 4;935

1.9" : 586
4.5 1,795

36.9 C
. 226

10.0 71
10.0 28
50.0", 3
7.1 164 '

3.3 1,013
539

4,700
4.7 2,365
6.7 1,433

5.1. 4,500
1,537
i,597

29'

Table 9'
Gener:al I'und··Cost-of·Living.lncr:eases

1988-89 and.1989-90
(dol/ar:s in thousands)
1988-89~

Budgeted
Percent
IncreaseDepartment/Program

J;I~TH ~D WELFARE;
Aging...........• ~ .

•,Alcohol and drug programs ......•..
Medi-Cal: "

NOilcontr~ct hospitals ~ .
Long-term care-skilled riUrSing

fa<:iljties.., .
Long-tern\.' .. care-intermediate

care facilities ..' : .
Long~term care-statehospitals .
Obstetrical physicians .
Children's serVices :·
HOme healih,..•......•.. ;: ;; .•...
PortablE! X-ray; , ,..
Capitatioiicontracts-mpatient d

Clipitatioricontracts-::-noninpa"
tient .: .

Dental : ..
Other prOviders : ..
Beneficiary spin-off .
Drug ingredients .

Health SerVices:
COunty health serVices (AB 8) ..
Medicallyil.tdigent serVices' .
Public health ..

Emergency medical serVices .
Developmental SerVices:
Re~onal centers,-residential

care .
Regional 'centers-personal ser-

vices ;; :..
Regional centers-other .

Mental Health:
Local programs ..
Institutions for mental disease .

Social SerVices:
SSI/SSP .
AFDC-FG&U ..
AFDC-foster care .
IHSS provider ..
Deaf access ..
Maternity care .
Child abuse prevention .
Adoptions .
Community care licensing .

Department of Rehabilitation .
YOUTH AUTHORITY

County justice system subvention..
Delinquency prevention .
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Budget
1989-90

Statutory1%
Dollar

Increase

$3,555 6.0% $21,331 6;0% $21,331
6.0%J 1,010 4.0 g 2,021 . 4.0 g . 2,021
5.0 2,540 6.0 15,239 6.0 15,239
6.8 k

77 2.4 184

6.0J 35,582 4.0 1~,230

3.0J 9,176 4.7 27,946
6.0J 7,135 4.0 22,721

4.8J 9,198 4.8 29,612
6.0 J 6,184 4.0 , 20;742

$373,803 $950,726 .$913,364

Table ~Contiriued

General FUl1dCost-of;Livh"lg Increases
1988-89 and '.90

(dollars in thousands)

.1988.,89
Budgeted
Percent·
IncreiiseDePartment/Program

ALL OTHERS
Trial Court Funding Program:

.Block grant; ..... , .... , .; .
Trial courfjudge salaries .

State contribution to STRS .
STRS purchasing power protection.
Library local assistance .
Employee compensation: I

Civil service:and related .
University of California

Faculty .. · .
Staff ~ : ..

California State University
Faculty .
Staff ..

Totals .

a These increases were provided in August 1988.
b Long-term care COLAs will not be determined until July 1989.
cEffective March 1988, 16 percent for OB physicians, 10.45 percent forOB clinics, $150 for comprehen-

sive perinatal providers. An additional 18 percent for OB physicians was effective January 1989.
d Including Redwood in current year. Excludes 'Redwood in budget year. Excludes dental in both years.
e COLA will not be determined until time of May revision.
f Six percent for salaries and 1 percent for benefits effective.June 1989.' '
,II Effective January 1, 1990.
•h Most IHSS providers received a 14.2 percent increase in their hourly rate or reirnbursementeffective

July 1, 1988 as a result of the increase in the minimum wage to $4.25 per hour., Priorto the increase
in the minimum wage, individuals who provided IHSS were paid $3.72 per hour.

i Budget amount reflects a $10.1 million reduc,tion to the COLA, to elirninate one~tiill,e. fundulg prpposed
, , for a special education deficiency in 1988-:89. ' , ,
J Effective June 1, 1989. " ',,''
k The budget proposes to fund purchasing power protection COLAs from the State Teachers' Retirement

, Fund in 1989-90.' '.
I Effective January 1, 1990. Dollar amounts include both the 4 percent across-the-boal'd cost-of·living

" adjustment, health benefits, and, where applicable, a 1 percent equity adjustment.

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

The budget, as in the past three years, does not provide funding for the
statutory COLA for Medi-Callong-term care facilities. The amount of
funding required for the long-term care program will not be known until
the new reimbursement rates for these facilities are adopted. Although
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the Governor's Budget has traditionally not included any funds for this
purpose, the required funding is normally· requested at the time of the
May revision of expenditures. Although the administration proposes
waiving statutory 9QLAs in many other programs, it is likely that the
long-term care statutory COLAs will be funded due to requirements in
federal law.

WC)rkload

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

Other Requirements

A third major factor contributing to the increase in spen.ding from the
current to the budget year are statutory requirements other than COLAs.
For example, the budget provides over $600 million from· the General
Fund to meet new state requirements for thefull-year inlplementation of
the Trial Court Fooding programs, the implementation ofProposition 98,
aIid for a variety of other new statutory obligations.

WHAT PRIORITIES ARE REFLECTED IN THE GOVERNOR'S BUDGET?

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

Summary of Major Program Changes

For 1989-90, the budget proposes a net increase of General Fund
expenditures of $2.1 billion, or 5.8 percent, above the level of experidi
turesestimated for thecurrent year. Table 10 shows the primary factors
that account for the proposed change In expenditures.
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Table 10
Estimated General Fund Program Changes 8

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

ACtual Estimated Proposed
1987-88 1988-89 1989-90

Change from 1981HJ9
Amount Percent

Health and Welfare:
Medi-Cal b ................................ $2,783 $3,150 $3,254 $104 3.3%
Publ1c health b ........................... 1,141 1,198 799 -399 -33.3
SSI/SSp b

................................. 1,836 1,990 2,056 66 3.3
AFDC grants b ........................... 2,148 2,338 2,506 168 7.2
Social services programs b ••••.••••••.••.. 488 791 803 12 1.5
Mental health ............ " .............. 897 936 962 26 2.8
Developmental services.................. 472 495 55t 56 11.4
Other, health and welfare .............. : 609 ~. 692 9 1.4

Subtotals, health and welfare.......... ($10,373) ($11,579) ($11,622) ($42) (0.4%)
Education:

K-12....................................... $12;018 $12,836 $13,830 $994 7.7%
State teachers' retirement ............... 506 547 449 -97 --17.8
University of California .................. 1,889 1,975 2,053 79 4.0
California State University............... 1,715 1,824 1,981 157 8.6
California community colleges .......... 1,310 1,407 1,521 114 8.1
Other, higher education ................. 139 156 156 -1 -0.4

Subtotals, education ................... ($17,577) ($18,745) ($19,991) ($1,246) (6.6%)
Other:

Youth and adult corrections ............. $1,720 $1,945 $2,105 $160 8.2%
Resources... ;............................. 461 498 483 -14 . -2.9
Tax relief ........................ ;; ~ ...... 863 876 893 18 2.0
Bond interest and redemption. ;......... 512 524 619 86 16.3
Interest on PMIA loans .................. 78 44 16 .,-28 -63.6
All other .................................. 1,436 1,712 2,290 578 33.8

Subtotals, other .... ,..... , ......... ~ ... ($5,071) . ($5,598) ($6,397) ($799) (14.3%)

Totals ....................................... $33,021 $35,922 $38,010 $2,088 5.8%

a Based on amounts shown in Governor's Budget. Detail may not add to totals due to rounding.
b Local assistance only.

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

Medi-Cal local assistance expenditures are up by $104 million, or 3.3
percent. This increase is primarily due to increases in caseload and in the
cost of providing .services. This level of increase is predicated on
achieving savings from the following proposals: (1) reducingMedi~Cal

"crossover" claim costs by limiting reimbursement rates fora variety of
procedures ($23 million); (2) reducing Medi-Cal drug costs ($40 million);
(3) deferring the June 1990 checkwrite until 1990-91 ($40 million); and
(4) suspending the statutory Medi-Cal beneficiary COLA ($9.5 million).

Public Health local assistance is budgeted at $799 million, a decrease of
$399 million, or 33 percent, This decrease is largely the result of three
proposals: (1) a $359 million reduction in the Medically Indigent Services
Program (MISP); (2) the elimination of the Family Planning program
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($36 million); and (3) the suspension ofthestatutoryCOLAfor County
Health Services-AB 8 ($21 million). The budget proposes to offset the
reductions in theMISP by appropriating $331 million from Proposition 99
revenues for a new California Health Care for Indigents program and by
increasiIig allocations by $108 million from· State' Legalization Impact
Assistance Grant (SLIAG) funds forservices'to legalized aliens in the
budget year.

SS/ISSP is expected to increase by $66 rnillioii, or 3.3 per~eIlt. The
major changes in SSI/SSP funding are: (1) an increase of$89 million for
an estirnatt;ld 4.5 percent caseload increase; .(2)an·illcrea~eof $55 million
for the full-year cost of the 4:7 percent COLA provid~d effective January
1, 1989; and (3) an offset of $78 million as a result ot th~ 4.8 perceiit
federal COLA effective January 1,1990. In addition, the budget proposes
to suspend the state's statutory COLA on the tota.lSSI/SSPgrant, for a
cost-avoidance of $138 million.

AFDC grant costs are budgeted to increase by $168'millidn, .or 7.2
percent, above current-year expenditures. This increase is prfrnarily due
to: (1) an increase of $73 million in the AFDC-Family Group and
Unemployed Parent (AFDC-FG&U) programs, primarily due., to an
anticipated 3.7 percent caseload increase; and T2)an increase of $94
million iIi the AFDC-F()ster Care program, due to a 12percent in9rt;lase
in caseload and,an 11 percent increase in the average rate paiqto group
homes..The blldget also proposes a one-year suspension of the state's
statutory COLA f<>rj\.FDC-FG&U recipients,for a cost-avoidance of $105
million. . . . '

Social Services Programs expenditures are budgeted toinctease by$12
million, or L5percent, abovecllrrent-year expenditures. This growth is
primarily due to: (1) an increase of $41 million in the Child Welfare
Services (CWS) program due to caseload increases; (2) an irlcrease of $15
million iIi CWS costs due to COLAs that counties granted to their welfare
departm.entemployeesduring 1988-89; (3)' an increase in the In-Home
Support Services (IHSS) program of $57 million., primarily due to an 11
percentcaseload increase and a4'percent increase in the average hours
of service per case; (4) an increase of $4 niillion for the adoption of IHSS
administration programs; (5) a reduction of $64 million in the IHSS
program due to a proposal to place limitations on both the average hours
of service that counties award to IHSS clients and the hourly rate, .,at
which the state reimburses counties to pay for the services;an.d (6) a
reduction of $41 million in the Greater Averiues for Independence
(GAIN) program.
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K-12 Education expenditures are expected to increase by $994 million,
or 7.7 percent, above the estimated C1Irrent~year level. The primary
factors accounting for this increase include: (1) $532 million for cost
of-living adjustments (generally 3.21 perqent), ,most ,of which are,' re
quired by statute; (2) $407 million for costs related to increased enroll
ments; including $15 million for growth in special education programs;
(3) $110 million for reducing class sizes in grades 1-3 and 9-12; (4)a$<.l8
million increase in reimbursements for mandated local programs; and (5)
a $181millionincrease in the size of a reserve for funding deficiencies and
other priorities in compliance with Proposition 98 ($220' million total
reserve in 1989~90). These increases are partially offset by state appor
tiomrientreductions of $249 inillion due to increased local property tax
revenues.

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

increase for the community colleges related to the implementation of
, Proposition 98.

Youth and Adult Co'trections expenditures are proposed to increase by
$160 million, or 8.2 percent, in the budget year. This net increase will
fund 2,314 addition.al personnel-years for the Departmentof Corrections,
,primarily' to accommodate growth in the prison population. The budget
is based on an 8 percent growth rate in the inmate population between
June 30,1989 andJune 30,1990 and a 15 percentgrowth rate inthe parole
population over the Same period. The increase in youth and adult
,correctional spending is partially offset by a General Fund reduction of
$67 million frorn the Department of the Youth Authority's GountyJustice
System Subvention Program in the budget year. The,budget proposes to
finance. that portion of the program which is related to a state~mandated

;local program (Chapter 1071, Statutes of 1976) with a" $~7 million
appropriation from the :ijestitution Fund, and proposes to eliminate the
remainder of the block grant program.

All Other expenditures increase by $578 million. Nearly 40 percent of
this growth is due to a $230 million increase to provide full-year funding
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for'the Trial Court,FimdingProgram. Also, $120millioIi is provided to
fundthe January 19904perceIit state employee salary increase which was
agreed to last year as part of a three-year contract.

Expenditures Not Recognized in the Budget

In preparing the Governor's Budget, the Department of Finance must
estimate the impact of program caseload growth, court decisions,. and
otherfactors on expenditure levels in the current and' budget years.
While' most of these faCtors have been accounted for, our analysis
indicates that the Governor's Budget has potentially underestimated
Generai ,Fund expenditliresiri several areas for both the current and
budget years.

Department of DeVelopmental SerVices (pDS)-Regional Centers.
The current-year budget llssumes receipt of $27.2 million in federal
Medi-Cal funds for case management at DDS regional centers, but it is
'unlikely,' that the' state' will receive the required federal approval and
funds iIi the current year. This may result in additional Gerieral Fund
expenditures of $27.2 tnillion to cover the shortfall in'1988-89. Iri addition,
DDS regional centers are eXperiericingincreasedcosts 'for purchasing
services 'forclie:nts. These increased costs could result in increased
General Fund expenditures of$7.9 million in the current year.

Emergency Firefighting~Based on the state's experience over the last
12 years, we would expect General Fund expEmditures for emergency
firefighting by the Department of Forestry and Fire Protection to total
$24 million more than the budget provides for 1989-90. AIlyadditional
eA1>enditures, up to $10 million, could be paid for directly from the
Special Fund for Economic Uncertainties under control language in the
Budget Bill:

Flood ,Control ProJects. We estimate that the state's 1989-90 share of
~osJ for "federal flood control proJ~Cts, in California will totalapproxi
mately $10.5 million. The budget does not include, funds to pay these costs
(usually paid for from the Special Account for Capital Outlay-SAFCO).
The 'state'could iricur penalties of $800,000 for withholding these pay
ments, and the penalties would have to bep3.id by the General Fund.

", Medi-Cal. As in the last three years, the budget fails to provide for
'increa~es in Me,di-Cal, reimbursements for long~terrn care facilities and
for the cost()f Medi-Cal abortions. In the current year, the statutorily
required increase for long-term care facilities resulted in a net increase of
$24 million. This amount, however, includes4tcreases in costs due to
increasil:1g the Illinimum \Vage from $3.35 to$4.~5 on July 1, 1988. While
the budget-year requirement is riot yet known, it is likely tribe less,than
the cu:rrent-year~ost.The 1989~90costsfor abortions would be similar to'
the current-year cost of $15 million.
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Cost 01 External Borrpwing. The budget estimates that thia interest
rate·' the. state will pay on external borrowing will· be 5.8 .percent. in the
budget year. We estimate, however, that this rate is at least one
percentagepoint too low. On this basis, the budget underestimates likely
expenditures by $31 million.

Implementation of Initiatives

The Governor's Budget also makes several proposals for implementiIlg
Propositions 98 and 99, which were approved at the November 19$8
election. - .

Proposition 98. The prinlarypurpose ofProposition98--the Classroom
Instructional Improvement and Accountability Act-is to inGrease;st:i!-te
funding for K-12 schools and community collt::lges. The Illecllanismfor
achieving this increase is the establislunent.of a rninimumfundiiig level
requirement forK-12 schools and community colleges.

The Governor's. Budget proposes to spend. $116 million in the.curren,t
year to impiemellt the provisions ofProposition ·98. Of the total, .$77
million has been proposed to fund estimatedcurJ;"ent-year K-12 funding
deficiencies. and $39 million has been proposed for· aK-12Propo~ition98
reserve. The reserve would be distributed to school districts at the end of
the current year. The Governor's B,u(!get proposes no Proposition 98
funds for community colleges in the currentyear:

For 1989-90, the budget proposes to. spend approximately $400 million
to meet the minimum funding level: (1)$230 million for an education
reserve ($220 million for K:12 school and $10 million forcomn:lUnity
colleges); (2)$110 million for class size ,reductionin gJ;"adesl-3 and 9-12;
(3) $30 million for year-round schoolincentive payments; (4)$17 Illillion
for drug education; and (5) $15 million for funding discretionary growth
in special ~ducation programs~. The budget .also proposes that .the
education reserve be us~d first to fund any K-14 deficiencies that occur
during the budget year. Anyfunds r~mainingin the reserve at the end of
the budget year would then be distributed to schools.

Proposition 99. The Governor's Budget also makes severalprpposals
for- implementing the Tobacco TaJj: and Health. Protection Act of 19$8
(Proposition 99). Proposition 99 imposes an additional excise tax of 25
cents per pack of cigarettes (prior to the passage of Proposition 99,' the
excise tax on a pack of cigarettes was .10 cents). In addition, it illlposesa
newexcise tax onother types of tobacco products. The initiative specifies
that the additional revenues should be spent for the following p1,1rposes:
health education, hospital'. and physician .... services for the .. medically
indigent, tobacco-relatiad disease research, and public resources..

The budg~t contains the following proposals to spend Proposition 99
revenues:
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• California Health Carefor Indigents Program (CHIP). The budget
proposes $200 milli.o:[l1n the current yea~ and $331 million in the
budget year for l:l.'newprograln to,ftirid' county medical care
programs for the indigent. At the same time, however, the budget
proposes to reduce the' niajor' eXisting General Fund-supported
program serviri'g the medically iJJ.digent (the Medically Indigent
Services Program) by $359 million in the budget year.

• Mental Health Capital Outlay. The budget proposes $18 million.as
part of a multi-year program to renovate the state's mental hospitals.
Previously these projects had .been funded from the Sp~cialAccount
for, Capital Outlay (SAFCO).

• Health' Education.. The budget proposes"$176 •million' for.a·.new
.. health education program funded through the Depllrtment ofHealth
Services. The budget contains no specific proposals;regar<;ling the
scopeofthis program.

• Public Resources. The budget proposes a tQtaiof $44millioll for
public resources programs... These funds would.be used to:· augment
and enhance .. some existing"programs; implementnevvprograms
(such as a new waterfowlhabitat program); fund workload and cost
increases in existing programs; fund capital outlay projects (w
eluding beach erosion mitigation and wildlife habitat acqqisition);
ang fund some one-time program in~reases .. (for .. eXaJ:Ilple, to pur-
chas,e additional he~copters for.fue.protection).· ,

• Other. The budget proposes an additional $109millionJo fund Qtp.er
.,projects authorized under :proposition 99. For e~ample,the;budget

includes $44 million for research (to be directed by the U:niversity of
"California) and $33 million for, aUgIIlentations or new programs
(including drug and alcohol ,treatment programs, for pregnant
women, outpatient mental health services for pris()ners' and 'an
augmentation for county mental health. prograIils) .'

'THE"STATE'S APPROPRIATIONS LIMIT'

In addition 'to the ,fadqrs •which help determine state spending
mention~d above', the.,appropriations limit imposed by Article·XIII B of

.' the stat~'sConstifution may also playa part in deter~gtotalspending
levels. This woWd be the case whenever state revenues exceed' the
amount which can be appropriated, as occurred in 1986-87. As Table 11
shows, the Governor's Budget indicates that the state will be $134 million
below its limit in 1988-89 and $128 million below in 1989-90.
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Table 11
,State Appropriations Limit ~nd

Appropriations Subject to Limitation
Governor's Budget Estimates

1988-89 and 1989-90
(dollars in millions)

Appropri~ti(ms Amount
.{ippropriations' " 'Subject to the Uiider.ihe
. Limit Limit Limit

1988-89; ..• " '; .. . .. . .. .. . . $2:1,ffl9 $26,945 $f34
Wag-9(L .. .. .. .. .. .. .. .. ..... 29,184 29,056. ,128

Current Year. The estimate ,of the'appropriations limit iricluded iri the
1988 Budget Act, $26,940 million, has been adjusted in reaching the
cuftent estimate of $27,079 million. One adjustment reflects an increased
level of limit;'ttansfers' to school districts, which were'made to prevent
districts from exceeding their appropriations limits in the current year. A
second adjustment reflects the adoption of the ,Trial, Court Funding
Program~ which shifts. a •portion.of the 'responsibility, for' funding local
eourts 'frOIn counties·' to the state. The budget estimates that' appropria
tions subject to the limit will be $26,935 million in the currehtyear. Due
to anerrorina.ddition, however, the department's figure should actually
be $26,945 million, leaving the state $134 million; below its limit for
1988-89,' '

Budgei''Yi!ar. The 1989~90 appropriations Jimitestima,te, whichcorre
sponds to that presented iri the'Governor'sBudget, reflects a $215 million
thmsferof financial responsibility from the counties 'to the state for the
full~yeai'impactof the Trial Court Funding program. The limitcaJcula
tion\also i~flects a 4.6 percent cost-of-liVing adjustment, based'ongrowth
'in Califorrtiaper capita personal i:tJ.come, and a 2.3 percent population
adjustment. Onthis basis, the Department of Finance estimates that the
state Will be $128 million below its limiti:tJ.1989-90, giventhe!estimates of
revenues contained in the biIdget.

The estimates presented in Table 11 are s!1bject t9, revisioll.oyer the
next 18months. These revisions could occQr for several J,'~a~ons.For
exampl~,if state revenues were to 4eclin~ .frpmthe budgete,sfiInate,s, the
state wouldbe fur~erpelowits limit than estimated. On theotllerhand,
~sttonger~than-expected~conomycould quickly push tl1~ st~te over its
limit;'" . . "




