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% Secretary for Environmental Protection oversees six boards
and departments:

= Aijr Resources Board

= California Integrated Waste Management Board

= Department of Pesticide Regulation

= Department of Toxic Substances Control

= QOffice of Environmental Health Hazard Assessment

= State Water Resources Control Board

[V Total proposed 1995-96 budget for Cal-EPA departments is
$833 million, with funding as follows:

= General Fund: $45 million (6 percent)
= Federal funds: $77 million (9 percent)

= Other funds:  $710 million (85 percent)
(Mainly regulatory fees)

% Proposed 1995-96 expenditures are $174 million (26 per-
cent) greater than 1994-95 estimated expenditures.

= Mainly due to proposed mid-year transfer of Beverage
Container Recycling Program from Department of Con-
servation to the California Integrated Waste Manage-
ment Board.
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(Dollars in Thousands)

Secretary for Environmental Protection
General Fund 0 0 0 0
Federal funds $99 $188 $56 $90
Other funds 5,146 2,954 2,429 2,448
Totals $5,245 $3,142 $2,485 $2,538
Air Resources Board
General Fund 0 0 0 0
Federal funds $4,890 $6,951 $7,755 $8,311
Other funds 89,074 96,225 100,803 114,511
Totals $93,964 $103,176 $108,558 $122,822
California Integrated Waste Management Board
General Fund 0 0 0 0
Federal funds 0 0 $333 $167
Other funds $51,615 $84 117 75,282 245,575
Totals $51,615 $84,117 $75,615 $245,742
Department of Pesticide Regulation
General Fund $13,372 $10,926 $11,315 $11,321
Federal funds 1,754 1,412 2,284 2,286
Other funds 24,689 30,562 33,461 32,707
Totals $39,815 $42,900 $47,060 $46,314
Department of Toxic Substances Control
General Fund $672 $1,784 $573 $855
Federal funds 14,242 15,112 30,370 32,041
Other funds 69,501 110,189 92,821 86,246
Totals $84,415 $127,085 $123,764 $119,142
Office of Environmental Health Hazard Assessment
General Fund $3,959 $3,160 $3,926 $4,153
Federal funds 1 0 0 0
Other funds 3,040 6,785 8,675 8,996
Totals $7,000 $9,945 $12,601 $13,148
State Water Resources Control Board
General Fund $33,861 $27,765 $29,039 $29,041
Federal funds 142,408 124,533 37,945 34,532
Other funds 76,271 217,229 220,742 219,246
Totals $252,540 $369,527 $287,726 $282,819
Cal-EPA Totals
General Fund $51,864 $43,635 $44,853 $45,370
(10%) (6%) (7%) (6%)
Federal funds 163,394 148,196 78,743 77,427
(30%) (20%) (12%) (9%)
Other funds 319,336 548,061 534,213 709,729
(60%) (74%) (81%) (85%)
Totals $534,594 $739,892 $657,809 $832,526
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Funding Breakdown for
Department of Pesticide Regulation

(Dollars in Thousands)

: . 199495  1995.96
1991-92  1993-94  Estimated Proposed

General Fund $13,372 $10,926 $11,315 $11,321
(25%)

Department of Pesticide Regulation Fund?® 23,468 28,325 30,388 29,661
(64%)

Food Safety Account (feesb) 990 1,161 2,009 1,834
(4%)

Federal Trust Fund 1,754 1,412 2,284 2,286
(5%)

Other 231 1,076 1,064 1,112
(2%)

Totals $39,815 $42,900 $47,060 $46,314

2 Primarily mill assessment revenues, license and permit fees.

% Food safety surcharge on farm product processors, produce dealers.

Revenues from the Mill Assessment®—DPR Fund

(Dollars in Thousands)

1994-95 1595-96
1991-92 1992-93 1993-94 Estimated Proposed
$21,581 $24,670 $18,281 $24,362 $23,762

. Curently levied on registrants, brokers, or dealers of registered pesticides sold for use in Califonia. Current rate
(until June 30, 1997): 22 mills (2.2 cents) per dollar of sales.
Distribution of revenues: 21 mills into DPR Fund (26.79% to be appropriated 1o counties)
1 mill for Department of Food and Agriculture, counties.
Current legislation provides the mill assessment rate will return 1o 9 mills (62.5% to counties) on
July 1, 1997. This is the rate that existed prior to July 1992.
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Financing of Resources and

Excerpt from the

Analysis of the 1992-93 Budget Bill

(Legislative Analyst's Office, 1992)

Pages IV-19 to 1V-25

(Minor modifications have been made to make the write-up current to 1995.)

Programs to manage and protect the state's natural resources and
environment historically have been funded from a combination of
general tax revenues (such as the General Fund) and revenues from
various user and regulatory fees. In the past, general tax revenues
paid for a significant portion of the costs of natural resource and
environmental protection programs. However, in recent years as the
costs of these programs have grown, General Fund dollars dedicated
to these purposes have remained approximately the same, while
special funds have become the major source of support for resources
and environmental protection programs.

Expenditures for resources and environmental protection programs
have increased moderately since the mid-1980s. Virtually all of this
growth has come from special funds, including fees. In fact, the
amount of General Fund monies used to support natural resources
and environmental protection programs has declined since 1985-86,
after adjusting for inflation.

The portion of resource and environmental protection programs that
are paid from the General Fund, rather than fees, at present varies
considerably from department to depariment. The Department of
Pesticide Regulation and the State Water Resources Control Board
remain the two Cal-EPA regulatory agencies that receive a significant
amount, albeit a minority, of their funding from the General Fund.
Although some of these variations in funding are due to the differ-
ences in departmental responsibilities, much of the variation occurs
because of the application of different criteria over time for determin-
ing how to finance resource and environmental protection programs.
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Financing of Resources and
Environmental Programs (continueq)

Legislature Faces Significant Issues in Financing Resource
And Environmental Protection Programs

The Legislature will face significant policy issues related to the
financing of resource and environmental protection programs in acting
on the budget for 1995-96 and future years. This is because existing
fee revenues for some environmental programs are declining (for
example, fees supporting the California Integrated Waste Manage-
ment Board) and in some areas will not be sufficient even to maintain
current program levels in future years. At the same time, any pro-
jected shortfalls in General Fund revenues will create increasing
pressure on the Legislature to reduce the demands on the General
Fund by shifting from the General Fund to fees funding for resource
and environmental protection programs, or making program reduc-
tions to eliminate or reduce the General Fund support for these
programs.

In order to assist the Legislature in developing a consistent strategy
for financing resource and environmental protection programs in the
future, we provide below a framework for determining the most appro-
priate mechanism for financing these programs.

Options for Financing Resource and
Environmental Protection Programs

There are three major options for the state in financing resource and
environmental protection programs: (1) through the assessment of
fees, (2) from general purpose funds (including the General Fund,
general obligation bonds, and general environmental funds such as
the Environmental License Plate Fund, and the Public Resources
Account, Cigarette and Tobacco Products Surtax Fund) or (3) from a
combination of fees and general funds. The appropriate financing
option for any given program depends on the ultimate purpose of the
program or policy that is to be funded and the extent to which a direct
link exists between the state's program and a discrete group of
program beneficiaries. Each of these options— fees, general funds,
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and a mix of fees and general funds—is discussed below. We then
assess the advantages—and disadvantages—of using these various
means to finance program costs.

Fees Provide Direct Link Between a Program
And the Population it Serves

Two broad categories of resource and environmental protection
programs often are financed through fee assessments.

User Fees. Programs that provide a direct benefit to an identifiable
population or group can be financed by charging fees to the people
who directly benefit from these programs. These types of fees, called
user fees, require that the people who benefit from a program pay for
the costs of the program. Some examples of user fees include:

» State Park Fees. People that use the state parks are charged an
entrance fee. Revenue from the fees is used to offset the costs of
operating and maintaining the state park system.

* Vessel Registration Fees. People who own boats or other
vessels are required to register their vessels with the Department
of Boating and Waterways and to pay a registration fee. Revenue
from fees is used to develop and improve boating facilities and to
promote boating safety.

» Sportfishing and Hunting Fees. Fishermen and hunters are
required to obtain a license to fish or hunt in the state and to pay
a license fee. Revenues from the fees are used to manage fish
and wildlife resources to ensure that there are huntable and
fishable populations.

April 28, 1995 LEGISLATIVE ANALYST'S OFFICE
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Financing of Resources and
Environmental Programs (continued)

“Polluter Pays” Fees. The second type of fees, sometimes referred
to as “polluter pays” fees, require private individuals or businesses
who use or degrade a public resource (such as air, water, and wild-
life) to pay all or a portion of the social costs imposed by their use of
the resource.

Revenues from polluter pays fees generally are used in two ways.
First, the fee revenues can be used to prevent or reduce the degra-
dation of the public resource by regulating private activities. When
fees are used in this manner, they are regulatory fees. Examples of
such fees include:

» Waste Discharge Fees. People that discharge wastes onto land
or waters are charged a fee to pay for a portion of the costs of the
State Water Resources Control Board's programs for regulating
the amount and kind of wastes that can be discharged.

* Hazardous Waste Fees. Generators and transporters of hazard-
ous wastes, and facilities that manage hazardous wastes are
required to pay various types of fees. The revenues from these
fees are used to fund the Department of Toxic Substances Con-
trol's programs for regulating these activities.

Second, revenues from polluter pays fees can be used to restore or
enhance a public resource after it has been degraded or used. When
the revenue from the fees are used in this way, the fees are called
“‘impact fees.” An example of an impact fee is the resource impact
fees paid by developers for each project that is subject to environ-
mental review under the California Environmental Quality Act (CEQA).
The Department of Fish and Game is significantly involved in the
review of environmental impact reports and in the formulation of
mitigation measures as offsets for development projects. Rather than
setting the fees only to pay for the Department of Fish and Game's
costs of reviewing environmental documents, the legislation sets the
fees generally to pay for a variety of natural resource protection and
restoration activities. Thus, the fees act as a proxy for the costs of
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Financing of Resources and
Environmental Programs (continueq)

using the resource—in this case the taking of habitat for develop-
ment, and fund some of the costs of restoring or preserving wildlife
habitat in order to mitigate the impact of development.

In addition to the two usual ways in which polluter pays fees are
used, these fees also can be used as an incentive to encourage a
change in behavior in order to reduce the use or degradation of
public resources. In this case, the primary objective is the change in
behavior that results from the assessment of fees, not the revenues
themselves.

For example, people that dispose of hazardous wastes are required
to pay a surcharge based on the tonnage and toxicity of the waste.
The amount of the surcharge per ton of wastes increases as the
toxicity of the waste increases. Revenues from the surcharge are
used to fund the cleanup of sites for which no responsible party can
be identified or the responsible party is bankrupt and cannot pay the
costs of cleanup. Although the surcharge does not pay for a program
that benefits the disposers of hazardous wastes, the surcharge
nevertheless is appropriate as a mechanism to encourage people to
reduce the toxicity and tonnage of the wastes they dispose.

Support From General Funds Distributes Program Costs Broadly

General funding sources are an appropriate means for financing
natural resource and environmental protection programs that benefit
the entire population, regardless of whether or not they pay directly
for it. This type of program is referred to by economists as a “public
good.” For instance, national defense is considered a public good
because even if only certain individuals are taxed for national de-
fense, the entire population benefits from protection by the armed
forces. Similarly, programs that protect fish and wildlife habitat, or
threatened and endangered species, also are a public good in that
the public benefits from maintaining the natural diversity and ecologi-
cal health of the state's environment. By funding resource and envi-
ronmental protection programs from general funds, their costs are
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Financing of Resources and
Environmental Programs (continveq)

distributed to as wide a base of program supporters as possible,
reflecting the collective benefit to the state's citizens.

In addition, support from general funding sources is appropriate for
programs that address past actions of polluters where there is no
reasonable means to connect these past polluters to current groups.
For example, General Fund or bond funds would be appropriate to
clean up hazardous waste sites in which chemicals were dumped
decades ago and where the responsible party no longer exists or
cannot be identified. Therefore, this program could be appropriately
financed from general funds or from the current mechanism of charg-
ing a polluter pays surcharge on hazardous waste disposal to encour-
age people to reduce the tonnage and toxicity of the wastes they
dispose.

General funds also may be the practical default funding option for
programs where (1) the benefits are widespread but not universal and
(2) to "tag” each benefitting group for its share of program cost would
be administratively burdensome and inefficient.

Mixed Funding Recognizes Direct and Indirect Beneficiaries

Many resource protection programs provide benefits to a specific
group or set of groups as well as to the general population. These
types of programs are best financed from a combination of user fees
and general funds. For example, as discussed earlier, state parks
provide a direct benefit to the people that use the parks. Therefore, it
Is appropriate to charge a fee for using the parks and to use the
resulting revenues to fund the operation and maintenance of the
parks. However, the preservation of state park lands also provide a
benefit to all of the people in the state by maintaining the natural
diversity and ecological health of the state, and by preserving signifi-
cant historical, cultural, and natural resources for both their intrinsic
and their educational value. Accordingly, it is also appropriate to
finance a portion of the acquisition and operation of the state parks
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Financing of Resources and
Environmental Programs (continueq)

from general funds, because preservation of these resources benefits
the general population.

Similarly, the Department of Fish and Game acquires and operates
various wildlife areas throughout the state. The wildlife areas are
operated to provide hunters an opportunity to take waterfowl. As a
result, the costs of the acquisition and operation of these areas can
appropriately be paid from hunting fees. However, the wildlife areas
also provide habitat for a variety of waterfowl and other wildlife that
are not hunted and the wetlands act as a filter and cleanser for water
that ultimately is used by people. As a result, the general public also
benefits from the acquisition and operation of these lands because it
helps to remove organics from drinking water and to fulfill broad state
policy goals of protecting threatened and endangered species. Ac-
cordingly, part of the costs of acquiring and managing these lands
could appropriately be paid from general funding sources.

Advantages and Disadvantages of Various Financing Options

The three major financing options for resources and environmental
protection programs each have advantages—and disadvan-
tages—associated with them. The chart on the following page pro-
vides a comparison of the major advantages and disadvantages of
the financing options. As the chart shows:

* The major advantage of fee financing for a program is that it
requires individuals who receive the benefit from the program to
pay the entire cost. An offsetting disadvantage is that fees may act
as a barrier to access by individuals of limited means.

* The major advantage of General Fund or other broad financing is
that it results in the broadest possible revenue base supporting
programs of general public benefit. An offsetting disadvan-
tage—other than the relative scarcity of the General Fund these
days—is that the general public may end up subsidizing programs
that regulate private actions.
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Financing of Resources and

Environmental Programs (continued)

Advantages and Disadvantages of
Three Approaches to Financing Resource
And Environmental Protection Programs

Advantages

Disadvantages

Fees

Provide direct linkage between .
services and recipients; people not
benefiting from program do not
have 1o pay for the program.

Free up General Fund monies for e
other priorities

In some cases, provide revenue
stability for programs.

.

May conflict with broader state
policy goals to provide ceriain ba-
sic services at reasonable cost.

At the margin, have a dispropor-
tionate impact on small busi-
nesses or individuals of limited
means.

Increase administrative costs to
collect fees.

Potentially make programs subject
to undue constituent pressure.

Revenues from General
Funds

.

Distribute costs of public goods ~ *
among general population.

Result in virtually no additional .
administrative costs.

May yield a higher level of admin- »
istrative and legislative oversight.

May result in subsidy by general
taxpayers of programs addressing
specific needs.

Potentially limited funding avail-
able to many programs.

May result in reduced programs
during period of recession.

Combined Fees and
Revenues from General
Funds

Share costs among private benefi- »
ciaries and public beneficiaries.

May create funding stability due to *
potentially more stable funding
source.

Reduce demands on the General
Fund, while potentially yielding a
higher level of administrative and
legislative oversight.

Increase administrative costs.

May deny access to individuals of
limited means.
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Financing of Resources and
Environmental Programs (continued)

* The major advantage of mixed financing is that, in general, mixed
financing can be structured to mitigate the disadvantages of
relying either solely on fees or solely on general funds. In addition,
in times of General Fund scarcity, it allows the Legislature to make
dollars go farther for programs that have a substantial public
benefit.

A difficulty, however, with mixed financing is that it requires the
Legislature to determine the proper distribution of costs between fees
and general funds. Ultimately, this requires the Legislature to deter-
mine who benefits from a program and to what degree they benefit.

Deciding Which Funding Mechanism Makes Sense

In our view, the Legislature's choice of which general funding mech-
anism to choose for support of resources and environmental protec-
tion programs should not rest solely on the current availability of
funds. Instead, the Legislature, as part of its annual deliberations on
the budget, should assess the extent to which the goals of the pro-
grams which it has put in place are helped or hindered by the current
way in which the programs are financed. Then, the Legislature should
start taking steps—through the budget and through enactment of any
necessary legislation—to switch program funding to the
source—including the General Fund—that ultimately makes the most
programmatic sense. One potential outcome is that this would result
in the Legislature needing to reevaluate its broader expenditure
priorities for the General Fund across the budget—resulting in in-
creased or decreased General Fund expenditures on resources and
environmental protection programs.
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