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California’s
Economic Challenge

National economic developments in 2001 included the beginning of a re-
cession, ending the longest economic expansion in our nation’s history. But unlike
the recession in the early 1990s, California’s economy has shown great resilience
through this downturn, continuing to outpace the nation in job growth through much
of 2001. By the fall, however, signs of the economic slowdown were pronounced,
forcing job losses in major sectors of the economy. The international economic cli-
mate also slowed, depressing sales of California exports, and the terrorist attacks in
September dealt a severe blow to California industries most dependent on tourism.
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An assumed tax rate of 9 percent was used to calculate the tax revenue from capital gains
and stock options.
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CALIFORNIAS

ECONOMIC CHALLENGE

The impact of all of these factors
on California’s economy and
revenue outlook is magnified by
the extraordinary rise and fall of
the stock market, particularly in
the high-technology sector, and
the extreme volatility of the
income tax revenues from capital
gains and stock options.

The volatility of stock market-
related income is the most
significant financial factor influ-
encing California’s budget in
2002-03. Over the last three
years, the stock market and, in
particular, the technology-driven
NASDAQ index soared to unprec-
edented levels, rewarding inves-
tors and employees with huge
profits. The resulting capital gains
and stock option income created
an unprecedented surge in State
tax revenues (Figure A). But in
2001, the reverse happened, and
the steep decline in the stock
market, capital gains, and stock
option income, coupled with the
impact of September 11, pro-
duced the most precipitous

—\
decline in revenues since World 1 N
War Il (Figure B). /
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Recognizing the volatile nature of revenue generated by the stock market, the
Administration and Legislature took steps to guard against a sudden reversal in
revenue by investing a significant portion of the increased funds in one-time expen-
ditures such as infrastructure and capital improvements instead of on-going pro-
gram commitments, and by augmenting the Reserve for Economic Uncertainties to
its highest level in more than two decades. However, the sharpness of the decline in
revenue was beyond all projections and will deplete the Reserve, resulting in a
shortfall of $3 billion in the current year. This problem combined with a reduced
estimate of capital gains and stock market income for the budget year and the need
for a reserve means that the State must close a funding gap exceeding $12 billion
by June 30, 2002.

The strength and diversity of California’s economy in the last three years made it
possible to make major strides in critically important areas — education, public
safety, the environment, and expanding health care coverage to California’s most
vulnerable citizens. And it is the same strength and diversity of California’s economy
that will enable California’s political leaders to address the current fiscal challenge
without retreating on gains we’ve made or destroying vital safety net programs
designed to protect Californians in troubled times.

The Governor’s Proposed Budget presents a combination of tough decisions
necessary to reduce spending in the current year and budget year, and prudent
fiscal measures designed to address a sharp revenue shortfall resulting from the
effects of a national recession and the terrorist attacks in September. This fiscal
recovery plan ensures that the State’s most important achievements are not sacri-
ficed as the Governor and the Legislature seek to address what experts predict to be
a moderate economic downturn. The expectation of a mid-year recovery for

the California economy is very close to what both the University of California,

Los Angeles (UCLA) and the Legislative Analyst are expecting based on their year-
end forecasts. It is predicated on an outlook for the national economy that is also
similar to those of UCLA and the Legislative Analyst, but marginally weaker than the
Blue Chip forecast, which is based on a survey of 51 business economists through-
out the nation. If the economic recovery is delayed, thereby protracting the rebound
in State revenues, additional measures will be necessary to ensure the State’s fiscal
condition remains strong, stable, and balanced.

As the magnitude of the current fiscal challenge facing the State became more
evident in Fall 2001, the Administration took steps to reduce spending in the current
year by administratively “freezing” approximately $2.2 billion in General Fund expen-
ditures and transmitting its Proposed Reduction in 2001-02 Spending plan to the
Legislature in November 2001. The 2002-03 Budget proposes additional spending
reductions and other strategies to provide General Fund relief totaling $12.5 billion.

2002-03
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Essential programs providing core services were protected from significant reduc-
tions, including K-12 education, public safety, and health coverage for children and
low-income families, as were those programs that will provide an immediate stimu-
lus to the state’s economy.

The Governor’s Proposed Budget for 2002-03 fully funds the Proposition 98 guaran-
tee and provides full growth and cost-of-living adjustments (COLA) for K-12 schools.
With the proposed 2002-03 Budget, General Fund spending on K-12 education will
increase by $270 million over 2001-02 for a total increase of nearly $8 billion, or

34 percent, since 1999. The Governor’s Proposed Budget also fully funds critical
reform programs implemented in the last three years to address school accountabil-
ity, improved student performance, and standards-based professional development
for teachers and administrators. The Administration has also committed significant
additional resources in the 2002-03 Budget to expand before and after school
programs and fully fund textbook acquisition in accordance with the scheduled
adoption of state standards for instructional materials.

The Governor’s Proposed Budget also maintains the tremendous progress Califor-
nia has made in the last three years to reduce the number of children and low-
income families without health insurance in California. Since 1999, California has
expanded affordable health care coverage to more than 1.8 million Californians
including children, low-income families, persons with AIDS, and aged, blind and
disabled adults through the Healthy Families Program and the Medi-Cal program.

This Administration has also demonstrated its continuing commitment to public
safety by fully funding the Citizens’ Option for Public Safety and Juvenile Crime
Prevention programs ($232.6 million), technology grants for local law enforcement
($35.4 million), small county law enforcement grants ($18.5 million), the War on
Methamphetamine initiative ($15 million), and high technology crime and identity
theft efforts ($14.4 million).

The Budget continues to provide funds for important environmental initiatives
including clean water, parks, land and water conservation efforts and the California
Bay-Delta program (CalFED). Investments made by California voters in bond mea-
sures for these efforts have allowed the State to continue to protect our natural
resources and build for the future even as the economy slows down.

Finally, the Governor’s Proposed Budget continues to provide California taxpayers
with the record level tax relief enacted in the last three years. By the end of fiscal
year 2002-03, California taxpayers will have received an additional $4.5 billion in
ongoing tax relief: $3.7 billion in vehicle license fee reductions, and $800 million in
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targeted tax relief that includes the long-term care and child care credits for families,
research and development credit for businesses, and relief from sales tax on fuel
and equipment for California farmers.

In spite of the budget shortfall we face, California is stronger today than at any other
time in our history. That strength allows California to meet this economic challenge
head on. The Governor’s Proposed 2002-03 Budget meets the task by continuing
to nurture the elements that make our economy strong, reducing spending in
response to lower revenues, and protecting the vital services that provide the foun-
dation of California’s future.

N
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Bridging
the Gap

ln the 1990s, the share of California’s revenue base derived from the stock
market and capital gains increased dramatically. In 2000-01, nearly 25 percent of
California’s General Fund revenues were generated by the stock options and capital
gains, particularly from California’s high-technology industries. Although the Ad-
ministration and lawmakers were careful to focus much of the increase in revenue
on one-time expenditures, the reduction in capital gains and stock options from the
stock market and the impact of national economic conditions resulted in a pro-
jected shortfall of $3 billion in the current year and $9 billion in the budget year.
The shortfall in both the current year and budget year, combined with the need for a
reserve, created a total budget gap of $12.5 billion.

To address the changing economic and fiscal conditions facing the State in 2001,
the Administration proposed significant spending reductions as part of the 2001-02
May Revision and, as actual receipts fell short of the May forecast, further reductions
were identified collaboratively with the Legislature and through additional line-item
vetoes of $499 million in an effort to build a substantial reserve.

As revenues continued to fall short after enactment of the 2001-02 Budget, the
Governor directed State departments to identify options for spending reductions
ranging from three to fifteen percent. In addition, the Governor directed depart-
ments to freeze hiring and make current-year operating expense and equipment
reductions totaling at least $150 million. Finally, as noted below, the Administration
identified nearly $3 billion in spending reductions and transfers as part of an unprec-
edented “November Revision” to the Budget.

Including the November Revision reductions identified above, the Governor’s
2002-03 Budget proposes a total of $5.2 billion in expenditure reductions,

$586 million in funding shifts, and $5.6 billion in loans, accelerations, and transfers
to bridge the funding gap.

Without significant changes, the anticipated reduction in revenue combined with
increased expenditures for K-12 education, tax relief, and health care would result in
on-going expenditures outpacing annual revenues in the budget year and beyond.
To address this imbalance, the Governor’s 2002-03 Budget proposes reductions
and other measures that will provide General Fund relief beyond the budget year.
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Bridging the Gap

Major Reductions ($5.226 billion)

November Revision Reductions
(Current and budget year impact)

Budget Year Reductions

Reserve for Litigation

Fund Shifts ($586 million)

Shift to Lease-Revenue Bonds

Shift to General Obligation Bonds
Federal Special Education Grant

Shift per November Spending Revision
Shift to Other Special Funds

Federal Funding Increases ($1.066 billion)

Medi-Cal offset (FMAP)

Child Support System Penalty Relief

Federal Funding for Health and Human Services Programs
Food Stamps for Post-August 22, 1996 Immigrants
Undocumented Felon Incarceration (SCAAP)
Security/Bioterrorism Funding

Loans/Accelerations/Transfers ($5.624 billion)
Securitize Tobacco Settlement Funds

Loan from Traffic Congestion Relief Fund

Current year transfers per November Spending Revision
Payment Deferral/Benefit Improvement for STRS
Payment Deferral/Benefit Improvement for PERS
Loans from Various Special Funds

Transfer of Excess Balance from Certain Special Funds
Federal Tax Conformity

Other Revenue Accelerations

Total

Amount
(Millions)

$2,449
2,677
100

160

7
112
152
155

400
181
50
35
50
350

2,400
672
366
508
371
579
201
178

349
$12,502

2002-03
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Major Expenditure Reductions
In addition to reductions proposed in the Governor’s Proposed Reductions in
2001-02 Spending plan submitted in November 2001, the following reductions are
proposed:
Amount
(Millions)
K through 12 Education $487
The proposed reductions maintain spending at the Proposition 98 spending level
and provide funding for full growth and cost-of-living adjustments.
Higher Education 451
The proposed reductions will have minimal effects on the core instructional
mission of the colleges and universities. The Budget provides full funding for
enrollment increases and provides for no increase in student fees.
Health Programs 407
The Budget maintains funding for children in the Healthy Families program and
the recent expansion of health coverage for children, seniors, and the working
poor.
Human Services Programs 742
The proposed reductions limit overall spending growth while protecting critical
human services for children, seniors, and the disabled.
Youth and Adult Correctional Programs 17
The proposed reductions in corrections State operations are modest in order to
ensure public safety.
Resources/Environment 35
The Budget reductions reflect proposals to lower activity levels in several
programs while maintaining funding for essential environmental monitoring.
Housing 38
The Budget reduces funding for certain programs in anticipation of a housing
bond, while maintaining funding for critical emergency and farmworker housing
programs.
Local Government 9
Minimal reductions are made in local government programs.
Capital Outlay Projects 92
The Budget defers projects that can be delayed without adversely affecting
programs or the economy. 2
Remaining Program Reductions 399 k|
The Budget proposes reductions in various other programs, particularly in State \\
operations, where low priority activities are discontinued or reductions can be
made without significantly affecting delivery of services. BN
1 11\

N
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Fund Shifts

The Governor’s Budget includes a shift of funding source for various programs or
projects, thereby freeing General Fund resources for other critical needs. Some
examples are:

0
0’0

Capital Outlay—a total of $159.8 million to lease-revenue bonds. This includes
$135 million for University of California Research Institutes ($40 million in 2001-02
[in addition to the shift proposed in November] and $95 million in 2002-03);

$5.5 miillion for the Department of Justice Redding Laboratory and $6.2 million for
the Santa Rosa Laboratory; $3.5 million for three Department of Forestry projects;
and $2.7 million for the Youth Authority Adjustment Center project.

Seismic Projects—S$7 million to General Obligation Bonds for various seismic
projects.

Department of Forestry—S$20 million to local reimbursements for State
Responsibility Area activities.

State Water Resources Control Board—implementing the “polluter pays” prin-
ciple for the Board’s core regulatory programs by replacing $15 million General
Fund with increased fee revenues in the Waste Discharge Permit Fund. This will
increase the regulated community’s support of the core regulatory program
from 34 percent to approximately 50 percent.

Department of Toxic Substances Control—$7.9 million to the Toxic Substances
Control Account for cleaning up contaminated sites, overseeing toxic cleanups
at military bases, and supporting related administrative costs.

Public dtilities Commission—$2.7 million to the Public Utilities Commission
Utilities Reimbursement Account for electrical energy rate stability and conserva-
tion activities, pursuant to Chapter 329, Statutes of 1999.

Department of Corrections—$2 million for the Female Offender Treatment
Program and $10.6 million for the Preventing Parolee Crime Programs to be
funded from federal Workforce Investment Act funding.

Department of Education—$112 million resulting from an increase in the Fed-
eral Special Education Grant. The State’s special education funding formula uti-
lizes additional federal special education funds as an offset to the amount of
General Fund required for the program. This statutory formula was suspended
last year to provide additional funds to the program. This Budget proposes to
use the federal funds as an offset consistent with the statutory formula.

2002-03
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Federal Funding Increases

Health and Human Services Agency—The Budget proposes a $666 million
General Fund reduction in various health and human services programs. Of this
amount, the Budget assumes that federal legislation will be enacted to provide
California with an additional $400 million in federal funds to offset the cost of Medi-
Cal services. The Budget also assumes that California will receive a waiver of federal
penalties imposed due to delayed implementation of a statewide automated child
support system, for an estimated $181.3 million in General Fund savings. In addi-
tion, the Budget anticipates $50 million in savings by maximizing federal funds for
individuals eligible for various health and social services programs. An anticipated
expansion of the federal Food Stamp Program to cover California Food Assistance
Program recipients is expected to result in net General Fund savings of $35 million.

Department of Corrections—The Governor’s Budget reflects an additional

$50 million for the State Criminal Alien Assistance Program to cover a greater share
of the State’s cost for the incarceration of undocumented felons. Even with this
higher level of reimbursement, less than half of the State’s costs will be recovered.

Security/Bioterrorism—An additional financial pressure facing California is the cost
of the response to the increased threat of terrorist acts. Both State and local gov-
ernment security costs have increased and will likely continue to increase as threats
become better known and responses are developed. As the new threat of interna-
tional terrorism is an act of war, the Administration has requested that the federal
government provide financial assistance for these costs. The Budget reflects the
anticipated receipt of $350 million from the federal government to offset current
and prospective State and local government expenditures. The California Highway
Patrol's (CHP) budget reflects $129 million of these funds, offsetting costs that
normally would have been borne by the CHP’s usual funding source, the Motor
Vehicle Account (MVA). The magnitude of such costs is far beyond the capacity of
the MVA; absent federal funds, much of these costs would fall to the General Fund.
See the Assuring Public Safety Section for more information about terrorism-related
expenditures.

Loans and Accelerations

9

The Administration has carefully reviewed the opinions and economic forecasts of N

the business and academic community. Although predictions as to the timing of J|

the economic recovery vary, the view of economists is that the California recession, W\

unlike that of the early 1990s, will be of relatively short duration. Some economists —

predict recovery starting mid-next year; others predict a later start. But none predict 1 \‘}

an indefinite recession. _1\1\
/ |
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The fundamental task of this Budget is to protect the schools, environment, public
safety, and health services for the citizens of this state. Accordingly, it makes sound
economic sense to consider measures that avoid draconian budget reductions in

essential services, while still taking appropriate steps to reduce growth in spending.

Securitization of Tobacco Settlement Funds—To prevent further reductions to
valuable health care programs, the Budget proposes to issue a bond of $2.4 billion
secured by a portion of the Tobacco Settlement revenues received by the State.
The bond proceeds will be used to help maintain the health safety net for the state’s
most vulnerable residents. The Tobacco Settlement securitization will operate
similar to a lease-revenue bond, in which a revenue stream, in this case a portion
Tobacco Settlement revenues, will be committed to service debt payments. Debt
service for the securitization will require a payment of $62 million in 2002-03, and
annual payments of $190 million for 22 years thereafter.

Loan from the Traffic Congestion Relief Fund—The Budget proposes to improve
cash management in the State’s transportation funds to facilitate a loan of $672 mil-
lion to the General Fund from General Fund money deposited into the TCRF in
2000-01. To extend the term of this loan into 2003-04, the Budget also includes a
loan of $474 million from the State Highway Account (SHA) fund balance to the
TCRF in 2002-03. Of the SHA loan, $360 million is made available by eliminating
the need to carry a large SHA cash balance just to cover daily fluctuations in spend-
ing. This is accomplished by providing standby short-term borrowing authority for
the SHA. The Administration will propose statutory provisions that require all loans
to be paid back to the lending fund when needed to meet budgeted expenditures.
Much of these loans will be repaid in 2003-04, and no projects will be delayed.

Defer Payment to the State Teachers Retirement System (STRS) and Provide
an Enhanced Benefit—The Administration is proposing to defer General Fund
contributions to STRS in exchange for providing an enhanced level of teacher
retirement benefits. This deferral would not adversely affect teacher retirement
benefits. In exchange for deferring the General Fund contribution to STRS, this
proposal would increase contributions to STRS’ Defined Benefit Supplement ac-
counts (separate tax-deferred accounts). This proposal would result in reduced
General Fund expenditures of approximately $96.2 million in 2001-02, $411.7 mil-
lion in 2002-03, and $440.5 million in 2003-04. Additional General Fund contribu-
tions in subsequent years would offset the temporary reduction in General Fund
contributions to STRS’ Defined Benefit Program.

Defer Payment to the Public Employees Retirement System (CalPERS) and
Provide an Enhanced Benefit—The Budget reflects a proposal to defer a signifi-
cant portion of the State’s 2002-03 retirement obligation to CalPERS in exchange

2002-03
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for providing a higher level of purchasing power protection for State and school
retirees. Based on the proposal, the State obligation will be reduced by $537.2 mil-
lion, of which $495.2 million is attributable to State categories and $42 million to
the school category. The General Fund reduction for State categories will be

$371.4 million in 2002-03, and $123.8 million will be realized in 2003-04 (as a result
of the fourth quarter deferral).

The Administration has proposed the STRS and CalPERS actions because of the
difficult economic conditions of the state. However, should the May Revision to the
Budget show an improvement in the state’s economic conditions, or if less-costly
alternatives can be developed, such as refinancing the State’s long-term debt in
recognition of historically low interest rates, the Administration will reconsider these
proposals.

Transfers of Excess Fund Balances from Specific Funds—The Budget proposes
the transfer of idle cash balances to the General Fund from various other funds,
where the balances are not legally restricted.

The transfers from nineteen funds are reflected in the fund conditions in individual
departmental budget displays. These proposed transfers total $97 million. The
funds and transfer amounts are as follows:

Amount
Fund (Millions)
State School Building Aid Fund $25.2
Colorado River Management Account 22.0
State Parks and Recreation Fund 19.8
Small Craft Harbor Improvement Fund 4.8
Health Statistics Special Fund 4.2
Other 21.0

Additionally, $63 million of funds are proposed for transfer from various capital
outlay funds. This includes $49.6 million of unutilized lease-revenue bond funds
that will offset debt service payments, and a sweep of the Architectural Revolving
Fund and the Inmate Construction Revolving Account that yields $13.9 million.

Loans from Various Special Funds—The Budget proposes loans totaling
$579 million from fifteen special funds to the General Fund. These loans will be
repaid with interest at the rate earned by the Pooled Money Investment Account.
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The Budget proposes language that requires all loans to be paid back to the lending
fund when needed to meet budgeted expenditures. The funds and loans amounts
are as follows:

Amount
Fund (Millions)
Beverage Container Recycling Fund $218.0
Renewable Resource Trust Fund 150.0
Vehicle Inspection and Repair Fund 70.0
Restitution Fund 20.0
State Corporations Fund 20.0
Pollution Control Financing Authority Fund 20.0
Tax Credit Allocation Fee Account 20.0
Occupancy Compliance Monitoring Account 20.0
Real Estate Commissioner’s Fund 9.9
Barbering and Cosmetology Fund 7.0
Other 24 1

Federal Conformity—The federal Economic Growth and Tax Relief Reconciliation
Act of 2001 made a number of significant changes, particularly in the tax treatment
of retirement plans. The Budget proposes that State tax law conform with these
retirement plan changes, as well as revisions in the treatment of qualified tuition
plans and increases in the dependent care credit. In addition, this proposal would
provide that any federal election for corporations applies for State tax purposes and
would accelerate revenues by bringing California’s rules for estimated payments in
line with federal rules. Conformity in these areas will simplify tax compliance and
administration. The combined conformity changes and accelerations will result in a
net revenue gain of $178 million in 2002-03 and revenue losses of $59 million in
2003-04 and $75 million in 2004-05.

)
//_\

A
I
71
i

2002-03
Governor's Budget Summary 12




CONTINUING INVESTMENT

IN K-12 EDUCATION

Continuing Investment
in K-12 Education

Califomia’s K-12 education system is in a state of great change. In 1999,
California launched a series of fundamental reforms that are changing the way we
teach our children, prepare our teachers, test our progress and hold schools, ad-
ministrators and districts accountable. Through programs including the Public
Schools Accountability Act, the Academic Performance Index, the High School Exit
Exam, the Professional Development Institutes, and more, California has set higher
standards and higher expectations than ever before. The results of these reform ef-
forts are just beginning to emerge:

+« For the second year in a row, a majority of schools have increased their Aca-
demic Performance Index (API) scores, with 89 percent improving in 2000 and
74 percent improving in 2001. Schools continue to move towards attaining the
statewide target of an API score of 800; the percentage of schools achieving at
least the target score has nearly doubled.

% Reading scores in the lower grades, where most reforms have been focused,
have risen. The number of pupils scoring above the 50" percentile has grown
by 11 percent in the second grade, 8 percent in the third grade, and 7 percent in
the fourth grade.

7
0‘0

Mathematics scores have increased. The number of pupils scoring above the
50" percentile has grown by 15 percent in the second through fourth grades,
10 percent in fifth through eighth grades, and 4 percent in high school.

% Students with limited English proficiency (LEP) are showing improvement in test
scores at a significantly greater rate than all other students, especially in the key
areas of mathematics and reading:

% The overall number of students in grades 2 through 11 who scored at or
above the 50th percentile on the reading assessment grew by 12 percent
between 1998 and 2001, while the number of LEP students in these grades
who scored at or above the 50th percentile grew by over 42 percent.

% On the mathematics assessment, the overall number of students in grades
2 through 11 who scored at or above the 50th percentile grew by an aver-

age of 24 percent. The number of LEP students in these grades who N

scored at or above the 50th percentile, however, grew by more than 1

50 percent. 2\
——\ ~,

N
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< 134,000 K-12 teachers will have been trained in the Professional Development
Institutes developed by the University of California, and an additional 46,000 in
the Math and Reading Professional Development Program.

+ The student to computer ratio has improved from approximately 7:1 to 5:1 since
1998. More than 1,800 schools have received 110,000 new computers. We ex-
pect California to be at or near the national average when final current year data

become available.

California’s budget shortfall in 2002-03 must not derail these reform efforts, and we
must not undermine the work of California’s teaching force by underfunding
schools. Toward that end, the proposed funding levels demonstrate that investment
in K-12 education remains the Governor’s top priority.

Key Components of the 2002-03 Budget

The 2002-03 Governor’s Budget fully funds the Proposition 98 guarantee, and also
provides full statutory growth and cost-of-living adjustment (COLA) for K-12 appor-
tionment and categorical programs. In response to the fiscal emergency that limits
available resources for new programs, the Governor proposed specific funding
reductions in the current year for new programs, expansion of existing programs,
and a number of categorical programs. The Governor’s Budget focuses all available
funding on meeting full growth and COLA in support of core classroom instruction,
supplemental instruction, textbook purchases, teacher recruitment, and professional
development. Fully funding core program areas is essential to complete the reform
efforts and continue the progress made over the last three years.

« The 2002-03 Budget increases total funding, from all sources, for K-12 educa-
tion by $1.1 billion — an increase of 2.1 percent over the current year and a cu-
mulative increase of $12.9 billion, nearly 32 percent over the 1998 level.

% Per-pupil spending will increase by $136, to a total of $7,058 per pupil, over the
current year. This represents a total increase of $1,302 per pupil, or nearly
23 percent, over the 1998-99 per pupil funding level.

+ Proposition 98 funding exceeded the minimum guarantee in 1999-00 and
2000-01 by more than $2.2 billion, permanently increasing the calculated base
for the guarantee in subsequent years. Including the budget year proposed level
of spending, Proposition 98 funding reflects a 30 percent increase over the
1998-99 level.
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By committing to full funding for growth and COLA, the Governor’s Budget concen-
trates available funding on core classroom instruction and allows schools to deter-
mine how best to meet local needs, whether those needs are to reduce the number
of emergency credentialed teachers, provide students with newer standards-aligned
textbooks, or augment English Language instruction.

Key Programs in the 2002-03 Budget

In developing the 2002-03 Budget, the Governor focused resources in those key
areas needed to ensure continued academic improvement.

ACCOUNTABILITY—INTERVENTION AND ASSISTANCE

A cornerstone of the Administration’s education reform program has been holding
schools, administrators, and school districts accountable for the academic achieve-
ment of California’s pupils.

The Governor’s 2002-03 Budget provides in excess of $400 million (including
federal funds) for assistance to low-performing schools as measured by each
school’s APl. Additional funding for intensive intervention and assistance was
approved as part of the 2001 Budget Act, but implementation of the program was
delayed and the funding suspended due to fiscal constraints in the current year.
The full augmentation of $197 million is included in the Governor’s 2002-03 Bud-
get. Priority in funding will be provided to schools with the lowest API scores.
Participating schools receive annual grants of up to $400 per pupil to implement an
action plan focusing on the following essential components: pupil literacy and
achievement; quality of staff; parental involvement; and facilities, curriculum, in-
structional materials, and support services.

Berore AND AFTERSCHOOL PROGRAM EXPANSION

The 2002-03 Budget includes a $75 million augmentation to expand the Before and
After School Learning and Safe Neighborhoods Partnerships Program, providing a
total of $162.8 million for the program. This program provides homework assis-
tance, tutoring, and English Language instruction before and after regular school

hours. In addition to the academic component, this expansion will provide a safe N
learning environment for 79,000 additional school-age children with working par- 1
ents who would otherwise have to find affordable child care. This increased amount N
includes $29.7 million for expansion of grants that were suspended in the current
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year and $45.3 million for additional expansion, $30 million of which reflects a shift
of savings in other programs as a result of proposed changes to California’s child
care system.

INsTRUCTIONAL EQUIPMENT/MATERIALS

A key component of the Administration’s continuing priority investment in education
is the ongoing commitment to ensure that students and teachers have access to
high quality instructional materials. Including the funding proposed in the 2002-03
Budget, the Governor will have committed nearly $3 billion since 1999 to ensure
that all students have standards-based instructional materials in four core areas:
Mathematics, English Language Arts, Science/ Social Science, and History.

Funding is currently allocated to schools to obtain instructional materials and library
resources through several programs, each with its own particular administrative
requirements. The Governor is proposing to reform this complex system by com-
bining funding for all of those programs within one $250 million program. The
overall intent is to more closely align the allocation of state funding with the planned
State textbook adoption cycle. Additionally, funding will increase each year, as
specified in proposed legislation. At the end of five years, total funding will be
approximately $600 million for instructional materials, and schools will have a much
greater level of flexibility in the use of these funds. Specifically, the realigned pro-
gram in 2002-03 consists of the following:

% Instructional Materials Program—$250 million in Proposition 98 funding for
schools to purchase standards-aligned textbooks in the core curriculum areas
for students in kindergarten and grades 1-12. Once schools have provided stan-
dards-aligned textbooks to each pupil, the remaining funds can be used for a va-
riety of instructional materials purposes, including school library and K-4 class-
room library materials. These funds will be allocated on a per-pupil enrollment
basis.

% Textbook Enhancements—$200 million in one-time Proposition 98 Reversion

Account funding to purchase instructional materials for K-12 schools that certify
they will purchase a basic Reading/Language Arts textbook for each pupil by the
beginning of the 2002 school year. These funds will be allocated on a per-pupil
enrollment basis.

% School Library Improvements—$100 million in one-time Proposition 98 Re-
version Account funding for school districts to purchase school library materials
and K-4 classroom library materials. These funds will be allocated on a per-pupil
enrollment basis.
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% Science Laboratory Equipment—S$75 million in one-time Proposition 98 Re-
version Account funding for the purchase of science laboratory equipment and
materials to provide standards-based science instruction for grades 7-12. These
funds will enhance other efforts by the Administration to develop high standards
for science learning, such as the adoption of standards-aligned instructional ma-
terials and curriculum frameworks for science instruction.

TeAcHER RECRUITMENT

The Governor’s Budget for 2002-03 includes more than $160 million to continue
the intensive teacher recruitment effort begun in 1999.

Over the four years of his Administration, through the proposed 2002-03 Budget,
the Governor has led the way in establishing a variety of new programs to recruit
qualified individuals into the teaching profession and place them in the schools that
need them the most. These programs include $118.7 million for the Teaching As A
Priority Block Grant, which provides low-performing schools with funding to offer
recruitment incentives to credentialed teachers, and $9.4 million for the Teacher
Recruitment Incentive Program, which works to place credentialed teachers in low-
performing schools. Both of these programs are fully funded in the 2002-03 Budget.

The Budget also includes $25.6 million for the Alternative Certification Program,
which allows college graduates to teach full-time while working to earn a teaching
credential, and $7.5 million for the California School Paraprofessional Teacher
Training Program, which provides an opportunity for individuals to work as instruc-
tional aides while earning a college degree and ultimately a teaching credential. To
further assist in recruiting teachers, the Governor signed legislation (Chapter 78,
Statutes of 1999) eliminating the initial credential fee for new teachers.

TeACHER AND PRINCIPAL TRAINING

The 2002-03 Budget includes $7.5 million for the second year of funding for the
Principal Training Program, an Administration-sponsored program signed into law in
2001 designed to provide every principal and vice-principal in the state with training
in instructional standards and effective school management techniques. Over a
three-year period, beginning in 2001-02, the State will spend $45 million to provide
$3,000 per individual to more than 15,000 school administrators. The Administra-
tion has secured a grant from the Gates Foundation that will provide the local match
of $1,000 for each principal and $500 for each vice-principal.

)
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The Budget includes $98.9 million for California Professional Development Institutes
(PDI), which are now fully in place for reading, English language development for
English learners, high school English, elementary mathematics, algebra, and high
school mathematics. These Institutes are operated by the University of California
(dC) at a variety of higher education institutions around the state. In the first year,
861 contract providers served 43,913 participants who work in 4,227 schools
located in every county in the state. Through 2002-03, more than 134,000 teachers
will have been served in one of the Institutes. These programs, built on the founda-
tion of the highly acclaimed UC Subject Matter Projects, provide standards-based
instruction in addition to follow-up assistance throughout the school year.

The Governor’s Budget also includes $110 million for the Mathematics and Reading
Professional Development Program, the intensive professional development pro-
gram for teachers of math and reading launched by the Administration in 2001.
This represents a $30 million increase over the current-year funding level. This
program will provide intensive standards-based training to every teacher by the end
of 2005-06 in one or both of these key subject areas, depending on the subjects
and grade levels they teach. By the end of 2002-03, the program will have trained
46,000 teachers and 9,000 instructional aides. This new program, based on the
curriculum and training methods of the highly successful PDIs, may be conducted
by a university or other approved high quality professional development team.

The Governor has also significantly increased funding for several existing profes-
sional development and support programs for teachers, providing a total of almost
$1.7 billion during this Administration. Among these are the Instructional Time and
Staff Development Reform Program ($230 million), which allows schools to provide
professional development to teachers outside of regular instructional days; the
Beginning Teacher Support and Assessment Program ($88.3 million), which pro-
vides mentoring to newly credentialed teachers; and the Peer Assistance and Review
Program ($86.9 million), which provides mentoring to veteran teachers.

The Governor also expanded the National Board for Professional Teaching Stan-
dards Certification Incentive Program, which provides $10,000 bonuses to teachers
who earn certification by this prestigious, nationally-recognized organization. An
additional $20,000 per teacher is awarded to recipients who commit to teach in low-
performing schools. To date, more than 1,300 teachers have received bonuses, and
about 1,500 more teachers are in the Certification program. Total funding included
in the Budget for this program is $10 million.
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General Obligation School Bonds

In November 1998, voters statewide passed Proposition 1A, which provided $6.7 bil-
lion in bond funds for K-12 public school facility needs. Under this Administration,
the State has disbursed $5.8 billion in general obligation bond funds for school
facilities needs, with the remainder of funds estimated to be awarded by summer of
2002. This highly successful School Facilities Program funded through

Proposition 1A has provided funds in the form of per-pupil grants for school districts
to acquire school sites, construct new school facilities, or modernize existing school
facilities. In November 2000, the Governor supported and California voters ap-
proved Proposition 39, which reduced the voter approval requirement for local
school facilities bonds from 67 to 55 percent. Since the passage of Proposition 39,
40 of 46 K-12 school bond measures have passed, resulting in $2.4 billion in
additional local bond funding for schools.

However, significant school facilities challenges remain. To assist and encourage
school districts to plan for the provision of matching funds for facilities in the future,
this Administration will support general obligation bond measures to authorize

$10 billion in school facilities general obligation bonds to be placed before voters on
each of the 2002, 2004, and 2006 statewide election ballots. Each of these pro-
posed bond measures would be crafted to meet both K-12 and higher education
needs, with $8 billion in matching funds for K-12 school facilities, and $2 billion in
funding for higher education facilities.

)
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Meeting the Challenge to
Higher Education

Accessibility, Affordability, and Accountability

’T;le 1961 Master Plan for Higher Education expresses the State’s com-
mitment that every qualified student have the opportunity to enroll in a high-qual-
ity and affordable public college or university. This Administration has exceeded
the promise of the Master Plan by making major progress and a significant com-
mitment of resources to ensure that our higher education institutions are acces-
sible, affordable, and accountable.

The 2002-03 Budget provides $3.4 billion in General Fund resources for the
University of California (UC), an increase of 33.7 percent over the last four years;
$2.7 billion for the California State University (CSU), an increase of 30.3 percent
over the last four years; and $2.9 billion for the California Community Colleges
(CCQ), an increase of 29.2 percent since 1998-99. Of the funding proposed for
2002-03 for all three segments, $260.6 million provides full funding for enroll-
ment increases, thereby allowing the UC, the CSU, and the CCC to admit all
eligible applicants.

Improving Accessibility

Since the late 1990s, higher education enrollment in California has increased
dramatically as predicted in the Tidal Wave I forecasts prepared by the California
Postsecondary Education Commission. Since 1998-99, total enrollment at the
UC has increased by 17.1 percent; at the CSU by 16.1 percent; and at the CCC
by 13.8 percent. Total enrollment in the three higher education segments now
exceeds 1.6 million full-time equivalent students—the largest public higher
education program in the nation.

To honor the commitment to access articulated in the Master Plan, the Governor
not only fully funded enrollment at the UC, the CSU, and the CCC during his
tenure, but took further steps to expand opportunities for higher education and to
accommodate enrollment growth as discussed below.

Broadening Admissions—At the suggestion of the Governor in 1999-00, the UC
has provided an alternative admissions path for high school graduates who
traditionally have not qualified for admittance to the UC system. This new path

9

provides for admission of the top four percent of graduating seniors in each 1
California high school. This policy has extended higher educational opportunities W\
to more than 2,100 additional students from communities with traditionally low —
college-going rates, including students living in rural areas of California. 1 1\1‘}
2
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UC Merced—Another major accomplishment of this Administration is the develop-
ment of a 10" UC campus in Merced County to help accommodate the expected
enrollment increases in future years and, more importantly, provide increased
access to Central Valley residents and economic potential to that region The Gover-
nor has requested that the campus be ready to serve its first students Fall 2004.

Year-Round Instruction—To accommodate enrollment demands within existing
facilities, the Governor has provided funding to the UC and CSd for the implementa-
tion of year-round instruction. These funds support the full cost of existing summer
enrollment and equalize student fees for summer sessions with fees charged during
other sessions. The 2002-03 Budget provides $76.3 million for year round instruc-
tion at selected UC and CSU campuses, with expansion of this program to UC Davis
and CSd Chico in the budget year. Student participation in this program, which
initially included three UC campuses and all or part of 10 CSU campuses, has
exceeded the expectations of both UC and CSd.

Community College Transfers—The partnership between the State and each of
the higher education segments comprises an agreement for State funding commit-
ments within available resources in exchange for the segments fulfilling certain
accountability goals (see Demanding Accountability discussion below). Both the
dC and CSU have dedicated resources under their partnership agreements to
increase the number of CCC transfers to their institutions. In addition, the CCC has
made progress in increasing the number of its students who transfer to a baccalau-
reate institution. As a result of these efforts, the number of CCC transfers to UC and
CSd has increased by six percent per year.

General Obligation Bonds for Facilities—In November 1998, voters statewide
passed Proposition 1A, which provided $6.7 billion in bond funds for K-12 public
school facilities needs and $2.5 billion for higher education facilities needs. Under
the leadership of this Administration, the State has fully allocated Proposition 1A
higher education funds for new or renovated space to accommodate enrollment
growth; vital seismic, fire and life safety projects; and correction of code deficiencies.
These bond funds have gone a long way toward meeting the higher education
facilities needs of California; however, significant facilities challenges remain.

The Department of Finance estimates that the five-year infrastructure need for the
UC, CSU, and the CCC exceeds $5 billion. This Administration will support a single
general obligation bond authorization to allow $10 billion in K-12 education and
higher education facilities general obligation bonds to be placed before the voters
on each of the 2002, 2004, and 2006 statewide election ballots. Each of these
proposed bond measures would be crafted to meet both K-12 and higher education
needs, with $8 billion in matching funds for K-12 school facilities and $2 billion in

\ funding for higher education facilities.
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Continuing Affordability

This Administration remains committed to ensuring that financial need is not an
impediment for eligible students to attend a college or university in California.

No Fee Increases—California continues to provide quality higher education at fee
levels that are among the lowest in the nation. The 2002-03 Budget proposes no
increase. The fees charged by the UC and the CSU are 5 percent lower now than
the levels charged in 1998-99. The fees charged by the CCC are 9 percent lower

now than the levels charged in 1998-99.

Expansion of the Cal Grant Program—In August 2000, the Legislature passed
and the Governor signed one of the most significant higher education measures
since the 1961 enactment of the Master Plan for Higher Education. Chapter 403,
Statutes of 2000, expanded the existing Cal Grant program to guarantee that
college students who meet specified academic and financial need criteria are en-
titled to receive financial assistance to attend college. Through this measure, which
received national recognition, California has demonstrated a strong commitment to
ensuring access to affordable higher education.

The Cal Grant program provides various levels of grant awards depending on a
student’s academic achievement, family or student income, and type of institution
attended. The maximum award is currently $9,708 for those students who attend
private universities. In addition to regular Cal Grant awards for undergraduate
students, a Cal Grant T award is available to graduate students who are working
toward a teaching credential. The 2002-03 Budget provides a total of $694.3 mil-
lion for all types of Cal Grants, an increase of $354.6 million, or 104.4 percent, over
the $339.7 million budgeted in 1998-99.

Demanding Accountability

At the inception of this Administration, the Governor called upon the UC, the CSd,
and the CCC to shift their focus and view of all the schools in California as one
system of education for all our residents and our State. This call recognized that
enormous resources and talent are available in our institutions of higher education
and must be made available to help elementary and secondary students succeed,

9

be ready for college, and be equipped to graduate from college. 1\
|
Partnership Agreement with UC and CSU—The Partnership Agreement with the A\
UC and the CSd ties annual available funding from the State to progress by the —\
segments in achieving their accountability goals. These goals include: 1 1\1‘?
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Admitting all eligible applicants.

R
“0

Increasing the number of Community College transfers by six percent a year.

K2
“0

Increasing teaching workload.

R
“0

Reducing the average length of time to degree for undergraduates and.

R
“0

Improving professional development provided to K-12 teachers.

Both UC and CSU have made tremendous progress in each of these areas of
accountability. Over the last four years through the 2002-03 Budget, over $1.4 bil-
lion in funding has been provided to the UC and the CSU under the Partnership
Agreement.

Partnership for Excellence with the CCC—Similarly, the Partnership for Excellence
with the CCC contains accountability measures to be met in exchange for the
State’s continuing funding commitment. During the four years of this Administra-
tion through the 2002-03 Budget, $1 billion has been budgeted for the Partnership
for Excellence. The CCCs’ Partnership accountability goals include increasing the
number of students who transfer from a community college to a baccalaureate
institution; increasing the number of degrees and certificates awarded; increasing
the overall rate of successful course completions; providing increased workforce
development; and increasing the number of students who improve their basic skills.
Based on data, from 1998-99 to 2000-01:
% The number of transfers to four-year colleges and universities has increased by
7 percent, allowing nearly 3,000 more students to transfer.

% Successful course completions within vocational education have increased
nearly 10 percent from 1997-98 to 1999-00. As a result, nearly 50,000 addi-
tional students were able to obtain specialized skills necessary to fill the
workforce needs of California’s diverse and competitive business environment.

« Basic skills improvement has increased by over 11 percent from 1997-98 to
1999-00 to enable 7,000 more students to achieve academic improvement that
will help make these students productive Californians.
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K-12/Higher Education Collaboratives

The UC and the CSU share responsibility for enhancing the academic preparation
and performance of K-12 teachers and students desiring to continue their education
after graduation. Over the course of this Administration, both the UC and CSU have
participated in numerous collaboratives with K-12 teachers and students. Some of
the key initiatives are highlighted below:

Professional Development for Teachers in Core Subjects—The UC operates
Subject Matter Projects in six subject areas designed to enhance the academic

content knowledge, teaching effectiveness, and student achievement of

K-12 teachers. In 2000-01, this concept was expanded to provide professional
development for teachers in K-12 schools.

Chapter 77, Statutes of 2000, established the California Professional Development
Institutes for reading, English language development for English learners, high
school English, elementary mathematics, algebra, and high school mathematics. In
the first year, 861 contract providers served 43,913 participants who work in

4,227 schools located in every county in the state.

In 2001-02, the Governor established the Mathematics and Reading Professional
Development Program to provide all of the State’s teachers with training in either
one or both of these key topics, depending on which subjects and grade levels they
teach. All of these teachers should receive training under this program by the end
of 2005-06.

In addition, the CSU operates the Faculty-to-Faculty Alliance in which CSU profes-
sors and California high school teachers in mathematics and English work to im-
prove the achievement in those subject areas; and the Learning Assistance Pro-
gram, which recruits CSU students to tutor high school students in English and
mathematics.

Professional Development in Education Technology—The CSd also acts as a
partner with UC, K-12 school districts, county offices of education, and independent
colleges to operate the Education Technology Development Program. Modeled
after the Professional Development Institutes discussed above, this Program trains
teachers on the use of technology in the classroom.
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UC’s budget also includes $500,000 for UC to administer the Governor’s Teachers
Scholars Program, including participant recruitment and scholarship fundraising.
This program, enacted by Chapter 2, Statutes of 1999, of the First Extraordinary
Session, recruits highly talented students who wish to become teachers in schools
with a high percentage of low-income or English language learners to attend a
rigorous teacher preparation program that culminates in the award of a Master’s
degree. Up to 400 participants will receive scholarships, funded through private
donations that cover university fees and mandatory campus-based fees.

Governor’s Principal Leadership Institutes—Chapter 2, Statutes of 1999, of the
First Extraordinary Session, provided $1 million for master’'s degree programs to
help meet the demand for highly trained school-based management personnel.

Increasing Access to Advanced Placement (AP) Courses—The Governor desig-
nated the UC as the lead agency for developing on-line AP courses to help students
who attend schools that offer no or very few AP courses. Completion of AP courses
can make a significant difference in helping students to gain admission to the
college or university of their choice. In Fall 2001, the program served 180 schools
with enrollment of 2,100 students, an increase of 1,136 students over Spring 2001.

Promoting Cutting-Edge Research

The 2001-02 Budget included the initial installment of a commitment to provide the
UC with $75 million a year for four years to develop three world-class centers for
cutting edge research in science and technology. The Administration provided
funding for a fourth institute in 2001-02. State funds are matched on a two-to-one
basis from non-State funds. Including funding proposed in the 2002-03 Budget, a
total of $265 million has been budgeted for these institutes ($84.8 million General
Fund, $180.2 million lease revenue bonds).

With the establishment of these institutes, California will maintain its premier stand-
ing in science and technology and economic competitiveness, while fostering new
educational environments for students who will become our next generation of
scientists and technological leaders.

The following four Institutes are already underway:

% The California NanoSystems Institute, at UCLA in collaboration with UC Santa
Barbara.

« The California Institute for Telecommunications and Information Technology, at
UC San Diego in collaboration with UC Irvine.
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% The California Institute for Bioengineering, Biotechnology and Quantitative
Biomedicine, at UC San Francisco in collaboration with UC Berkeley and
UC Santa Cruz.

0

« The Center for Information Technology Research in the Interest of Society at
UC Berkeley, in collaboration with UC Davis, UC Merced, and UC Santa Cruz.
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Assuring
Public Safety

California Responds To Terrorism

—l-l"le events of September 11, 2001, have created urgent new needs for
emergency response capabilities and protective measures to ensure the security
of the public and critical infrastructure. At all levels of government, response
plans are being developed as new intelligence becomes available and as public
safety and health agencies assess potential threats.

In the aftermath of September 11, the Governor acted quickly to ensure
California’s vital infrastructure resources were secured, our supply of drinking
water safe, and our health officials prepared. This Administration provided care
and resources for the survivors of California’s victims and for those that answered
the call and traveled to Ground Zero.

This Administration also created the California Anti-Terrorism Information Cen-
ter—the first of its kind in the country—to ensure that state and local law en-
forcement officials are sharing intelligence information among themselves and
with federal officials to detect, prevent, and respond to possible acts of terrorism.

In addition, California’s scientists, researchers, and inventors are working inten-
sively to develop innovative solutions to combat threats of terrorism, whether
through advanced screening devices or stopping tanker trucks from becoming
rolling weapons of mass destruction.

The Administration has directed State agencies to assess threats on an ongoing
basis and develop appropriate responses. Some of the needs and potential
funding sources to respond to the threat of terrorism have been identified, while
others are still being developed.

The Governor has joined leaders in other states in requesting financial assistance
to meet growing domestic security expenses. The Budget anticipates the receipt
of up to $350 million in federal funds to offset anti-terrorism costs, applying
$183 million of these funds during 2001-02 and 2002-03 as follows:

% $129.1 million for the California Highway Patrol ($39.5 million in 2001-02,
$89.6 million in 2002-03).

< $24 million for Caltrans in 2001-02.
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% $9.9 million for the Military Department ($3.9 million in 2001-02 and $6.0 mil-
lion in 2002-03).

K2

% $20 million for other State agencies.

The remainder of the funds will be used for other high priority State and local needs.
Some of the additional needs for which federal funding would be appropriate in-
clude, but are not limited to the following:

% Local law enforcement’s protective and investigative functions and additional lo-
cal fire, EMT, and emergency response capabilities.

« Expanded risk assessment and protection of significant State assets (including
the activities described below).

% The California Anti-Terrorism Information Center at the Department of Justice.

« Expanded capacity to detect and respond to bioterrorism at both the State and
local level.

PROTECTION AND INTERDICTION

+ California Highway Patrol (CHP)

< Additional Staffing During Alerts—On September 11 and for the follow-
ing five days, the Administration placed the CHP on twelve-hour shifts to
provide increased disaster response capacity and protect sensitive public fa-
cilities. Following further alerts from federal agencies, the CHP again re-
sponded with extended shifts for 11 days in October and 5 days in Novem-
ber. These alerts are expected to continue in the future as intelligence is de-
veloped about specific or general threats. The Budget proposes $34.9 mil-
lion for overtime costs in 2001-02 and $32.5 million in 2002-03.

#+ Additional Air Surveillance—The Budget includes $4.6 million for
2001-02 and $5.7 million in 2002-03 to increase CHP air surveillance
hours. The cost of adding five helicopters and crews to increase air cover-
age to 24 hours a day, seven days per week, is $21.0 million in 2002-03.

< Additional Staff for Protection of Key Facilities—Since the September 11
terrorist attack, the CHP has redirected 101 officers on an ongoing basis to
patrol key public and private facilities. Facilities receiving additional protec-
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tion include major bridges, nuclear power plants, health labs, and other ma-
jor public facilities. The Budget proposes $9.6 million for new officers to re-
store road patrols.

Additional Staff for Truck Inspections—The Budget proposes $16.1 mil-
lion for 168 officers and support staff to continue to provide 24-hour staffing
at 18 key weigh stations. In addition to their usual duties, CHP has in-
creased inspection of all trucks, cargo, and vehicle operations.

Emergency Command Operations and Task Forces—The Budget reflects
$2.2 million and 24 personnel years for CHP officers participating in
numerous task forces and liaison activities with other federal and state
agencies. The Budget also includes $2.5 million for protective equipment
for patrol officers.

Military Department

Bridge Security Mission—The Governor directed the California National
Guard to provide security protection at the Golden Gate, San Francisco-
Oakland Bay, Vincent Thomas, and Coronado Bridges in response to the af-
termath of the terrorist activity on September 11, 2001. Currently, there are
93 soldiers assigned to this duty. It is anticipated that $3.9 million in
2001-02 and $6 million in 2002-03 in federal funding will be received to
cover the costs of this mission.

Department of Justice

K3
o

California Anti-Terrorism Information Center—In 2001-02, the Depart-
ment of Justice will spend $1.85 million to implement the California Anti-
Terrorism Information Center ($1.5 million redirected from existing re-
sources and $351,000 of federal funds received from the Office of Criminal
Justice Planning). The Center supports anti-terrorism law enforcement ac-
tivities by providing a state-level criminal intelligence database and by coor-
dinating efforts and information with federal law enforcement. The data-
base will track and analyze potential terrorist-related activity and consolidate
information on a statewide level. It is expected that the Center will be
funded from federal funds in 2002-03.

Department of Parks and Recreation

e
o

Protection of Dams—The Department will spend $260,000 to provide in-
creased security for dams where it operates a recreational program.
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Department of Transportation (Caltrans)

+ Bridge Security—The Budget reflects $24.2 million in 2001-02 for the cost
of new surveillance systems, fencing, and other security improvements for
the State’s major bridges.

Local Government—Local jurisdictions are incurring costs for police protection
of public and private buildings, airport security, increased security for public
events, hazard and weapon detection equipment, protective clothing and equip-
ment, additional emergency response and security equipment, capital improve-
ments for public buildings, and increased public health activities. It is antici-
pated that a portion of the federal funding likely to be received will be available
to assist local governments with these costs.

DisasTER RESPONSE AND PREPARATION

L)

Office of Emergency Services (OES)

< Initial Response to September 11 Events—OES dispatched staff to assist
the State of New York in search and recovery operations. OES headquarters
operations were on alert status following the events.

<+ Ongoing Planning and Preparation—The State Strategic Committee on
Terrorism and OES staff have engaged in a series of planning activities fo-
cusing on local training and response preparation needs.

Department of Food and Agriculture

<+ Risk Assessment—State staff and consultants are currently assessing the
risks to the state’s agricultural resources and food production industry, and
implementing security and response plans.

Emergency Medical Services Authority (EMSA)

<+ Support for Disaster Response—Staff assisted OES and the State of
New York immediately following September 11. The EMSA is continuing its
disaster planning efforts and stores emergency medical equipment for use
in response to any disaster.

2002-03

Governor's Budget Summary 32




ASSURING

PUBLIC SAFETY

PusLic HEALTH PREPARATIONS FOR BIOTERRORISM

K3
o

% Department of Health Services

Support for Local Public Health Departments and Ongoing Public
Health Responsibilities—The Governor provided $5 million in 2001-02 for
grants to local public health agencies to increase their ability to detect and
respond to bioterrorism and chemical attacks. The Department maintains
broad, ongoing responsibility for communicable disease prevention and the
safety of food, drinking water, drugs, and radiological devices, including re-
lated activities that respond to biological and chemical threats.

Lab Security and Operations—The Department'’s two laboratories have
analyzed a large number of suspected substances since September 11. To
protect this essential capacity to detect biohazards quickly, the Department
has provided additional security for the laboratories.

Public Health Response to Bioterrorism Activities—The Department is
expending $2.6 million on four focus areas that will further public safety:
preparedness planning and readiness assessment, surveillance and epide-
miology capacity, improved laboratory capacity for biological and chemical
agents, and health alert network training.

Enhanced Rapid Health Electronic Alert, Communication, and Training
System (RHEACTS)—The Department has sought supplemental funding
from the federal government to provide support to 19 local health jurisdic-
tions for bioterrorism planning and preparedness, and to expand a secure
web site and call system to better serve state and local public health depart-
ments by improving their alert, communications, and training systems. In
addition, the Department has also sought additional resources for local
health jurisdictions to build local infrastructure that will provide surveillance
capabilities and alert and communications systems for hospitals, clinics,
and pharmacies.

« Various State Agencies

e
o

Mail Handling—Several departments handle large volumes of mail and are
undertaking efforts to protect employees from exposure to biochemical haz-
ards. The California Highway Patrol’s information on protective measures
has been accessed on the CHP’s website by over 20,000 people and has
been distributed in hard-copy to over 7,500 public and private entities.
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Continuing Public Safety and Protection

Although the events of September 11 and the responses to them have necessitated
an urgent and concentrated focus of attention and resources to protect against
future potential terrorist threats, public safety is a primary ongoing responsibility of
all levels of government.

Significant expansion of funding for public safety has been provided over the course
of this Administration. Significant State and local funding for public safety is dis-
cussed below.

STATE-LEVEL LAW ENFORCEMENT

2

+ Department of Justice—Consistent with the Administration’s commitment to
public safety, the Budget maintains funding for the Department’s various law en-
forcement programs to allow them to continue to fulfill their public safety mis-
sion. Specifically, to continue to address critical areas such as sex offender en-
forcement, forensic services, and narcotics enforcement, the Budget includes
the following:

% $22.2 million for the Bureau of Investigation ($16.1 million General Fund),
including $10.9 million for Sexual Predator Apprehension Teams to monitor,
investigate, and apprehend serious and high-risk sex offenders who fail to
comply with sex offender registration requirements or violate conditions of
probation or parole.

% $59.2 million for the Bureau of Narcotic Enforcement ($38.1 million Gen-
eral Fund). Of this amount, $14 million for the California Methamphetamine
Strategy which targets all facets of methamphetamine production and traf-
ficking. This systematic approach places emphasis on preventing chemi-
cals from being sold to criminals, in addition to preventing the financing of
these purchases.

% $51.2 million for the Bureau of Forensic Services ($37.5 million General
Fund) to perform forensic analysis—including the continual enhancement
of the DNA Data Bank Program—and to provide forensic services for other
State agencies and local government.

In addition, the Budget proposes additional funding for the following to assist in
the protection and safety of both peace officers and the public:
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% $1 million for the initial implementation of an Armed Prohibited Persons Da-
tabase to identify individuals who illegally possess a firearm.

% $596,000 to create a hate crime intelligence database to provide timely
criminal intelligence information via a state-level, automated database to as-
sist local law enforcement with the analysis of hate crime data.

% California Highway Patrol (CHP)—The Highway Patrol is the State’s largest law
enforcement agency. The Budget includes $1.2 billion for 7,230 officers and
3,205 support staff. Despite financial pressure on the Motor Vehicle Account,
the CHP’s principal funding source, the Budget maintains recent increases in
CHP capacity, as follows:

% $28 million was added for 241 officers for road patrol in the previous two
budgets.

% $3.5 million was added for 20 officers dedicated to enforcing safety rules for
farm labor vehicles in the last two budgets.

LocaL LAw ENFORCEMENT

This Administration has provided significant resources to local governments for
public safety purposes, including, but not limited to, funding for front-line law
enforcement personnel, juvenile crime prevention programs, and high-technology
grants for local law enforcement, as well as funding to fight high technology crime
and identity theft and to reduce methamphetamine offenses. (See State-Local
Assistance section for more details.)
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Maintaining the Health
Care Safety Net

Expanded Health Care Coverage
for California’s Uninsured Families

—l-ljle Administration has continued its commitment to enroll uninsured
Californians into State-sponsored health insurance programs by funding caseload
associated with recent expansions within the Healthy Family Program (HFP) and the
Medi-Cal program. These caseload expansions now cover 1.3 million previously
uninsured beneficiaries (see Figure A).

Figure A
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HFP expenditures grew from $290.5 million ($96 million State funding) in 1999-00
to0 $795.1 million ($289.1 million State funding) in 2002-03, an increase of

$193.1 million State funding, or 201 percent. During the same period, year-end
caseload is estimated to grow from 296,500 children to 644,000 children by the end
of June 30, 2003. This Administration has provided total cumulative four-year
funding of $2.4 billion ($839.8 million State funding) for the HFP.

Due to the recent economic downturn, the Administration is proposing to delay
HFP Parent Expansion until July 2003. Because of this delay, the Budget reflects
Tobacco Settlement Fund savings of $54.3 million in 2001-02 and $160.5 million in
2002-03. This funding has been redirected to ensure adequate funding for all
children eligible for the HFP or Medi-Cal program. The Administration will continue
to pursue approval of the waiver for the Parent Expansion from the federal government.

Mepi-CaL

Because of the delay in the proposed HFP Parent Expansion, the Administration
reduced funding for Medi-Cal/HFP outreach activities. The Budget proposes to
reduce a total of $20.7 million in media campaigns and other outreach activities for
adults. However, the Administration proposes to retain the $6 million augmentation
for school-based outreach to children.

In addition, the Budget proposes to implement two bills signed into law that will
further expand access to health care for California’s uninsured children through
Express Lane eligibility, as follows:

« Chapter 894, Statutes of 2001 (AB 59), will facilitate enrollment into the HFP
and the Medi-Cal program for uninsured school children who are receiving free
school lunches under the National School Lunch Program. This new expansion
will result in approximately 21,200 additional children in 2002-03 and nearly
35,000 additional children in 2003-04 receiving health coverage.

« Chapter 897, Statutes of 2001 (SB 493), will expand the ability of families receiv-
ing food stamps to enroll in the HFP and the Medi-Cal program by requiring
counties to send HFP and Medi-Cal enrollment information to families receiving
food stamps upon annual eligibility redetermination. It is expected that this ex-
pansion will result in an additional 14,900 parents and children receiving health
coverage in 2002-03.

L)

The 2002-03 Budget provides an augmentation of $42.1 million ($21 million
General Fund) to support these expansions.
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Moreover, despite the economic downturn, the Administration has maintained

recent Medi-Cal program expansions that continue to provide access to health care

for more uninsured Californians. Medi-Cal eligibility has been expanded to provide

no-cost benefits to:

+ Low-income families with incomes at or below 100 percent of the federal pov-
erty level (FPL).

% Aged, blind, and disabled persons with incomes below 133 percent of the FPL.
% Working disabled individuals up to 250 percent of the FPL.

Beginning January 2001, the Administration simplified the complex eligibility
process by:

2

+« Eliminating quarterly status reports.
% Establishing continuous eligibility for children.

% Establishing eligibility for persons leaving California Work Opportunity and Re-
sponsibility to Kids (CalWORKs) until their annual Medi-Cal redetermination
date.

Provider Rates—The 2000 Budget Act included provider rate increases totaling
approximately $800 million ($403 million General Fund). These rate increases
included:

+ Increases ranging from 20 percent to 39 percent for physician services provided
under the California Children’s Services, Early and Periodic Screening, Diagno-
sis, and Treatment, and Neonatal Intensive Care Programs.

+ Increases ranging from 4.5 percent to 10.1 percent for providers of long-term
care services.

% Increases ranging from 6.8 percent to 130 percent for physician, dental, home
health, medical, and other services.

Given the State’s current budget shortfall, it is necessary to partially rescind the N
2000-01 rate increases enacted for the latter group of providers above to reflect a T
savings of $155.1 million ($77.6 million General Fund). These reductions will be N
allocated in such a manner as to leave intact the rate increases for providers of
children’s services and long-term care services. The Administration views these \'l 1“?
1
2
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reductions as temporary, and intends to restore funding for provider rates when the
State’s fiscal condition improves.

Additionally, the Budget proposes to require co-payments from Medi-Cal recipients
to the extent permitted by federal law. These payments, ranging from $1 to $3 (or
up to $5 for emergency room services), will be deducted from provider reimburse-
ments. Net savings are expected to reach $61.2 million ($30.6 million General
Fund). With this change, California’s co-payment requirements will be closely
comparable with those of the most populous states.

The DHS will convene a work group to determine the appropriate mechanism to
achieve these savings while ensuring that provider rates are no lower than the
1999-00 reimbursement levels. Any necessary adjustments to the Budget will be
submitted as part of the May Revision.

Hospital Outpatient Services—This Administration also proposes $510.1 million
($255.1 million General Fund) to provide a one-time payment to hospitals to ad-
dress previous years’ reimbursement levels and to increase hospital outpatient
reimbursement rates effective July 1, 2001, pursuant to the settlement of the Ortho-
paedic Hospital lawsuit. Of this amount, the 2001 Budget Act included $160.1 mil-
lion ($80.1 million General Fund) to increase reimbursement rates by 30 percent for
outpatient services. In addition to the 30 percent increase, the provider rates for
outpatient services will increase annually by an additional 3.33 percent for the next
three years.

However, at this time, the federal government has yet to approve federal financial
participation for the retroactive payment of $350 million ($175 million General
Fund). The Administration proposes to proceed with providing the 30 percent rate
increase by delinking it from the delayed retroactive payment in order to provide this
critically needed funding to hospitals.

Emergency Medical Services

Trauma Support—The 2001 Budget Act included a one-time augmentation of

$30 million for the Emergency Medical Services Authority (EMSA) to enhance
California’s trauma care system. In the November 2001 Proposed Reduction in
2001-02 Spending plan, the Administration suspended the entire $30 million
augmentation for trauma care due to the dramatic decline in General Fund rev-
enues. However, during the 2002-03 Budget development process, spending
reductions were made in other areas to accommodate the restoration of the major-
ity of these funds in the current year. As a result, the Administration will be releasing
$25 million to trauma centers in 2001-02. The Administration continues to propose
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to revert the remaining $5 million for local trauma system planning. This funding
was provided for one-time planning activities, and Local Emergency Medical Service
Agencies may apply to EMSA for federally-funded grants for trauma planning.

Public Health Improvements

Targeting Tobacco Settlement Revenues for Health Care—The 1998 Master
Tobacco Settlement requires tobacco companies to make payments to the states
totaling an estimated $206 billion nationally through 2025. California is projected to
receive an estimated $25 billion over 25 years. In 2002-03, the State expects to
receive approximately $474 million. In addition, $64 million of unspent funds
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appropriated in 2001-02 are available in 2002-03. Tobacco Settlement revenues are
deposited into the Tobacco Settlement Fund
(TSF) upon receipt. Proceeds in the TSF
are used exclusively to support health care
programs. For 2002-03, the following health
care programs will be funded from the TSF
(see Figure Q):

L)

Healthy Families Program (HFP)
($247.1 million)— Health care to unin-
sured children whose family income is
between 100 and 250 percent of

the FPL.

Access for Infants and Mothers (AIM)
Program ($1.6 million)—Health care
for infants within the program between
the ages of two months and one year
with family incomes that are between
200 and 250 percent of the FPL.

Medi-Cal Expansion ($127.1 million)— A portion of the Medi-Cal eligibility and
benefit expansions under Section 1931 (b) of Title XIX of the Social Security Act
that will benefit two-parent working families with net family incomes up to

100 percent of the FPL.

Youth Anti-Tobacco ($35 million)—Grants to local nonprofit organizations to
reduce smoking among teens and college-aged youth. This amount reflects a
$15 million increase over the 2001 Budget Act funding level. Combined with

J
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Figure C
Tobacco Settlement Fund
(Dollars in Thousands)
Revenues $474,400
Prior Year Carryover 63,905
Total Resources $538,305
Expenditures:
Healthy Families Children $247,156
Access for Infants and Mothers (AIM) 1,636
Medi-Cal Expansion:
Section 1931(b) of Title XIX of the Social Security Act 127,097
Breast and Cervical Cancer Treatment 16,803
State-Only Breast and Cervical Cancer Treatment 11,113
Prostate Cancer Treatment 20,000
Expanded Access to Primary Care Clinics 17,500
Youth Anti-Tobacco 35,000
Securitization Payment 62,000
Total Expenditures $538,305
Ending Balance $0
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Proposition 99 funds under the Department of Education and the Department of
Health Services, the State will spend a total of $149.5 million in 2002-03 on
anti-smoking and tobacco cessation efforts.

% Breast and Cervical Cancer Treatment ($27.9 million)—Breast and cervical
cancer treatment to individuals with incomes up to 200 percent of the FPL.

% Prostate Cancer Treatment ($20 million)—Prostate cancer treatment to men
with incomes up to 200 percent of the FPL.

% Expanded Access to Primary Care ($17.5 million)—Grants to local commu-
nity health clinics to provide health care to children with family incomes up to
200 percent of the FPL who are ineligible for either Medi-Cal or the HFP.

Tobacco Settlement Securitization Payment—To prevent further reductions to
valuable health care programs, the Budget proposes to issue a $2.4 billion bond
backed by Tobacco Settlement Fund revenues. The bond proceeds will be placed in
the General Fund to maintain the health care safety net for the state’s most vulner-
able residents. The Tobacco Settlement Fund securitization will operate similar to a
lease revenue bond, in which a revenue stream, in this case a portion of Tobacco
Settlement revenues, will be committed to service debt payments. These debt
service payments will equal $62 million for 2002-03, and $190 million for 22 years
thereafter.

Child Health and Disability Prevention Program—To provide more comprehen-
sive, full-scope health care to children and maximize the use of available federal
funds, the Budget proposes to shift the Child Health and Disability Prevention
(CHDP) program caseload to Medi-Cal and the HFP. The CHDP program provides
health assessments for early detection and prevention of disease and disabilities to
children with family incomes up to 200 percent of the FPL. Since taking office, this
Administration has expanded Medi-Cal and the HFP to provide comprehensive
health care to an additional 1.1 million children. Most children who receive CHDP
benefits are now eligible to receive comprehensive health care coverage from one of
these two programs.

The CHDP program is currently funded with 90 percent State funding, while the
Medi-Cal program receives a 50 percent federal match and the HFP receives a
65 percent federal match. Shifting CHDP-eligible children into either Medi-Cal or
the HFP will allow the State to maximize the receipt of federal funds, producing
savings of $69.5 million ($6.2 million General Fund and $63.3 million Tobacco
Settlement Fund).
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The Budget restores $10 million General Fund to the Expanded Access to Primary
Care (EAPC) program in both 2001-02 and 2002-03 originally proposed for reduc-
tion in the November 2001 Proposed Reduction in 2001-02 Spending plan. The
Budget also includes an additional $17.5 million Tobacco Settlement Fund for the
EAPC program to continue to provide health assessments to children with family
incomes up to 200 percent of the FPL who are ineligible for either Medi-Cal or the HFP

The Director of the Department of Health Services (DHS) will convene a stakeholder
work group to solicit input on a comprehensive plan to implement this proposal that
will maximize the number of CHDP children who will enroll in either Medi-Cal or the
HFP. The outcome from this effort will be presented as part of the May Revision.

Childhood Lead Poisoning Prevention Program—To better protect California’s
children from the adverse effects of lead exposure and to help improve educational
outcomes among these children, the Budget provides an increase of $7.2 million
and 8 positions (7.6 personnel years), to implement a comprehensive programmatic
restructuring plan and to continue existing workload formerly performed by limited-
term positions. The restructuring plan will provide for the reorganization, redesign,
and implementation of a new, improved Childhood Lead program.

The benefits to children of this restructuring plan are numerous:

% More lead-exposed children will be identified, treated, and the source of their
lead poisoning eliminated. With prevention of the long-term consequences of
lead poisoning, these children will be able to more fully realize their educational
potential. Costs for special education and other long-term support services will
be reduced or prevented entirely.

% Sources of lead in the environment will be properly identified and managed, thus
preventing future lead exposure and poisoning.

% The program will improve compliance with the Childhood Lead Poisoning Pre-
vention Act of 1991 and other State and federal mandates.

This will be accomplished through the following activities:

+ Universal Reporting of Blood Lead Testing Results—The DHS will now re-
quire laboratories to report all lead blood tests to the State.

+ Accountability Measures—The DHS will implement a performance-based ap-
proach that includes specific outcome measures and performance targets at the
State and local levels.
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+ Increased Enforcement Provisions—Proposed additional statutory enforce-
ment tools will ensure that State and local jurisdictions have the means to re-
duce lead contamination in the homes of lead-exposed children and in other
settings.

+ Improved Case Management Services Performed by Local Health
Jurisdictions—Improved case management will ensure that children with el-
evated lead levels are treated and that local sources of lead contamination are
better identified and removed.

% Increase in Childhood Lead Poisoning Prevention Fees Paid By Gasoline
and Paint Manufacturers—The Budget assumes that Childhood Lead Poison-
ing Prevention Fees will be increased to the limit currently authorized under pro-
gram regdulations.

Strengthening Long-Term Care

Despite the recent economic downturn, the Administration is maintaining its effort
to protect California’s elderly population. The Budget continues to pursue the goals
of helping California’s seniors remain at home and enhancing the quality of care in
nursing facilities.

The DHS’ Licensing and Certification (L&C) Program is responsible for the licensure
and certification of California’s nursing facilities to ensure quality patient care. The
Budget includes $28.1 million ($12.3 million General Fund) to fulfill the goal of
providing quality care to seniors, an increase of $5.3 million ($2.7 million General
Fund) over the 2001 Budget Act.

The increase of $5.3 million ($2.7 million General Fund) and 55.5 positions will
allow L&C to begin implementation of Chapter 684, Statutes of 2001 (AB 1075).
This legislation requires a revised reimbursement methodology to be in place by
August 1, 2004, and regulations, effective August 1, 2003, establishing revised
staffing standards for nursing homes. These activities are aimed at increasing the
quality of nursing home care, as well as ensuring beneficiary access to the appropri-
ate level of care.

£ The new reimbursement methodology will be partially based on the acuity level of
I residents in each facility, allowing facilities to be reimbursed at a level that more
a closely matches actual costs.
gz Current law requires that facilities provide 3.2 hours of care per day to each patient.
err The new staffing standards will consist of a ratio of caregivers to patients, ensuring

~ \ that sufficient medical staff is available at all times to meet the needs of nursing
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home residents. Sulfficient staffing is a major factor in providing the appropriate
care to patients.

The Budget continues $1.4 million ($535,000 General Fund) provided in 2001-02
to further the goals of the Aging with Dignity Initiative to maintain the Centralized
Complaint Unit (CCU), allowing the DHS to address nursing home complaints in a
consistent and expedient manner.

Prior to the establishment of the CCU in 2001-02, nursing home complaints were
directed to individual Medi-Cal field offices throughout the state. The prioritization
of each complaint was addressed by the field offices. This sometimes resulted in
inconsistent investigations and disciplinary actions. All complaints are now directed
to the CCU for prioritization and assignment.

The Budget also includes $21.4 million ($9.1 million General Fund) in continued
funding for the following activities, first undertaken in 2000-01:

% Unannounced Inspections of Nursing Homes—$10.9 million ($3.9 million
General Fund) to increase the frequency and unpredictability of nursing home
inspections.

% Intensive Review of Poor-Performing Nursing Homes—$4.1 million ($2.5 mil-
lion General Fund) to expand a successful pilot program to provide increased re-
view of nursing homes that fail to meet quality standards.

% Rapid Response to Nursing Home Complaints—$3.9 million ($2.2 million
General Fund) to guarantee response within 48 hours to non-emergency com-
plaints regarding patient care.

% Fiscal Solvency Review Advisory Board—$500,000 General Fund for the Fis-
cal Solvency Review Advisory Board. The Board protects nursing home patients
from unnecessary transfers and disruptive closures by recommending appropri-
ate fiscal standards for nursing homes to prevent bankruptcies and interruptions
in care.

% Quality Awards Program for Exemplary Nursing Homes—S$2 million (Federal
Citation Penalties Account) remains from an original augmentation of $10 mil-

9

lion ($8 million General Fund) to establish the Quality Awards Program. Due to 1\
the recent economic downturn, an $8 million General Fund reduction is pro- I
posed in the Budget. However, $2 million remains available to provide grants to W\
facilities to fund innovative proposals that will further enhance patient care. —
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EXPANDING CHILD CARE

OPPORTUNITIES

Expanding Child Care
Opportunities

Safe, affordable child care is the most critical element in any successful
welfare to work program and among the most important ways State government
can assist working families struggling to make ends meet. Culminating nearly two
years of study of California’s current child care system, the Administration proposes
a comprehensive reform of the system as reflected in the Governor’s Budget for the
Department of Education (SDE) and the Department of Social Services (DSS). The
policy objectives for this reform proposal include the following:

+ Increasing affordable child care access for over 100,000 children of low-income
working families who are now on waiting lists, through more subsidized slots and
Before and Afterschool programs.

% Ensuring more equitable access for the neediest families, both CalWORKS and
non-CalWORKS families alike.

% Promoting greater cost-sharing for families, particularly those with higher in-
comes, through a graduated fee schedule that increases over time and gener-
ates cost savings that allow other families in greater need to access child care.

% Utilizing existing resources more efficiently to serve more families and curb fu-
ture program costs.

These objectives are accomplished primarily by modifying current eligibility rules,
reimbursement rate limits, and family fees to align more closely with the practices of
other large states, while recognizing the higher cost of living in some regions of
California. The proposed changes are designed to promote greater cost efficiency
within existing resources, which will allow more families to access child care. The
Administration has committed that funds saved through these reforms will be used
to expand access to safe, affordable child care.

The Governor's Budget reflects significant increases for child care over the current
year, as amended by the November 2001 Proposed Reduction in 2001-02 Spending
plan, including an augmentation of $75 million to Before and Afterschool programs.
Expanding Before and Afterschool programs will create an additional 79,000 spaces
for school-aged children of working parents, many of whom are currently on waiting
lists for subsidized care. Additionally, the Budget proposes $9.8 million in one-time

9
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federal funds to be expended over a three-year period for an initiative to provide T
outreach, training, and incentives to license-exempt providers to increase the quality D\
of non-licensed child care. The focus would include use of the State’s Pre-kinder-
darten guidelines, other early childhood development principles, and health and 1\1 “?
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safety issues including expanded Trustline clearances. This initiative recognizes the
current preference in some cultures for use of extended family members and neigh-
bors that has made license-exempt care an integral part of the child care system.

The Administration’s proposal offers subsidized care opportunities for an additional
122,000 children of low-income working parents, the largest expansion of services
in this State’s history. While an estimated 20,000 currently served children may lose
services, they are either over age twelve or are in families, for example, which exceed
$32,000 to $35,000 in annual income (family size of 4), depending upon the county
in which they work and receive care. Still, many of those children could be served
through the expanded opportunities offered through the Before and Afterschool
Program expansion. Additionally, the Administration’s proposal makes a significant
investment in quality and safety for the thousands of families choosing license-
exempt care.

Need for Reform

The need for subsidized child care was greatly increased with the passage of the
State’s CalWORKs program in Chapter 270, Statutes of 1997 (AB 1542), which
established California’s response to federal welfare reform. In an effort to ensure
cash assistance recipients were provided with the services necessary to transition to
the workforce, Chapter 270 also established a three-staged child care assistance
program exclusively for the aided population. Although the statute guarantees child
care subsidies for the duration of cash aid and for a two-year transitional period
thereafter, it provides no guarantee of continued subsidy beyond the two-year
transition period. Continuing the subsidy for all of these families in Stage 3 indefi-
nitely without reform will increase the General Fund costs by $133 million for a total
of $388 million in the budget year alone, growing to more than $650 million in
2004-05 and beyond. The federal government does not contribute additional funds
to support child care beyond the two-year transition period specifically for this
population, so the increased cost would be borne by the General Fund.

Moreover, these costs do not address the needs of the estimated 200,000 to
300,000 children of other low income families currently on waiting lists for subsi-
dized care in the State’s traditional child care programs. Absent reforms in the
current child care system, there remains an inequity in access to child care that
encourages families to seek public assistance in order to access child care subsidies.
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Policy Review

As a result of cost and equity concerns, the Administration directed the State and
Consumer Services Agency to perform a comprehensive review of child care policy
almost two years ago with the objective of identifying policy options for reform. The
initial effort was hampered by a lack of available data on the current populations
receiving subsidies. As a result, the Administration deferred a reform discussion
with the Legislature and continued the status quo by incurring additional costs to
extend services for families who exhausted their two-year transitional child care
benefit. However, the Administration directed, through provisions in the Budget Act
of 2000, that a sampling of caseload be undertaken to determine the characteristics
of the population and profiles of care necessary to model the effects of various
policy choices to resolve the concerns.

The 2001-02 Governor’s Budget continued to advocate a serious reform discussion,
with the assumption that the policy review effort would be completed by early
Spring. Despite delays in the completion of the survey, a report was released in May
2001. That report identified policy options that could accomplish the Administration’s
objectives. Moreover, it documented that California, in comparison to other states’
eligibility, subsidy, and co-payment policies, provides the most generous package of
any other large state. For instance:

% No other state reimburses costs charged by the 93" percentile of the market.

« No other state offers subsidies to those earning 75 percent of the state’s median
income.

% No other state provides subsidies for 13-year-old children.
+ No other state exempts approximately 80 percent of families receiving services

from a share of costs. Every state charges a fee to most every family receiving
subsidized services.
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Proposed Reforms

The Administration’s proposal includes the following specific changes beginning
July 1, 2002:

ELiGiBILITY CHANGES

+ Reduction in income eligibility from 75 percent of the state median income
(SMI) to 66 percent for the four highest cost counties in the Bay area; to 63 per-
cent of SMI for other high cost counties; and 60 percent for remaining counties.
(Income limits would be reduced for a family of 4 from about $40,000 statewide
to about $35,300 in highest cost counties and to about $32,000 in remaining
counties). This recognizes higher cost-of-living and consequent need for child
care at relatively higher income levels.

+« Elimination of services for 13-year old children and families grandfathered by
Chapter 270 whose incomes exceed current eligibility levels. As mentioned ear-
lier, no other state provides subsidies for 13-year old children, and higher in-
come families are less needy than those on waiting lists.

+ Simplification of annual family income limit adjustments, including adjustments
for different family sizes. Current limits for family sizes are based on annual fed-
eral income sampling for a family size of four with limits for other family sizes de-
rived through an algorithm. Median incomes are not tied to the cost of necessi-
ties, and the annual sampling is subject to irregular increases and decreases
from year to year. The algorithm’s adjustments for different family sizes are ir-
regular and have little correlation to family costs, as well. Annual adjustments to
eligibility would be based on the change in California Consumer Price Index, and
the algorithm would be replaced by a constant increment utilized by the federal
government in calculating poverty levels, which is updated annually.

ReimBurRseMENT Limit CHANGES

% Reduction in reimbursement limits from approximately the 93 percentile of the
regional market to the nationwide standard of the 75" percentile of the regional

£ market. This change would allow full reimbursement, net of family co-pay-
I ments, to all but the highest priced providers in each county, which fully ensures
71 parental choice in line with federal standards.
Z % Simplification and standardization of market rate limits by eliminating categories
tr or deriving separate rates for infrequently used pricing practices from the most

N
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common practices. Currently, over 60 rates are published for each county or
sub-county region, many of them based on very low sample sizes, which results
in anomalies and may allow some providers to charge excessively. For example,
a day of part-time care can be priced more expensively than full-time care in
some regions for particular age groups. Standardized methods will provide
more statistically reliable market rate limits to be calculated.

FamiLy FEe CHANGES

L)

» Implementation of a three-step, graduated fee schedule that applies to all fami-
lies with certain exceptions, beginning with small amounts at the lowest incomes
and increasing as family income increases:

< The first step is intended for the first five years of a family’s need when chil-
dren typically require full-day or more expensive care.

< The second step begins after five years of care in order to transition a
family’s payments toward the full cost of care. The second stage applies for
two years.

< A third step applies after seven cumulative years of care if the family still
requires assistance. Fees at that level are set with a goal of providing a
significant subsidy, proportional to the family’s income as a percentage
of the full state median income. In other words, a family at 60 percent
of the median income would pay approximately 60 percent of the full
cost of licensed child care.

+ Shifting family fee collections to direct care providers. Shifting collections to di-
rect care providers who must collect fees for non-subsidized children would re-
duce administrative costs for Alternative Payment Program agencies that admin-
ister vouchers. However, rather than capturing these savings, they are retained
for improved waiting list management, accountability and compliance efforts as
addressed below.

WaitiNG List PRIORITIES

o, 9

% Modification of current waiting list priorities. Rather than a strict lowest-income-
first approach, families in the lowest tiers of income working full time with chil- J|
dren under 5 would have first priority after children at risk of abuse or neglect. A\
The Administration recognizes both the hardships of working full time and rais- —\
ing pre-school age children as well as the need for quality child care for infants, 1 1\1‘?
toddlers, and preschool age children as the brain develops. This change will

)T
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ensure subsidies to the neediest of families, regardless of their prior public assis-
tance status, by leveling the playing field for both working poor and former
CalWORKs families when the CalWORKs entitlement period ends.

CoMPLIANCE, ACCOUNTABILITY, AND ADMINISTRATIVE EFFICIENCY

O

+ Additional measures are proposed to increase accountability, compliance, and
efficiency to ensure subsidies are reserved for the neediest families. For instance,
providers would be authorized to collect taxpayer identification or social security
numbers to enable access to the Employment Development Department’s eligi-
bility verification system and other data bases which would facilitate administra-
tive efficiency and improve compliance.

« Phase-out of the existing Extended Day or Latchkey program over a three-year
period with redirection of the $30 million currently devoted to that program to
the Before and Afterschool Learning and Safe Neighborhoods Partnership Pro-
gram. The Before and Afterschool program leverages local participation, fo-
cuses on low-income areas, and is much less administratively burdensome than
the current Latchkey program. It is estimated that reinvesting those dollars will
serve a net minimum of 15,000 additional children annually. Existing Latchkey
programs would have first call on the redistributed funds and may begin to de-
velop the local collaboration efforts now to successfully transition to the newer
program by 2005-06.

Estimated Savings

Implementing the changes discussed above in the budget year is estimated to save
approximately $400 million in the five primary child care programs:

.0

% CalWORKs Stage 1, which is administered through the Department of Social
Services (DSS).

7
0‘0

CalWORKs Stage 2 and Stage 3 Setaside, administered by the Department of
Education (SDE).

% The primary general subsidy programs of General Child Care and the Alterna-

[ff tive Payment Program, both administered by the SDE.
71 The Administration proposes to reinvest all of the estimated annual savings to
accomplish the goal of increasing the number of slots so that more families may
/r/'r ; receive assistance. As mentioned earlier, this reform proposal creates opportunities

for an additional 122,000 children. This total reflects increases for the Before and

N
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Afterschool Program, net caseload changes in Stages 1 and 2, and new slots cre-
ated through reinvestment of savings from reforms only for the five major programs
for which data was collected. Considering there are several other programs that
would also be affected, including Migrant Child Care, additional opportunities will be
available within those other programs as well. (See K-12 Education section for a
more complete description of caseload changes and how the savings are reinvested.)
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Improving California’s Workforce
Development System

California’s continuing economic competitiveness is increasingly depen-
dent upon an educated and skilled workforce. Workers, however, too often find it
confusing to access job training, job placement, and educational services for career
ladder development in the complex labyrinth of existing State programs. Employers
find it difficult to locate and attract qualified workers for high-skilled, high-paying
jobs as well as for entry-level jobs.

The State’s $4.6 billion ($2 billion General Fund) workforce development system is
comprised of a patchwork of 34 job training programs administered by 13 different
State entities (see Figure A). Services ranging from core employment services to
apprenticeship training and vocational education are provided to over 4 million
California residents annually. Key to sustained economic growth in California is
providing a workforce development system that measures success not by how many
people obtain services, but by how many people obtained jobs, or better-paying jobs
by upgrading their skills. Therefore, the current workforce development system
must be reformed to achieve the following goals:

R

« Promote access and accountability

R

+ Eliminate program duplication

R

< Achieve cost-efficiencies

The current economic condition of the state in which job growth has slipped and

unemployment has risen makes improvements to the existing workforce develop-
ment system an imperative for policymakers. The Administration outlines a four-

pronged reform of California’s workforce development system as discussed below,
and looks forward to working with the Legislature to craft legislation to implement
these improvements.

+ Streamline the existing job training system to provide better access to
services for those out of work and those seeking skills for career ladder
development—The State’s current workforce development efforts are referred
to as a “system” but they are mostly a collection of programs that provide core
employment services and economic development activities, job training for spe-
cial populations, and vocational and adult education. Many of these programs
were enacted to address the job training needs for specific communities, without J|
regard to the need for a fully integrated workforce development system. While A\
much good has been accomplished, the result has also been a complex array of

programs that are duplicative and difficult to access. ,1\1 ?“
1
/o
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Figure A

Job Training Programs in California

(Dollars in Thousands)

2002-03 Budget

\_

Department Program General Fund Other Funds

Core Employment Services and

Economic Development

Employment Development Mainstream Job Service $1,182 $104,180

Employment Training Panel Training and Economic Development Program $0 $76,033

Industrial Relations Apprenticeship Training $0 $3,136

Community Colleges Apprenticeship Training $12,729 $0

Education Apprenticeship Program $15,852 $0

Employment Services for Special

Populations

Aging Senior Community Service Employment $2,024 $7,605

Community Services and Development Community Services $1,000 $53,382

Employment Development Special Veterans Services $0 $19,541

Employment Development Trade Adjustment Act and North American Free $0 $12,030
Trade Agreement Training Programs

Employment Development Workforce Investment Act $0 $611,314

Employment Development Wagner Peyser Grant Special Projects $0 $8,922

Employment Development Federal Welfare-to-Work Grant $0 $58,392

Employment Development Faith-Based Initiative $4,000 $0

Social Services Food Stamp Employment and Training $0 $41,052

Social Services CalWORKs Employment Services $200,385 $1,083,826

Social Services Refugee Assistance Services $0 $19,733

Conservation Corps Training and Work Program $53,504 $30,322

Youth Authority Job Placement Services $674 $0

Corrections Preventing Parolee Crime $0 $7,613
(Job Training Component)

Rehabilitation One-Stop Center Vocational Rehabilitation $167,355 $297,534
Services

Transportation Maintenance Program Youth Job Skills Program $0 $2,532

Transportation On-the-Job Supportive Services $0 $1,331

Vocational and Adult Education

Community Colleges Post-Secondary Vocational Education $374,874 $0

Community Colleges Economic Development Program $40,187 $0

Community Colleges Partnership for Excellence $43,871 $0
(Vocational Component)

Education Secondary Vocational Education $660,755 $0

Education Adult Education $59,296 $7,411
(Vocational Component)

Education Agriculture Vocational Education $4,232 $0

Education Partnership Academies $23,050 $0

Education Regional Occupational Programs and Centers $375,679 $0

Education Workforce Investment Act Match - Vocational $7,022 $0
Education

Education Perkins Vocational Training and Education Act $0 $130,445

Secretary of Education School to Career $2,000 $0

Total $2,049,671 $2,576,334
Grand Total $4,626,005
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The Administration proposes the following actions to facilitate access to services
and achieve a common purpose among the existing job training programs:

< Consolidation of all existing job training programs that provide core employ-
ment services, economic development, and job training services to special
populations under the auspices of a proposed new Labor Agency. The La-
bor Agency would consist of the Employment Development Department
(EDD) and the Department of Industrial Relations (DIR) and their associated
boards and commissions, the Workforce Investment Board (WIB), and the
Agricultural Labor Relations Board.

The benefits to workforce development of establishing a new Labor Agency
include the following:

& Stronger ties between the EDD’s job training programs, DIR’s appren-
ticeship programs, and the WIB'’s workforce development efforts will
maximize billions of dollars in existing job training funds and coordinate
resources to better meet the growing need for workforce education, de-
velopment, and retraining.

¢ Coordination between the existing labor research units in the EDD and
DIR will result in more comprehensive information and data on
California’s workforce and economy to guide workforce development
program planning.

Coordination of activities among these existing State entities under a single
Labor Agency is consistent with the Administration’s objective of having a
workforce development system of component programs that share in a
common purpose.

< Consolidation of all existing apprenticeship programs under the DIR. Cur-
rently, the DIR, Department of Education (SDE), and the California Commu-
nity Colleges (CCC) administer separate apprenticeship training programs to
promote, expand, and develop on-the-job training and apprenticeship pro-
grams with both public and private employers. Consolidation of these pro-
grams could result in administrative efficiencies, better coordination of ap-
prenticeship training needs in the state, and easier access to these pro-

grams by employers and workers. A
J
< Consolidation of all vocational and adult education programs under the D\
CCC. Currently, CCC, SDE, and the Secretary for Education, administer
11 separate vocational and adult education programs. These programs T\
provide the academic knowledge and skills needed to prepare for further | 1R
/N
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education and careers in current or emerging employment sectors, and
serve adults by providing citizenship training and education to improve,
among other things, literacy skills and employability. Consolidation of these
programs could result in administrative efficiencies, better coordination of
vocational and adult educational needs in the state, and easier access to
these programs by workers. Additionally, with this consolidation, the CCC
may establish appropriate regional partnerships with various business and
industry sectors to address workforce development needs.

+ Block grant all existing job training funds, to the extent permitted by
federal law, to consolidate the focus of resources to the various workforce
development needs—For example:

To facilitate the services that would be provided by the State entities under
the proposed Labor Agency discussed above, existing funds for core em-
ployment services, economic development, and job training services for
special populations should be consolidated into a block grant to address
workforce development needs and the manner in which services are pro-
vided more comprehensively. Currently, funding for these programs totals
$2.9 billion ($458.7 million General Fund): $213.1 million ($29.8 million
General Fund) for core employment services and economic development,
including $31.7 million ($28.6 million General Fund) for apprenticeship pro-
grams and $2.7 billion ($428.9 million General Fund) for job training ser-
vices for special populations.

To more effectively respond to the vocational and adult education needs of
workers and employers pursuant to the proposed consolidation of these
programs discussed above, existing vocational and adult education funds
should be consolidated into a block grant. Currently, funding for these pro-
grams totals $1.7 billion ($1.6 billion General Fund): $458.9 million Gen-
eral Fund for CCC programs, $1.3 billion ($1.1 billion General Fund) for
SDE’s programs; and $2 million General Fund for the Secretary for
Education’s programs.

< Apply rigorous standards of accountability to State and local job training
programs. The Administration believes that state and local job training pro-
grams should be held to the same rigorous standards of accountability that were

ﬁ enacted pursuant to K-12 education reform in 1999-00.
71 California established a performance-based accountability system for job train-
T ing in 1996, the Job Training Report Card. The objective of the Report Card is
off to provide a common measure of performance of State and federally-funded

//—\ workforce development programs for several reasons:
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< To inform policymakers on the facilitation of system, program, and instruc-
tional improvement needed as they make State policy and fiscal decisions.

< To advise service providers seeking continuous program improvement.

% To assist consumers in making informed decisions on accessing services
and programs.

Specific outcome measures include, but are not limited to, the following:
< Program completion.

< Job placement and duration of job retention after placement.

<+ Wage gain.

< Academic achievement.

< Return on public investment in job training programs.

Successful implementation of the Report Card accountability system has been
hampered by lack of funding; inadequate participation due to confidentiality
concerns; and overly complex presentation of program information.

The ability to measure job training program performance is essential to improv-
ing the overall performance of California’s workforce development system at the
state and local levels. The Administration intends to redirect existing workforce
development funds to bolster the accountability system begun in 1996 so
policymakers and consumers can identify successful programs and allocate re-
sources appropriately to programs with successful outcomes.

Shift the focus of California’s existing workforce development system from
short-term job training to economic development—As discussed earlier, the
State’s existing workforce development system is comprised of a patchwork of
programs that each provides services to a single constituency of displaced, un-
employed, or unskilled workers. This has resulted in the inefficient expenditure
of job training resources and an inappropriate focus of many of these programs
to effectively respond to the long-term workforce development needs of workers
and employers throughout the State.
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The Administration believes a workforce development system that focuses on
long-term economic development should incorporate the following key
elements:

The system should be comprised of programs that provide opportunities to
acquire basic skills and enter and move up the workforce.

Career opportunities should reflect the needs of larger regional markets
rather than the needs of a single small community.

Job training programs should be responsive to labor market and industry
demands and growth opportunities, rather than provided in isolation of
these considerations.

Primary consideration for the expenditure of job training funds should be
based on the coordinated use of resources and given to working partner-
ships among employers, CCC or other training organizations, local
workforce investment boards, social services agencies and other community
organizations, and government.
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Achieving Energy
Independence

ln 1996, California deregulated the State’s electricity markets. Through a
variety of factors, including a lack of investment in new generation capacity and the
failure of federal regulators to police the market, the electricity market broke down,
leading to a dramatic run up in spot market prices in late 2000 and 2001. The fail-
ure of the market required the State to intervene to keep electricity flowing to
California’s citizens and businesses and led one of the State’s investor-owned
utilities to file for bankruptcy and another to the brink of insolvency.

The Administration acted quickly to secure a reliable supply of power through
conservation, generation capacity, and pressure on the Federal Energy Regulatory
Commission (FERC) to implement price caps.

% California had not built a major power plant in the State in the 13 years prior to
this Administration. The Administration took action to change this situation by
encouraging investment in power plants and expediting the process of authoriz-
ing power plant sites. Consequently, during the past year of this Administration,
more than 18 new power plants totaling 3,961 megawatts (mW) have come on
line. An additional 280 mW of peaker facilities have also become available as a
result of Administration efforts.

« California also has embarked on the most massive conservation effort ever un-
dertaken by providing $770.8 million for conservation programs that resulted in
reducing peak demand by 3,106 mW in the summer of 2001. These programs
include: (1) improved building and appliance energy efficiency standards,

(2) loans, grants, and technical assistance to schools, colleges, local govern-
ments, and the private sector for the installation of more efficient lighting, insula-
tion, and machinery, and (3) rebates to energy customers for the installation of
energy efficient appliances.

« The Administration has further committed to increasing California’s total renew-
able energy production from today’s 12 percent to 17 percent by 2006. The Ad-
ministration ensured this when it extended the Public Interest Energy Research
Program (PIER) and Renewable Energy Program through 2012. Combined,
these programs commit $197.5 million annually to the development of clean, ef-
ficient, and more affordable energy sources.

9

\
% The Administration’s “20/20” Program committed $279 million in incentives to 1
energy customers to reduce their energy consumption. As a result of this and D\
other Administration conservation programs, peak demand was reduced by a
staggering 14 percent, 11 percent, and 9 percent in June, July, and August T\
2001, respectively. 'HR
/N
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% The Administration provided the leadership to bring pressure on FERC to do its
job and rein in an out-of-control energy market. Ultimately, FERC ordered price
caps and required generators to make their power available to California. The
FERC orders have brought at least temporary stability to the market place.
However, these FERC orders would not have happened had it not been for the
Administration’s tireless efforts to document the dysfunctional workings and ex-
cesses of the energy market, and to investigate the true reasons for the power
plant shut downs that constrained energy supplies and helped drive up costs.

Having stabilized the market, the Administration is working, through conservation
and the creation of new generation capacity, to ensure that electricity will continue
to flow to citizens and businesses at reasonable rates. Efforts continue to finance
the State Department of Water Resources’ (DWR) energy purchases so that the
General Fund can be repaid for the funds advanced. Efforts to renegotiate long-
term power contracts are underway so as to garner greater value for the ratepayers
from these agreements.

Assuming that California is able to assure a reliable supply of electricity in the short
term through conservation and additional generation capacity, significant issues
remain:

+«  Who will be responsible for purchasing the “net short” energy after December 31,
2002, when DWR’s existing authority expires?

+« Has the market been restructured appropriately to ensure that sufficient genera-
tion capacity will be forthcoming to assure California’s energy independence?

+ How can the State ensure that the outstanding conservation efforts of California
citizens and businesses continue in 2002 and future years?

The Administration proposes to work collaboratively with the Legislature to address
these issues. Specifically, the Administration proposes to work with the legislative
leadership to address these issues and ensure California’s energy independence.

Purchasing the Net Short

£
Ir In January 2001, pursuant to the Governor's Emergency Proclamation, the DWR
7 began purchasing electricity for the customers of Pacific Gas and Electric Company
7 and Southern California Edison. Generators refused to sell to these utilities because
4~ | of concerns about their ability to pay for power purchased. In February, DWR
o r began purchasing power (the “net short™) for the customers of San Diego Gas and

~ \_ Electric Company.
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Pursuant to authorization provided by the Legislature in AB 1X (Chapter 4, First
Extraordinary Session, Statutes of 2001), DWR entered into long-term contracts for
power. The contracts, along with a number of other factors, have resulted in a
significant decline in the price of power in the market.

Under the provisions of AB 1X, DWR is authorized to purchase power only until the
end of the 2002 calendar year. However, it is not clear whether the investor-owned
utilities (I0Us) on whose behalf DWR has been buying power will be sufficiently
credit worthy to take back responsibility for buying power at that point. The Admin-
istration believes that DWR should stay in the business of buying power only as long
as is absolutely necessary. However, contingencies must be developed to ensure a
smooth transition of this responsibility back to the 10Us.

Market Structure

California’s energy market remains in a state of transition. The recent bankruptcy
filing on the part of Enron, as well as credit rating downgrades for other suppliers,
contributes to ongoing instability and uncertainty in the market.

Underlying this instability are fundamental questions concerning the structure of the
market itself: Will California’s partially deregulated market send the right signals to
suppliers and generators to ensure a stable supply? What part can conservation
play in meeting the State’s power needs? What role should the new Power Authority
play in meeting those needs and helping to stabilize the market?

Though the State has succeeded in ensuring a stable supply of power in the short
term, the risk is that we have not adequately restructured the market to avoid a
repeat of the market dysfunction just experienced. The long lead-times associated
with many energy projects demand a combination of planning and market signals
that will enable California to avoid the sort of boom and bust cycle that created last
year’s crisis.
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Protecting
Consumers

T}is Administration has undertaken a number of initiatives to protect
California consumers from various types of consumer-related crime and fraud, inva-
sion of privacy, breach of security, and predatory lending practices; and has re-
formed managed health care. The Administration continues to demonstrate its
commitment to protect California consumers by providing resources in the areas
discussed below.

Consumer Privacy and Identity Protection

OFFice oF CRIMINAL JusTICE PLANNING

Identity Theft—The Budget continues to provide $3.3 million to the five state task
forces funded through the Office of Criminal Justice Planning’s High Technology
Theft Apprehension and Prosecution Program. This funding is used to train law
enforcement officers and agents on identity theft, develop protocols for handling
identity theft crimes, and enhance interagency coordination efforts.

DEePARTMENT OF CONSUMER AFFAIRS

Office of Privacy Protection—The Budget includes $1.1 million for the Office of
Privacy Protection, which serves as a clearinghouse for privacy related consumer
complaints, education, and information. The Office coordinates with local, state,
and federal law enforcement efforts related to identity theft and privacy-related
criminal investigations, and operates telephone and website resource and referral
services.

DEePARTMENT OF JUSTICE

Telemarketers’ “Do Not Call” List—Pursuant to the enactment of Chapter 695,
Statutes of 2001, the Department of Justice will begin to create and maintain a “Do
Not Call” list of telephone subscribers who do not wish to receive unsolicited and
unwanted calls from telephone solicitors. Specifically, this program will allow Califor-
nia consumers to remove their phone numbers from call lists, providing protection

9

to those consumers who may be vulnerable to unscrupulous sales calls and ensur- 1\
ing privacy for California’s citizens. ]
N
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Predatory Financial Practices

Predatory investment, financing, and lending practices damage investors and
borrowers, many of whom are targeted because they are uninformed. These prac-
tices also adversely affect the ability of California businesses to raise capital by
diverting investors’ money from legitimate investments or by siphoning off borrow-
ers’ money through inflated fees or unnecessary financing. Chapter 731, Statutes of
2001, prohibits predatory lending practices and gives the departments that regulate
lending activities effective enforcement powers.

DePARTMENT OF CORPORATIONS

Statewide Outreach on Predatory Practices (STOPP)—The Budget proposes
$10 million and 17.3 positions for the Department of Corporations to increase
public awareness and call-center assistance, and for additional investigation and
enforcement. The Department will conduct a statewide media campaign that helps
seniors, minorities, and other potentially vulnerable populations protect themselves
from predatory financing, lending, and investments. This augmentation will also
support a one-stop contact center to improve the Department’s communication
with both the public and regulated businesses on these issues. Finally, STOPP will
increase investigation and enforcement activities with respect to mortgage bankers,
finance lenders, and securities firms to respond to predatory activities identified
through the outreach and education campaign.

DePARTMENT OF FINANCIAL INSTITUTIONS

Compliance Monitoring—The Budget proposes $310,000 and three positions to
allow the Department of Financial Institutions to monitor the compliance of banks,
credit unions, and other lenders with the provisions prohibiting predatory lending
under Chapter 731. Through comprehensive on-site examinations, the Department
will identify illegal activities and take appropriate enforcement action.

DEePARTMENT oF REAL ESTATE

The Budget includes $224,000 and three positions for the Department of Real
Estate to investigate and take enforcement actions against predatory lending activi-
ties of real estate licensees under Chapter 731.
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DEePARTMENT OF JUSTICE

The Budget includes $606,000 for the Department of Justice to prevent predatory
lending fraud, and ensure California consumers are protected against consumer fraud
and deceptive and unfair business practices. Specifically, the Department will
investigate and prosecute lenders in the sub-prime lending market who use abusive
and unlawful tactics to induce high-risk borrowers or low income consumers to take
out high cost loans on their homes. These tactics include false advertising of low
interest rate loans, incorporating optional insurance fees into the loan without the
consumer’s knowledge, and misrepresenting high loan fees that are included in the loan.

Managed Health Care Reform

DePARTMENT oF MIANAGED HEALTH CARE

Since its creation as one of this administration’s major health care reforms of 2000,
the Department of Managed Health Care has spent $98.2 million on consumer
protection activities. On an average annual basis, this is a 111 percent increase over
funding for managed health care oversight when it was a program within the Depart-
ment of Corporations. Including new funding proposed for 2002-03, major changes
since 1999-00 include addition of the Office of Patient Advocate and the health
maintenance organization (HMO) report card ($2 million), creation of the indepen-
dent medical review process ($3.7 million), expanded enforcement staffing

($1.1 million), and expansion of financial monitoring of HMOs ($834,000).

HMO Report Card—The Budget includes an augmentation of $500,000 for the
annual HMO Report Card published by the Office of Patient Advocate. The Office
will expand reporting to medical group performance, add cultural/linguistic indica-
tors and more language interaction, analyze HMO complaint data, and study the
feasibility of including information on the quality of care provided under the Medi-
Cal and Healthy Families programs.

Financial Exams—The Budget proposes $234,000 to increase the frequency of
routine exams for specialized health care plans from five to three years, in order to
identify financially troubled firms more quickly and take corrective action.

The Department of Managed Health Care has responsibility for implementing a
number of significant health care reform bills enacted in recent years, including
the following:
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Independent Review of Coverage—Chapter 533, Statutes of 1999 (AB 55),
guarantees California patients the right to an external review of a plan’s health
care coverage decision by an independent group of medical experts.

Limited Right to Sue for Damages—Chapter 536, Statutes of 1999 (SB 21),
gives patients the right to hold health care service plans accountable by seeking
punitive damages in a court of law if and when a plan causes substantial harm to
the patient and after using the independent review provided by Chapter 533.

Second Opinion—Chapter 531, Statutes of 1999 (AB 12), requires health care
service plans to provide a second medical opinion upon request by the patient.

Cancer Screening—Chapter 543, Statutes of 1999 (SB 205), affirms the
importance of cancer screening tests for the purpose of early detection, and
directs health care service plans and disability insurers to cover medically
accepted cancer screening tests for any contract or policy issued, amended, or
renewed on or after January 1, 2000.

Mental Health Parity—Chapter 534, Statutes of 1999 (AB 88), requires health
care service plan contracts to cover the diagnosis and medically necessary
treatment of severe mental illnesses at any age and serious emotional
disturbances of a child.

Mental Health Treatment Continuity of Care—Chapter 531, Statutes of 2001
(AB 1503), directs all HMOs and health insurance plans to file a written policy
with the Department of Managed Health Care describing how the plan would
facilitate continuity of care for a new enrollee with an acute or chronic mental
health condition who lost their provider when their employer changed HMOs.
Chapter 531 requires the plans to allow enrollees to continue their treatment
with their former provider during a reasonable transition period.

Hospice Care—Chapter 528, Statutes of 1999 (AB 892), adds hospice care to the
basic health care services required to be provided by health care service plans.

Off-Label Use of Drugs—Chapter 852, Statutes of 2000 (SB 2046), prohibits
plans and insurers from excluding coverage for an off-label use of a drug for a
chronic and seriously debilitating condition.

2002-03

Governor’s Budget Summary 68



STATE-LOCAL

ASSISTANCE

State-Local
Assistance

Both the U.S. and California economies slowed in 2001. Due to its de-
pendence on the personal income tax and its highly volatile capital gains compo-
nent, the State faces significant fiscal challenges. However, local revenue sources
such as sales and property taxes are less volatile. Consequently, cities and counties
have not experienced as drastic a change in revenues as the State.

In spite of the current fiscal environment, the Governor’'s Budget continues the
Administration’s efforts to support high priority programs of mutual concern to the
State and local governments, such as public safety, health and human services,
housing, transportation, and resources, as discussed below. Most notably, this
Budget includes full reimbursement to local governments for the vehicle license fee
offset program, totaling $3.7 billion.

Since 1999-00, this Administration has made a substantial fiscal commitment to
local governments. The general order of magnitude of this State assistance to local
governments is also discussed below.

Public Safety

% Citizens’ Option for Public Safety (COPS) and Juvenile Crime Prevention
Programs—The Budget provides $232.6 million in 2002-03 to fund the COPS
program ($116.3 million) and local juvenile crime prevention programs
($116.3 million). COPS supports front-line local law enforcement, sheriffs’
departments for jail construction and operations, and district attorneys for
prosecution. Through the program, local governments receive a minimum
grant of $100,000 for front-line law enforcement services; all other funds are
allocated on a per-capita basis. The juvenile crime prevention programs use
various strategies to provide a swift and graduated response for at-risk youth and
juvenile offenders, including intensive case management, early intervention, and
substance abuse treatment. With the 2002-03 funding, $807.8 million has been
provided for COPS and Juvenile Justice Crime Prevention Programs over the
course of this Administration.

% Technology Grants for Local Law Enforcement—The Budget includes
$35.4 million for local law enforcement agencies to purchase high-technology

9

equipment for crime prevention and suppression. Local agencies receive a 1\

minimum of $30,000 and an additional per-capita amount. These funds help ]

local law enforcement agencies address crime prevention and suppression W\

problems through the use of equipment such as mobile computers, radios, and —\

video imaging equipment. With this funding, $145.8 million has been provided N R‘

for technology grants over the course of this Administration. / T
I
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+ Fighting High Technology Crime and Identity Theft—The Budget contains
$13.5 million for the High Technology Theft Apprehension and Prosecution Pro-
gram, which is comprised of five task forces that use specialized techniques to
apprehend and prosecute high technology crimes, such as electronic fraud and
software piracy. Of this amount, $3.3 million is included for identity theft activi-
ties, including the training of law enforcement officers, the development of pro-
tocols for handling these crimes, and enhanced interagency investigation efforts.
The remainder of this funding is used to employ additional local law enforce-
ment officers and agents, expand high technology investigative and forensic
training, and provide for forensic equipment purchases. With this funding,
$33.6 million has been provided for the High Technology Theft Apprehension
and Prosecution Program over the course of this Administration.

% War on Methamphetamine—The Budget includes $15 million for disburse-
ment to High Intensity Drug Trafficking Areas (HIDTAs) throughout the State.
The HIDTAs will purchase specialized equipment to enhance their methamphet-
amine suppression activities and hire more investigators, agents, and prosecu-
tors specializing in methamphetamine offenses. With this funding, $45 million
has been provided for the War on Methamphetamine over the course of this Ad-
ministration.

L)

+ Booking Fees—As a county relief measure, Chapter 466, Statutes of 1990,
allowed counties to impose a fee on cities and special districts, for the purpose
of reimbursing county expenses incurred by such entities from booking a person
arrested into the county jail. Chapter 79, Statutes of 1999, allowed cities to be
reimbursed by the State for the booking fees cities pay to counties. For
2002-03, the Budget includes $38 million to reflect full reimbursement to cities
and districts. With this funding, $151 million has been provided for reimburse-
ment of booking fees over the course of this Administration.

L)

+« Rural and Small County Law Enforcement—Chapter 205, Statutes of 2001,
provided $18.5 million for $500,000 grants to county sheriffs of 37 small and ru-
ral counties. For 2002-03, this funding is proposed to continue. With this fund-
ing, $37 million has been provided for rural and small county law enforcement
over the course of this Administration.

The Budget also includes ongoing assistance totaling $100.3 million for other

ﬁ public safety programs that benefit local governments, including peace officer
training, gang violence suppression, and various prosecution programs. With this
g, gang PP P prog
71 funding, $349.6 million has been provided for these programs over the course of
this Administration.
TSR
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Additionally, the Administration provided $121 million ($39 million General Fund,
$82 million bond funds) for local forensic lab improvement grants in 2000-01
and 2001-02.

Trial Court Funding

Since 1997-98, the State’s share of trial court funding costs has increased from

42 percent to approximately 79 percent. This shift in funding responsibility for trial
court operations increases the amount of general-purpose revenue counties have
available for other activities. For 2002-03, the shift is worth over $400 million to the
counties. Including 2002-03 funding, $4.5 billion General Fund has been provided
for trial court funding over the course of this Administration.

Health Services Programs

The Governor’s Budget has continued to make health programs a priority despite
the significant fiscal challenges that resulted from the slowing economy. For
2002-03, Healthy Families and Medi-Cal program enhancements will provide ser-
vices to more medically needy individuals, and ongoing local assistance will support
a wide variety of public health, mental health, and substance abuse treatment
programs, thereby reducing counties’ obligation to fund these activities.

% Healthy Families and Medi-Cal Programs—For 2002-03, enrollment growth,
proposed eligibility expansions, and program simplification are expected to sig-
nificantly increase participation in these programs. These enhancements, most
of which began in 2001-02, are estimated to allow an additional 1.3 million Cali-
fornians to receive publicly sponsored health care coverage by June 30, 2003,
reducing demand for county-funded health care services. The Budget provides
$801.6 million ($285.8 million General Fund, $97.6 million Tobacco Settlement
Fund) for the expansion of these two health care programs. With this funding,
over $1.2 billion has been provided to expand access to health care for children
and adults over the last two years by this Administration. Additionally, over the
course of this Administration, approximately $2.4 billion in total funds has been
provided to expand the Healthy Families Program.

% Community Health Programs—The Budget also provides $2.5 billion (all

L)

funds) in ongoing local assistance in 2002-03 for various community health pro- 2

grams, including the following: J|
\

% $1.5 billion for community mental health services. With this funding, _\\
$5.1 billion has been provided for community-based inpatient and outpa- ~
tient mental health services over the course of this Administration. | 1R
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% $65.6 million for Integrated Services for Homeless Adults. With this fund-
ing, this Administration has provided $151.2 million for integrated services
including supportive housing, mental health treatment services, job training
and placement, substance abuse treatment services, and case management,
for those adults who are, or are likely to become, homeless or incarcerated.

% $43 million for Children’s/Adult Systems of Care. Including the proposed
Budget for 2002-03, this Administration has provided $173 million for inte-
grated services to children and adults over the last four years.

% $3.6 million for Supportive Housing. With this funding, $51.8 million has
been provided for supportive housing for the mentally ill over the course of
this Administration.

% $506.3 million for local substance abuse prevention and treatment services.
Including the proposed Budget for 2002-03, this Administration has pro-
vided $2 billion for community- and school-based substance abuse preven-
tion and treatment programs over the last four years.

Human Services Programs

The State provides substantial assistance to local governments for child welfare
services, adult protective services, and automated welfare systems. The Governor’s
Budget includes $588.4 million General Fund in ongoing local assistance funding in
2002-03 as follows:

% $462.2 million for basic Child Welfare Services (CWS) to provide a continuum of
services through various programs to children who are abused or neglected.
These funds support, among other things, emergency workload relief and child
welfare system improvements. With this funding, $1.6 billion General Fund has
been provided for these purposes over the course of this Administration.

% $65.8 million for Adult Protective Services (APS), including services provided
through the County Services Block Grant, to investigate abuse, neglect, or ex-
ploitation of elderly or dependent adults. Services include a 24-hour emergency
response system, emergency shelter, food, transportation, and in-home protec-

£ tive care. With this funding, nearly $255 million General Fund has been pro-
I vided for protective services to elderly and dependent adults over the course of
71 this Administration.
S % $60.4 million General Fund for the Statewide Automated Welfare System
tfr (SAWS). The SAWS automates welfare eligibility processes and administrative

— \ functions performed by counties for the CalWORKs, Medi-Cal, Food Stamp,
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Foster Care, Refugee, and County Medical Services programs. With this fund-
ing, $175.1 million General Fund has been provided for this purpose over the
course of this Administration.

Alternative Federal Penalty—Because California did not implement a statewide,
automated child support system by the federal deadline, the State has been subject
to significant annual federal fiscal penalties beginning in 1998-99. Cumulative
federal penalties through 2001-02 are $372.3 million. Although these penalties
could have been passed on to counties, the State has taken responsibility for the
payments. In partnership with the counties, the State has made a good faith effort
to meet the federal automation requirements through use of consortia systems, and
currently is on schedule with its procurement of a statewide system.

The Budget anticipates that federal legislation will be enacted to provide relief from
the federal penalty in 2002-03, resulting in an estimated General Fund savings of
$181.3 million.

Transportation

Since 1999-00, the Administration has provided over $5.2 billion in State funding
and over $4.4 billion in federal funds to support local transportation needs. The
2002-03 Budget provides funding for ongoing programs of benefit to local commu-
nities, as follows:
% $5 million for a new Freeway Service Patrol grant program to local transportation
agencies to reduce traffic congestion, in addition to the base program of
$21.2 million. Since 1999-00, the Administration has supported over $87.4 mil-
lion for the program.

Transportation Initiative—The Administration sponsored an eight-year commit-
ment for increased funding for transportation that began in 2000-01 with $2 billion
from the General Fund. Over its eight-year life, this transportation initiative will
provide over $8 billion in funding to benefit communities in the following ways:

% $1.3 billion to local governments for local street and road maintenance. The
2002-03 Budget reflects $162 million to cities and counties for local streets and
roads. Since 2000-01, over $706 million has been budgeted for this purpose.

% $1.8 billion for transportation projects and operations, of which nearly three-
quarters are selected by local agencies.
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% $4.9 billion for the Traffic Congestion Relief Program that funds 142 projects
selected with local input and, in many cases, matches local funds. The
2002-03 Budget reflects $783 million for the Traffic Congestion Relief Pro-
gram to fund projects. Since 2000-01, over $1.4 billion has been budgeted
for these projects.

Traditional Transportation Funding—Funding for these programs comes prima-

rily from fuel taxes:

% $332 million from the State Highway Account for projects delivered and se-
lected by local agencies, bridge repair and replacement, railroad grade cross-
ing improvements, and matching funds. Since 1999-00, the Administration
has supported over $1.7 billion for these programs.

% $115.5 million for special transportation programs to provide operating funds
to local transit agencies. These funds can be used for road purposes in small
counties. Since 1999-00, the Administration has supported over $502.6 mil-
lion for this program.

% $125 million for the Proposition 116 Bond Program for projects designated in
the bond act. Since 1999-00, the Administration has supported over
$460 million for these projects.

% $32 million for grants and loans for bicycle transportation, pedestrian safety,
airports, and Bay Area ferry planning. Since 1999-00, the Administration has
supported over $108 million for these and similar programs.

% $3.2 million in planning grants and other transit-related activities. Since
1999-00, the Administration has supported over $159 million for mass trans-
portation programs and activities.

% $286 million for capital outlay projects selected by local agencies. These
funds will result in a federal match estimated at $637 million, for a total of
$923 million for high priority local projects. Since 1999-00, the Administra-
tion has supported over $3.6 billion in expenditures for similar projects.

5 Resources and Environmental Protection
:
/1 [ The Budget provides ongoing assistance in 2002-03, as follows:
] % $96 million for the Water Resources Control Board Service Revolving Fund.
) With this funding, $598 million has been provided over the course of this Ad-

| \ ministration for wastewater treatment facility loans.
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% $28 million for used oil recycling programs and reduction of waste tire stock-
piles. With this funding, $137 million has been provided over the course of this
Administration for used oil recycling programs, the reduction of waste tire stock-
piles, and the development of markets for recycled products.

% $10.1 million for assistance to local air pollution control boards, including en-
forcement and compliance activities to improve air quality. With this funding,
$48 million has been provided for assistance to local air pollution control dis-
tricts, including the enforcement and compliance activities to improve air quality,
over the course of this Administration.

Other Resources funding provided to local governments since 1999-00 includes:

% $2.1 billion for the Safe Neighborhood Parks, Clean Water, Clean Air and Coastal
Protection Bond Act of 2000.

% $1.9 billion for the Safe Drinking Water, Clean Water, Watershed Protection and
Flood Protection Act of 2000.

K2

% $215.1 million for flood control project subventions.

Additionally, the Administration is supporting the California Clean Water, Clean Air,
Safe Neighborhood, Parks, and Coastal Protection Bond Act on the March 2002
ballot to provide additional assistance to local entities.

Infrastructure Bank

The Budget provides ongoing assistance in 2002-03 of $150 million for loans to
local government agencies from the California Infrastructure and Economic Devel-
opment Bank within the Technology, Trade, and Commerce Agency for a variety of
economic development projects, such as water treatment plants and public safety
facilities. With the planned 2002-03 expenditures, $350 million in loans will have
been provided over the course of this Administration.

Housing and Community Development

Programs to assist in the creation, rehabilitation, and purchase of affordable housing
are primarily delivered by non-profit developers at the local level. The Administra-
tion has supported $500 million in housing program expenditures from the General
Fund that benefited local communities throughout the State, including:

R

% $177 million for multifamily housing loans.
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% $82 million for homeownership assistance.

% $25 million for creation of housing in downtowns.

% $83 million for farmworker housing.

Since 1999-00, funding provided directly to local governments has included:
% $12 million for the Central Valley Infrastructure grants.

R

% $10 million for economic development grants.

2

% $5 million for housing building code enforcement grants.

Public Libraries
The Budget provides ongoing assistance in 2002-03 as follows:
% $41.8 million for local public libraries to provide basic library services under the

Public Library Foundation Program. With this funding, over $200 million has
been provided over the course of this Administration.

7
0‘0

$12.1 million to reimburse handling costs for public library lending purposes.
With this funding, $44.3 million has been provided for public library reimburse-
ments over the course of this Administration.

% $6.9 million for programs that promote resource sharing among public libraries
throughout California and through regional library networks. With this funding,
$29.3 million has been provided for this purpose over the course of this
Administration.

% $5.5 million for programs that provide literacy and pre-literacy services for adults
and children and for the recruitment and training of tutors. With this funding,
$24.6 million has been provided for library literacy programs over the course of
this Administration.

5 Other library funding provided since 1999-00 includes:

% $350 million from the California Library Construction Bond Act.

N

2002-03
Governor’s Budget Summary 76




STATE-LOCAL

ASSISTANCE

% $57 million for various other programs that benefit local libraries, including local
projects ($1.8 million), civil liberties education grants ($4 million), California
Newspaper Project ($0.9 million), federal programs ($48.8 million), and various
other grants ($1.5 million).

Other Funding

The State provided local governments with one-time discretionary funding of
$150 million in 1999-00 and $212 million in 2000-01.
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Improving California’s
Infrastructure

Like a building’s foundation, California’s immense infrastructure is the
supporting base for many essential government programs and services. Therefore,
the Administration is committed to expanding and improving state infrastructure,
which includes the following:

7
°o

192 primary and satellite campuses of higher education comprising over
10,000 buildings and 138 million square feet of facility space;

< 8,500 public K-12 schooal sites;

< 23 million square feet of leased and owned office space;

% 33 prisons and 38 correctional conservation camps;

% 11 crime laboratories and one DNA laboratory;

« 21 agricultural inspection stations;

< 2 public health laboratory facilities comprising 276,000 square feet;

% 4 mental health hospitals comprising over 4 million square feet of facilities and
2,300 acres;

% 238 forest fire stations and 28 air attack and helitack bases;

%+ 266 park units covering over 1.4 million acres and 3,000 miles of trails;
«» 530 miles of levees and flood control channels;

« 138 Highway Patrol offices;

< 209 Department of Motor Vehicle offices; and

% 50,000 lane miles of highway and 9 toll bridges.

To ensure that California’s infrastructure needs are met during this time of economic
uncertainty, the Administration supports the use of general obligation and lease-revenue

9

bonds to finance capital improvements. The use of bonds, particularly during a period J|
of historically low interest rates, will enable the completion of projects that would have A\
otherwise been postponed due to revenue shortfalls, and stimulate the economy by —\
creating jobs and spurring demand for materials and services. 1 1\1‘?
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Economic Stimulus Package

The Administration is sponsoring legislation in the current year that will authorize
and fund an Economic Stimulus Package. This package will appropriate

$678.3 million in lease-revenue bonds to accelerate new public works projects that
will stimulate the economy and create more than 13,000 new jobs. The proposal
primarily consists of accelerating the construction of higher education facility
projects, because the planning and design phases are substantially complete and
the projects are ready to proceed to construction. The package includes $279 mil-
lion for University of California, $191 million for California State University, $170 mil-
lion for the California Community Colleges, and $38 million for various other projects.

General Obligation Bonds

In addition to the Economic Stimulus Package, the Administration supports general
obligation bond measures of $10 billion for placement before the voters in each of
2002, 2004, and 2006 election cycles for K-12 education and higher education
building needs.

The Education general obligation bond measures would provide a total of $30 bil-
lion to finance the construction and modernization of K-12 and higher education
facilities. Currently, there are $3.3 billion in unfunded K-12 needs awaiting approval
of this bond measure, of which $2.2 billion represents projects that are ready to
proceed immediately. These funds will be used by local districts to accommodate
growth and to modernize older facilities.

For higher education capital outlay projects, the Administration supports a funding
level of $1 billion annually, to be split among the University of California, the Califor-
nia State University, and the California Community Colleges, to construct new
instructional and research facilities and to correct health and safety deficiencies in
existing facilities.

The Administration also supports the $2.6 billion Clean Air, Clean Water, Safe

Neighborhood Parks, and Coastal Protection Bond measure, which will be placed on

the March 5, 2002, ballot for voter approval. This bond will fund the acquisition,

development, improvement, restoration, and protection of park, coastal, cultural,

and historical resources. Specifically, the funding would be used as follows:

% $225 million to acquire additional property and develop new and existing parks
in the state park system.
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% $832.5 million for local grants administered by the Department of Parks and
Recreation (DPR), including the following:

# $350 million for grants distributed to cities and districts based on population.

% $200 million for grants to local governments for park and recreation facili-
ties pursuant to the Roberti-Z’berg-Harris Urban Open-Space and Recre-
ational Program Act.

% $22.5 million for grants issued based on specified criteria.

% $260 million for grants for urban and special needs park programs.

% $1.275 billion for state agencies other than DPR for acquisition and develop-
ment of land, air, and water resources.

L)
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$267.5 million for state agencies for acquisition, restoration, preservation, and
interpretation of historical and cultural resources, including $35 million to a
large, urban city park in northern California and $2.5 million to the County of
Los Angeles for the El Pueblo Cultural and Performing Arts Center.

AB 1473

Assembly Bill 1473, (Chapter 606, Statutes of 1999) requires the Governor to
submit a five-year infrastructure plan in conjunction with the annual Governor’s
Budget beginning January 2002. As such, state agencies and departments have
begun identifying their program needs based on a multi-year view of their missions
and objectives, and developing plans to address related capital outlay needs. How-
ever, given the slowdown in the State’s economy and General Fund revenue short-
falls, committing funds for a comprehensive, statewide infrastructure plan is imprac-
tical, especially when those shortfalls have necessitated many reductions in the very
programs upon which departments based their infrastructure plans. The planning
work, thus far undertaken, needs to undergo significant revisions to reflect the
changes in department programs necessitated by current economic conditions.
Consequently, the Administration proposes to delay submission of the infrastructure
plan envisioned by AB 1473. The Governor will request the Commission on Build-
ing for the 21 Century to review their recommendations and come back to the
Administration with a plan that recognizes the State’s current economic circum-

9

stances. Departments will revise projections of their long-term needs and modify 1
their infrastructure plans accordingly. W\
iy
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Revenues
2002-03 Fiscal Year

Total Revenues and Transfers
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Expenditures
2002-03 Fiscal Year

Total Expenditures
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2002-03 General Fund Expenditures
(Dollars in Billions)
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2002-03 Expenditures By Fund

(Dollars in Millions)

General Special Bond

Function Fund Funds Funds Total
Education (K-12) $31,316 $63 $472 $31,851
Health and Human Services 22,441 4,787 -- 27,228
Higher Education 9,985 745 648 11,378
Business, Transportation and Housing 378 6,781 189 7,348
Technology, Trade, and Commerce 72 9 -- 81
Courts 1,622 79 - 1,701
Tax Relief 4,423 -- -- 4,423
Local Government Subventions 461 2,353 -- 2,814
Youth and Adult Corrections 5,274 20 -- 5,294
Resources 993 1,106 628 2,727
Environmental Protection 203 636 141 980
State and Consumer Services 513 539 33 1,085
Other 1,125 1,995 2 3,122
Total $78,806 $19,113 $2,113 $100,032

2002-03 Revenue Sources
(Dollars in millions)

General Special
Fund Fund
Personal Income Tax $42,605 -
Sales Tax 22,850 $2,531
Corporation Tax 5,869 --
Highway Users Taxes -- 3,244
Motor Vehicle Fees 16 3,915
Insurance Tax 1,656 -- .
Estate Taxes 615 -- ;\l
Liquor Tax 282 - \\
Tobacco Taxes 122 997
Other 5,290 4,841 —?1‘
Total $79,305 $15,528 / N
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CHARTS

2002-03
General Fund Expenditures
by Agency
(Dollars in Millions)

2001-02 2002-03
Legislative, Judicial, Executive $2,659 $2,627
State and Consumer Services 715 513
Business, Transportation & Housing 678 378
Technology, Trade, and Commerce 69 72
Resources 1,558 993
Environmental Protection 423 203
Health and Human Services 21,722 22,441
Youth and Adult Correctional 5,372 5,274
K-12 Education 31,046 31,316
Higher Education 9,934 9,985
General Government 1,125 580
Tax Relief 3,079 4,424
Total $78,380 $78,806

N
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SUMMARY

CHARTS

2002-03 Governor's Budget
General Fund
Budget Summary

(Dollars in Millions)

2001-02 2002-03

Prior Year Balance $2,782 $1,485
Revenues and Transfers $77,083 $79,305
Total Resources Available $79,865 $80,790
Expenditures $78,380 $78,806
Fund Balance $1,485 $1,984
Budget Reserves:

Reserve for Liquidation of

Encumbrances $1,473 $1,473

Special Fund for Economic

Uncertainties $12 $511

N
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Economic
Outlook

ECONOMIC

OUTLOOK

Tle national and California economies slowed in 2001, burdened by
declining capital spending, a cooling stock market, struggling foreign economies,
and the September 11 terrorist attacks. The national economy slipped into reces-
sion in March, closing the books on the record-long economic expansion. Federal
Reserve interest rate cuts, tax cuts, and increased military spending have kept the
recession mild. With additional doses of fiscal and monetary policy in 2002, the
national economy should begin to recover by midyear.

California fared better than most of the
nation. For example, percentage job
growth was much higher in the state
than in the nation. Still, only about half
as many new jobs were created in 2001
as in 2000. As a result, unemployment
ended the year higher than it began.
Like the national economy, the state
economy should begin to rebound by
midyear.

California fell short of the nation by one
measure in 2001—personal income
growth. However, it was the stock
market rather than the slowing
economy that was responsible. In less
than a decade, California personal
income and, in turn, state tax revenues
have become much more sensitive to
swings in the stock market.

The Nation—All Good
Things Come to an End

The national economic expansion had
already slowed considerably as it en-
tered 2001. Hopes that economic
growth would settle into a more moder-
ate, but sustainable pace were dashed
as the economy decelerated throughout
the year. Output grew only slightly in
the second quarter, fell modestly in the
third quarter, and appears to have fallen

more sharply in the fourth quarter. So
far, the recession has been mild relative
to national recessions in the 1970s and
1980s.

A number of developments combined
to end the long expansion. Capital
investment plunged in the second
quarter of 2001 when businesses
discovered that they had more than
enough new equipment and software
after investing heavily leading up to
Y2K. Also, many dot-coms, intense
users of high-tech equipment and
software, had failed as investors soured
on them. As demand for high-tech
equipment and software fell, the profits
of equipment manufacturers and
software producers plummeted along
with their (in many cases) inflated share
prices. Contagion pushed down the
share prices of other high-tech compa-
nies, and soon the NASDAQ bubble
was burst. At the same time, major
foreign markets for American goods
were slowing, in step with the U.S.
economy. Struggling economies,

9

declining equity prices, and deteriorat- N
ing labor markets took a toll on con- 1
sumer confidence. The September 11 N\
attacks accelerated the economy’s —
decline and may well have sealed the 1 1\1‘?
fate of the expansion.
T
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The recession’s toll on the labor market
is clear. Unemployment began 2001 at
4.2 percent; by November, it was up to
5.7 percent. New claims for unemploy-
ment insurance benefits trended up-
ward during the first eight months of
the year, and jumped to over 500,000
after the September 11 attacks before
falling back somewhat as year-end

Figure ECON-1

U.S. Nonfarm Employment
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neared. Manufacturing employment
continued a decline that began in July
2000, with job losses totaling about

1.4 million. Non-manufacturing em-
ployment, on the other hand, continued
to grow until August 2001 before
dropping about 600,000 (Figure
ECON-1). While the recession re-
mained concentrated in manufacturing,
it had clearly spread to other industries
by year end.

Unlike the early-1990s recession, which
was sometimes referred to as the
“English-speaking recession,” most of
the other major world economies are
sharing in the misery this time. In the
third quarter of 2001, the economy
contracted in Japan, Germany, and
Canada and expanded only modestly in
the United Kingdom, France, and ltaly.
Thus, the United States cannot count
on much help from abroad as it tries to
recover. Any increase in domestic
demand is likely to contribute to a larger
trade deficit and lower domestic output
growth than would be the case if other
economies were growing.

On the positive side, consumers contin-
ued to spend despite steep losses in
household stock market wealth and the
attacks of September 11. Enticed by
factory incentives, consumers pushed
light vehicle sales to a record level of
more than 21 million units at an annual
rate in October, followed by a robust
rate of 18 million units in November.
Personal consumption expenditures
reached record levels in October in part
because of the strong auto sales
(Figure ECON-2). In the face of a
deteriorating economy, consumers have
not pulled back as much as in earlier
recessions.

The Federal Reserve was no less persis-
tent, cutting short-term interest

rates 11 times in 2001, trying to keep
the expansion alive. In all, the central
bank lowered the federal funds rate
from 6.5 percent at the beginning of the
year to 1.75 percent in December. The
full economic impact of the cuts will not
appear until the middle of 2002. (It can
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take time for a change in monetary
policy to influence the economy be-
cause consumers and businesses have
to evaluate how the changed financial
environment affects them.)

Tax cuts and spending increases also
stimulated the economy in 2001, and
more are planned for 2002. The IRS
mailed approximately $40 billion in tax
rebates to households during the third
quarter, providing a timely boost to
consumers. Congress approved emer-
gency spending of $40 billion for
recovery efforts, national security, and
assistance to airlines in the wake of the
September 11 attacks. The House of
Representatives approved a three-year
$218 billion economic stimulus pack-
age at year end, but the Senate ad-
journed without taking a vote on it. This
package included a cut in marginal tax
rates for households, accelerated
depreciation for business, and in-
creased assistance to unemployed
workers. Congress could reconsider the
package when it reconvenes in January
if economic conditions have deterio-
rated. Separate from the stimulus plan
is a $42 billion increase in military
spending—the biggest increase in two
decades.

Declining oil and gasoline prices
boosted consumer purchasing power
near the end of 2001. Much like a tax
cut, lower energy prices allow house-
holds and businesses to increase their
purchases of other goods and services.

ECONOMIC

OUTLOOK

Figure ECON-2
2001 Real Personal Consumption Expenditures
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As the expansionary effects of monetary
and fiscal policy and lower energy prices
work their way through the economy,
and businesses continue to trim undes-
ired inventory, the downturn should
slow. Barring another confidence-
shattering event, some of the jobs lost
in businesses directly affected by the
September 11 attacks—airlines,
restaurants, and lodging—should be
restored as consumers redgain confi-
dence in public safety.

The main risks to the outlook are
consumers losing confidence before the
economy begins to turn around and a
protraction of the high-tech recession.
If consumers lose faith, the recession
will be deeper and longer. An extended
high-tech recession might not delay the
recovery, but it would take some steam
out of it.

Barring these risks, the downturn W\

should end by midyear 2002. The —
recovery may be tepid at first, 1 N

particularly if capital spending is late in / —
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rebounding. However, by the fourth California—

quarter of 2002, economic growth .

should be quite strong. Unemployment A Cha"engmg Year Ahead
will continue to rise after the economy
has begun to recover, especially if the
recovery is slow initially. Employers
usually wait to expand payrolls until they
are quite certain that a recovery is under

California’s economy slowed in 2001,
but fared better than most other state
economies. Job growth slipped to

1.8 percent in the state while falling to

‘ ; g 0.3 percent in the nation (Figure
way. The national forecast is summa- ECON-3). Cutbacks by manufacturers

”Z?d n Elgure ECON-7 at the end of of electronic components, builders,
this section. firms providing computer programming
and related services, and companies
Figure ECON-3 providing personnel supply services,
Nonfarm Payroll Employment along with slower job growth in retailing,
Annual Average Percent Growth accounted for over half of the drop in
m California job growth in the state. Steady gains in
Nation local education moderated the decline
3% in overall jobs. State unemployment
rose from 4.6 percent in January 2001
to 6.0 percent in November, a smaller
2% jump than in the nation.

4%

The State’s job losses were concen-
trated in the San Francisco Bay Area,
home to most of the state’s dot-coms
and high-tech firms. Unemployment in

1%

0%
1997 1998 1999 2000 2001

Figure ECON-4
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Santa Clara County jumped from

1.5 percent in November 2000 to 6.6 in
November 2001. The increase in San
Francisco County was also large:

2.7 percent to 6.1 percent. Unemploy-
ment also rose in Southern California
and Sacramento County but much
more moderately (Figure ECON-4).

Exports of California-made merchandise
fell in the first three quarters of 2001 as
the economies of many of the state’s
major trading partners slowed. The
Canadian, Mexican, Japanese, German,
Taiwanese, and Dutch economies
contracted in the third quarter of 2001,
for example. All except Japan were
growing a year earlier—Canada, Mexico,
and Taiwan very quickly. Only China
continued to grow strongly as a major
market for California exports (Figure
ECON-5).

The September 11 terrorist attacks
dealt a severe blow to California tour-
ism. Airlines, restaurants, lodging, and
shopping have been most adversely
affected. Big-city markets, which rely
more on out-of-state and foreign
visitors, have fared worse than suburban
and rural tourism. The industry
bounced back somewhat by the end of
the year but was still operating below
year-ago levels.

Construction slowed in the state during
2001. Permits issued for new housing
units in the first 11 months were slightly
below the year-ago level, and the dollar
valuation of private nonresidential
building permitted was down almost

9 percent. Industrial permits were
sharply lower.

ECONOMIC

OUTLOOK

Figure ECON-5

Growth in Exports to Top California Markets
First Three Quarters: 2001 Compared with 2000
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As in the rest of the nation, monetary
and fiscal policy, lower energy prices,
and earlier inventory paring will buoy
the California economy in the first half
of 2002. Improved confidence in public
safety should boost the state’s tourism
industry. As with the rest of the nation,
the main risks to the outlook are a
sharp retrenchment by consumers and
a deepening and extension of the
high-tech recession. With its significant
high-tech sector, California is more at
risk to the latter than the nation. Bar-
ring these problems, a rebound should
start about midyear. On an annual
average basis, job growth is forecast at
0.3 percent, although gains on a year-
end 2001-02 basis may be closer to

1 percent. The California forecast is
summarized in Figure ECON-7 at the
end of this section.
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Figure ECON-6

CALIFORNIA INCOME
AND THE STocK MAARKET

After growing almost 10 percent in
2000, California personal income
advanced only 1.4 percent in 2001.
This was a much sharper swing than

The NASDAQ and California Stock Option Income
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occurred in job growth. More than a
slowing economy was at work: bonuses
and stock option income, which are
part of total wage and salary income
and, thus, personal income, fell sharply
in 2001 after growing very strongly in
2000. (Realized capital gains on stocks
also fell sharply and cut into State tax
revenues. Capital gains, however, are
not part of income in the official eco-
nomic statistics and, thus, are not
considered here. For a discussion of
the effects of falling capital gains on tax
revenues, see the Revenue Estimates
section.)

The big increase in bonuses and stock
option income in 2000 was the last of a
five-year string of strong gains. Bonuses
and stock option income grew from

$8 billion, or 2 percent of total wages
and salary income, in 1995 to $79 bil-
lion, or 12 percent of total wage and
salary income, in 2000 (Figure ECON-6).

Two developments fueled this fast
growth: soaring stock prices and the
rapid adoption by companies—espe-
cially high-tech companies and
dot-coms—of stock options as part of
employee compensation. Employees
like stock options because of the
possibility that the options could be-
come very valuable if the company is
successful or is judged by stock ana-
lysts to have great potential. Compa-
nies like stock options because they
motivate employees to work extremely
hard, tie employees to the company for
a number of years until their options
become exercisable, and improve
profitability in the short run by reducing
the need for cash wage payments.

In fact, some employees did reap
handsome gains as high-tech and
dot-com stocks soared in value in the
second half of the 1990s. The tech-
heavy NASDAQ Composite stock index
appreciated over 900 percent. But
stock prices peaked in early 2000, and
the plunge that followed wiped out
much of the prior two years’ gains. The
tech and dot-com stocks were hit
particularly hard; the NASDAQ lost
nearly 70 percent of its value between
February 2000 and September 2001.
Many employee stock options became
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worthless, especially recently awarded
ones, and estimated stock option
income fell to $41 billion in 2001.

The rapid rise in bonuses and stock
option income between 1995 and 2000
and their collapse in 2001 account for
much of the volatility in total wages and
salaries during this time. In 1998, the
increase in bonuses and stock option
income accounted for 25 percent of the
increase in total wages and salaries; in
1999, it was 51 percent; and in 2000,
39 percent. Even more eye-opening,
the decline of bonus and option income
in 2001 more than offset the increase in
wage and salary income from all other
sources.

ECONOMIC

OUTLOOK

It is unlikely that bonus and stock
option income will create so much
volatility in both total personal income
and state tax revenues in the coming
years. The bubble in tech and dot-com
stocks was a critical ingredient in the
recent experience, and for one bubble
to be closely followed by another is
unlikely. It should be clear now that it is
possible for tech companies and
dot-coms to lose money and even fail.
A more rational assessment of the
prospects of tech companies and
dot-coms is likely going forward.
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Figure ECON-7
Selected Economic Data for 2001, 2002, and 2003
Forecast
United States 2001 2002 2003
Real gross domestic product (1996 dollar, percent change) 1.1 0.5 4.4
Personal consumption expenditures 2.8 1.2 4.0
Gross private domestic investment -7.3 -2.5 7.3
Government purchases of goods and services 34 3.0 2.0
GDP deflator (1996=100, percent change) 2.3 1.6 2.0
GDP (current dollar, percent change) 3.4 21 6.6
Federal funds rate (percent) 3.93 2.41 453
Personal income (percent change) 5.0 2.6 5.6
Corporate profits before taxes (percent change) -16.4 -3.5 14.3
Nonfarm wage and salary employment (millions) 132.2 131.5 132.9
(percent change) 0.3 -0.5 1.1
Unemployment rate (percent) 4.8 6.2 5.7
Housing starts (millions) 1.59 1.57 1.51
(percent change) 0.9 -1.1 -3.8
New car sales (millions) 8.3 7.3 8.0
(percent change) -6.0 -12.3 9.0
Consumer price index (1982-84=100) 177.2 180.5 184.4
(percent change) 29 1.8 2.2
California

Civilian labor force (thousands) 17,363 17,500 17,828
(percent change) 1.6 0.8 1.9
Civilian employment (thousands) 16,463 16,410 16,770
(percent change) 1.3 -0.3 2.2
Unemployment (thousands) 900 1,089 1,058
(percent change) 6.7 21.1 -2.9
Unemployment rate (percent) 5.2 6.2 5.9
Nonfarm wage and salary employment (thousands) 14,770 14,812 15,168
(percent change) 1.8 0.3 2.4
Personal income (billions) $1,110.3 $1,139.3 $1,224.7
(percent change) 1.4 2.6 7.5
Housing units authorized (thousands) 142 145 149
(percent change) -5.0 2.4 2.6
Corporate profits before taxes (billions) $89.5 $88.6 $97.6
(percent change) -9.9 -1.0 10.1
New auto registrations (thousands) 1,762 1,614 1,628
(percent change) 0.7 -8.4 0.9
Total taxable sales (billions) $432.8 $436.4 $469.1
; (percent change) -2.0 0.8 7.5
I Consumer price index (1982-84=100) 182.0 185.1 188.5
// (percent change) 4.1 1.7 1.8

Note: Percentage changes calculated from unrounded data.
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Estimates

REVENUE

ESTIMATES

As the economy slowed over the last year, the decline in the State’s rev-
enues was even more pronounced than what was expected at the time the 2001
May Revision was prepared. Since enactment of the 2001 Budget Act (Chapter
106, Statutes 2001), the General Fund revenue forecast for major taxes and licenses
has decreased by $5.4 billion for the past and current years combined. Revenue
growth should resume in 2002-03 and be up $6.3 billion, or 9.3 percent, from
2001-02, reaching $74 billion. However, this is still $1.6 billion below the 2000-01 level.

By 2002-03, tax relief from vehicle
license fee reductions, phase-out of the
estate tax, and measures enacted under
this Administration will reach $5.1 bil-
lion. For the period 1999-00 through
2002-03, these measures will have
provided $14.4 billion in taxpayer
benefits. The budget challenge pre-
sented this year has been met without
scaling back any of these significant
savings to taxpayers.

Just as the State’s remarkable revenue
growth in recent years was driven by
stock-market related gains, the current

fall-off largely reflects the market’s
decline. Figure REV-1 shows the
portion of General Fund revenues from
market-related income.

As can be seen in Figures REV-2,
REV-3, and REV-4, revenues began to
weaken beginning early in 2001. Year-
over-year losses in personal income tax
withholding are believed to be attribut-
able primarily to the loss of stock option
income, which plunged with the slow-
ing economy and the market’s retreat.
Taxpayers are also anticipating less
non-wage income—primarily capital
gains—which has eroded

Figure REV-1

estimated payment re-
ceipts. Similarly, consum-

Capital Gains and Stock Options Revenue

as a Percent of Total General Fund Revenue ers have cut back, resulting

in a deterioration in pur-
chases of taxable goods.
This softness in revenues is
expected to be short-lived,
and growth is expected to
resume by mid-2002.
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Figure REV-2
Personal Income Tax Withholding
Monthly Year-Over-Year Change
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Figure REV-3
Personal Income Tax Estimated Payments
Quarterly Year-Over-Year Percent Change
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% Moving the State’s tax law into

closer conformity with federal
law—This proposal would adopt a
number of critical pension and indi-
vidual retirement account changes
made in the federal Economic
Growth and Tax Relief Reconcilia-
tion Act of 2001, as well as provi-
sions dealing with the treatment of

98:3 984 99:1 992 99:3 994 001 002 003 004 O01:1 01:2 013

qualified tuition plans and increases
in the dependent care credit. Other
changes will conform California’s
rules for estimated payments to fed-
eral rules, and provide that any fed-
eral election for corporations applies
for State tax purposes. This pro-
posal would increase revenues by
$178 million in 2002-03 and reduce
revenues by $59 million in 2003-04
and $75 million in 2004-05.

Clarifying the State sales tax
exemption for diesel fuel used in
farming and food processing—To
assist farmers, Chapter 156, Stat-
utes of 2001, provided a sales tax
exemption for diesel fuel, which in-
cluded the transportation of farm
products to the marketplace. As in-
dicated in the signing message for
Chapter 156, technical corrections
are needed to clarify that this
exemption is intended to apply only
to delivery to the first destination
from the farm.
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Figure REV-5

General Fund Revenue
(Dollars in Millions)

2000-01 2001-02 2002-03

Preliminary Forecast Forecast
Personal income tax $44,614 $38,455 $42,605
Sales and use tax 21,277 21,165 22,850
Bank and corporation tax 6,899 5,261 5,869
All other -1,362 12,202 7,981
Total revenues and transfers $71,428 $77,083 $79,305

Annual percent change

% Reducing the interest rate paid
on corporate and estate tax over-
payments—Currently, the interest
rate the State pays on corporate
and estate tax overpayments is sig-
nificantly higher than market rates.
This proposal would reduce the rate
to the lesser of the three-month
treasury bill rate or 5 percent, which
is similar to what is done for sales
tax overpayments. This change will
save the State $25.4 million in inter-
est expense.

Figure REV-5 provides a summary of
the revenue forecast for 2001-02 and
2002-03, as well as a preliminary report
of actual receipts for 2000-01.

Impact of 2001 Tax Reduction

Last year, several targeted tax relief
measures were enacted including sales
tax exemptions for liquid petroleum gas,
diesel fuel used in agriculture, farm and
forestry equipment, and race horse
breeding stock; a tax credit for solar
energy systems; extension of the
employer child care credit; and senior

-0.7%

7.9% 2.9%

citizens homeowners and renters relief.
This package of bills will provide taxpay-
ers with approximately $135 million in
tax savings in 2001-02 and $146 million
in 2002-03. Figure REV-6 provides
additional detail on these measures.

Revenues in Total

Overall, General Fund revenues and
transfers represent almost 84 percent of
total revenues. The remaining 16 per-
cent are special funds dedicated to
specific programs. The three largest
revenue sources (personal income,
sales, and corporation taxes) account
for about 75 percent of total revenues.

PersoNAL INcome Tax: $42.605 BILLION

The personal income tax, the State’s
largest revenue source, is expected to
contribute 54 percent of all General
Fund revenues in 2002-03. Personal
income tax revenues are forecast to
decline by 13.8 percent for 2001-02
and then increase by 10.8 percent for
2002-03. The estimate incorporates
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the effect of legislation enacted subse-
quent to the Budget Act of 2001 (Chap-
ter 106, Statutes 2001), as well as the
impact of proposed audit and collection
activity and the Administration’s confor-
mity initiative.

The California personal income tax is
closely modeled after the federal in-
come tax law. California’s tax is im-
posed on net taxable income—that is,
gross income less exclusions and
deductions. The tax is progressive, with
rates ranging from 1.0 percent to

9.3 percent. Personal, dependent, and
other credits are allowed against the
gross tax liability.

In addition, taxpayers may be subject to
an alternative minimum tax (AMT),
which is much like the federal AMT.
This feature is designed to ensure that
excessive use of tax preferences does
not reduce taxpayers’ liabilities below a
minimum level. The AMT is equal to

7 percent of the alternative minimum
taxable income that exceeds an exemp-
tion amount.

The personal income tax is adjusted
annually by the change in the California
Consumer Price Index to prevent
taxpayers from being pushed into
higher tax brackets by inflation only,
without a real increase in income.

The challenge in forecasting personal
income tax receipts is increased by the
progressive nature of the tax. One
dollar of income on a high-income tax
return can generate nine times the
revenue from a dollar on a low-income
return. In addition, very high-income
taxpayers usually have considerable
discretion over the timing of income
and deductions. Thus, substantial
changes in the portfolios or tax planning
of relatively few high-income taxpayers
can have a dramatic impact on State
revenues.

In tax year 1999, for example, the top
9.6 percent of State taxpayers—those
with adjusted gross incomes of over
$100,000—reported 48.6 percent of
the total income and paid 75.1 percent
of the personal income tax. In contrast,
lower income taxpayers—those with
adjusted gross incomes of less than
$20,000—reported 6.1 percent of the

Figure REV-6

2001-02 Tax Relief Measures

Summary of Fiscal Impact
(Dollars in Millions)

Chapter/Bill Number

Chapter 156/AB 427

Chapter 156/AB 428

Chapter 156/AB 429

Chapter 156/AB 430

Chapter 12/X2 SB 17

Chapters 156 & 197/AB 440 & 426
Chapter 650/AB 866

Description

2001-02 Total

Sales tax exemption for liquefied petroleum gas

State sales tax exemption for farm and forestry equipment
State sales tax exemption for diesel fuel used in agriculture
State sales tax exemption for race horse breeding stock
Solar energy systems tax credit

Senior citizens homeowners and renters relief

Extension of employer child care credit

Fiscal Impact
2001-02 2002-03 2003-04

-$6.9 -$8.3 -$8.3
-20.1 -24.5 -24.5
-11.4 -1.1 -1.1
-1.3 -1.6 -1.6
-20.0 -35.0 -45.0
-75.0 -75.0 -75.0
= -0.5 -5.0
-$134.7 -$146.0 -$160.5
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total income and paid only 0.5 percent
of the personal income tax in 1999, yet
represented 36.9 percent of all Califor-
nia taxpayers. Data for 2000 will be
available in the spring. The progress-
ivity of California’s tax system is demon-
strated in Figure REV-7, which displays
the percent of total returns and tax paid
by adjusted gross income class.

The volatility of the stock market and
thus capital gains also complicates
personal income tax revenue forecast-
ing. Not only are stock and real estate
market gains inherently difficult to
predict, but holders of capital assets are
usually very high-income taxpayers who
are subject to the maximum tax rate
and can time the realization of gains
and the payment of tax to their advan-
tage. Gains from stocks and securities
comprise the majority of capital gains
realizations, and taxes from this compo-
nent of income had an increasing
influence on personal income tax
revenues in the latter half of the 1990s
when year after year, the stock market
reached record breaking levels.

Preliminary data indicate that capital
gains realized in 2000 were again
strong, increasing 30 percent from
1999, and to roughly seven times the
level of 1994. Although the stock
market peaked in the spring of 2000, it
is likely that the phenomenal growth
over the past several years had pushed
prices sufficiently high for many inves-
tors to still reap significant gains in
2000. Given that the market continued
to slide during 2001, however, this
forecast assumes a 45 percent decline
in capital gains from the level achieved
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Figure REV-7

Percent of Taxpayers and Percent of Tax Paid by
Adjusted Gross Income Class

1999 State Tax Data
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in 2000. The weakness seen in esti-
mated payments for the 2001 tax year
supports a decline of this magnitude.
Accrued estimated payments for the
first three quarters of 2001 were

11.5 percent below the first three
quarters of 2000. In contrast, the first
three quarters of 2000 were 36.8 per-
cent above the same period in 1999.

Capital gains in 2002 are assumed to
increase by 12.5 percent, which is the
long-run average growth rate prior to
the stock market rise that began in
1995. This is also consistent with the
economic forecast for a moderate
market rebound in 2002. The level of
capital gains from 1972 through the

forecast period is shown in Figure :?
REV-8.
A\

Stock options, which are also related to —
stock market performance, also add 1 -|,|‘
volatility to personal income tax / T

]
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Figure REV-8 . .
Capital Gains Taxable Income
(Dollars in Billions)
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revenues. During the market’s high
growth years, stock options became an
increasingly common component of
wage packages, especially with
Internet-related businesses, and the
growth in this component was reflected
in the strength of withholding receipts.
Receipts for January through November
2000 were 19.3 percent over the
comparable 1999 level. For 2001,
withholding for the same period is up
only 0.8 percent, and receipts for the
August through November period
posted monthly year-over-year declines.
The stock option component of this
forecast is estimated to decline by
roughly 50 percent in 2001, with a
more moderate decline of 13 percent

. in 2002.
£
[ Combined, stock options and capital
71 gains are forecast to decline by approxi-
mately 47 percent in 2001 and increase
/,f rr by slightly less than 3 percent in 2002.

Aside from the assumptions regarding

i -

stock market performance, the other
key factor underlying this forecast is the
expectation that the general economy
will begin to rebound in 2002.

Revenues forecasted for 2001-02 and
2002-03, as compared with preliminary
2000-01 collections, are as follows:

Personal Income Tax Revenue
(Dollars in Millions)

2000-01 (Preliminary) 44,614
2001-02 (Forecast) 38,455
2002-03 (Forecast) 42,605

SaLes Tax: $22.850 BiLLION

Sales and use taxes—the State’s
second-largest revenue source—are
expected to contribute 29 percent of all
General Fund revenues in 2002-03.
Sales and use taxes are imposed on the
retail sale or use of tangible personal
property in California. Most retail sales
and leases are subject to the tax.
However, exemptions are provided for
certain necessities such as food for
home consumption, prescription drugs,
and electricity, making the tax more
progressive than it would be otherwise.
Additional exemptions provide targeted
tax relief for a variety of sales ranging
from custom computer programs to
goods used in space flight.

A summary of the sales and use tax
rates currently imposed at the State and
local levels is presented in Figure
REV-9. Combined State and local tax
rates currently imposed in each county
are summarized in Figure REV-10.
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Taxable sales in 2000 grew 11.9 percent
over 1999, following year-over-year
increases of 5.2 percent and 10.0 per-
cent in 1998 and 1999, respectively.
Preliminary data received for the first
three quarters of 2001 suggest that
taxable sales have slowed significantly:
sales for 2001 are expected to be down
by 2.0 percent compared to 2000.

Taxable sales are expected to resume
growing during 2002, but at a slow
pace—up only 0.8 percent—due to a
continued sluggish economy during the

REVENUE
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first half of the year. In 2003, the rate of
increase is expected to accelerate
sharply to 7.5 percent, consistent with
economic growth. The 2002 forecast
predicts continued declines in transpor-
tation and fuel sales, with modest
growth in manufacturing, services, and
other retail components. In 2003,
broadly based gains are expected in
taxable sales across many sectors of the
economy. However, the largest percent-
age increases are expected in the building
and transportation components.

Figure REV-9

State and Local Sales and Use Tax Rates

State Rates

General Fund 4.75% or Pursuant to Sections 6051.3 and 6051.4 of the Revenue and Taxation
5.00% Code, this rate is 5%, but may be temporarily reduced by 0.25% if
General Fund reserves exceed specified levels. During 2001, the rate
was 4.75% and during 2002, this rate is 5.00%.
Local Revenue Fund 0.50% Dedicated to local governments to fund health and welfare programs
transferred to counties as part of state-local realignment.
Local Uniform Rates’
Bradley-Burns 1.00% Imposed by city and county ordinance for general purpose use.?
Transportation Rate 0.25% Dedicated for county transportation purposes.
Local Public Safety Fund 0.50% Dedicated to counties for public safety purposes. This rate was imposed
temporarily by statute in 1993 and made permanent by the voters later
that year through passage of Proposition 172.
Local Add-on Rates®
Transactions and Use Taxes up to May be levied in 0.25% increments up to a combined maximum of 1.5%
1.50% in any county.* Any ordinance authorizing a transactions and use tax

requires approval by the county Board of Supervisors or special purpose
authority created by the county Board of Supervisors plus two-thirds of

the voters.

" These locally-imposed taxes are collected by the State for each city and county and are not included in the State’s

revenue totals.

2The city tax constitutes a credit against the county tax. The combined rate is never more than 1 percent in any area. g\
3 These taxes may be imposed by voters in cities, counties, or special districts. The revenues are collected by the State for each -ll
jurisdiction and are not included in the State's revenue totals.

* The three exceptions to the 1.5 percent maximum are San Mateo County and San Francisco City and County,
which may exceed the limit by 0.5 percent and 0.25 percent, respectively, and San Diego County, which is subject to
a 1 percent maximum. Fresno, Nevada, Solano, and Stanislaus may levy transactions and use taxes in increments
of 0.125 percent. To date, 33 counties and countywide special districts levy transactions and use taxes. Seven
cities also impose transactions and use taxes on less than a countywide basis.

J |
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Figure REV-10 The sales and use tax revenue forecast
Combined State and Local Sales and Use Tax is prepared by relating taxable sales by
Rates by County type of goods purchased to economic
(Rates in Effect on January 1, 2002) factors such as income, employment,
County Tax Rate County Tax Rate County Tax Rate hOUSll’lg starts, new vehicle sales, and
Alameda 8.25%  Madera 7.75%  San Joaquin ................ 7.75% inflation. The forecast is then adjusted
7.25% Marin ... . 1.25% San Luis Obispo . 7.25% . e . .
725%  Mariposa ... 775%  San Malo e 8.25% for significant legislation and other

7.25% Mendocino ....
7.25% Merced .
7.25% Modoc ...
8.25% Mono ....

7.25% Santa Barbara ............. 7.75%
Lo o Barhar o factors expected to affect sales tax

7.25%  Santa Cruz 8.00% revenues.
7.25% Shasta .. 7.25%

Contra Costa

Del Norte ..... 7.25% Monterey ... 7.25% Sierra ... 7.25%

El Dora;:llo V. . 7.25%  Napa... - . 7.75%  Siskiyou . 7.25% Effective January ], 2002’ the State
Fresno “.. . 1.875% Nevada .. .. 71.375% Solano .. .. 1.375%

Glenn ..... 7.25%  Orange . 7.75%  Sonoma... 7.50% sales tax rate returned to 5 percent after
Humboldt 7.25% Placer ... 7.25% Stanislaus . 7.375% s :

Imperial . . 7.75% Plumas . 7.25% Sutter ... 7.25% haVIng fa]len to 475 pel:cent dur]ng the
Inyo ... . T.75%  Riverside ... 7.75%  Tehama 7.25% 2001 calendar year. This rate change
Kern 7.25% Sacramento .. 7.75% Trinity ... 7.25% l f . s d .

Kings 7.25%  SanBenito ... 7.25%  Tulare ... 7.25% was a result of a provision enacted in
Lake ¥ 7.25%  San Bernardino . 7.75%  Tuolumne .. 7.25% the early 1990s (Chapter ]]9’ Statutes
Lassen .... 7.25% San Diego ......... 7.75% Ventura . 7.25% .

Los Angeles .. 8.25%  San Francisco 850%  Yolo ... 7.25% of 1991) that triggered a quarter-cent

reduction in the tax rate if the State

""'7.50% for sales in the City of Placerville (City of Placerville Public Safety Transactions and Use Tax). surplus exceeded 4 percent of General
2'8.175% for sales in the City of Clovis (City of Clovis Public Safety Transactions and Use Tax) .

' 8.25% for sales in the City of Calexico (Calexico Heffernan Memorial Hospital District). Fund revenues and tranSfers, dUTlng a
#'7.75% for sales in the City of Clearlake (City of Clearlake Public Safety Transactions and Use Tax). tWO fiscal-year period.

%8.75% for sales in the City of Avalon (Avalon Municipal Hospital and Clinic Transactions and Use Tax)
©/7.875% for sales in the Town of Truckee (Town of Truckee Road Maintenance Transactions and Use Tax)
7'7.75% for sales in the City of Woodland (City of Woodland General Revenue Transactions and Use Tax) ThlS trigger formula was amended as
part of the 2001 Budget agreement
Figure REV-11 (Chapter 156, Statutes of 2001) to
require that the surplus exceed rev-
enues by only 3 percent for a single
2000 2001 2002 2003 year in ordgr to actlva}te the s.ales tax
Actual Forecast Forecast Forecast I'ate I'edUCthl’l. COHSlStent Wlth What

was assumed when the Budget agree-

Taxable Sales Growth in California

Transportation 14.4% -4.0% -2.2% 11.3%

Fuol 243% 02% 7% 379 ment was reached, the surplus level was
Building Materials 11.7% -3.0% 0.9% 8.2% not sufficient to trigger an additional
Manufacturing and Services 12.2% -2.9% 2.4% 7.5% year of reduction fo[‘ 2002

All other Retail Sales 9.2% -0.8% 2.6% 6.3%

Total Taxable Sales 11.9% -2.0% 0.8% 7.5%

In addition to changing the sales tax
trigger formula, Chapter 156, Statutes

A summary of the forecast for taxable of 2001. added new rural-based tax

F sales growth is presented in Figure exemptions. It added liquefied petro-
; REV-11. Details for 2000 sales by leum gas not delivered through mains,
7 major component are presented in lines, or pipes to the existing liquefied

Figure REV-12. petroleum gas exemption for both the
trr State and local sales taxes. Also,

N

2002-03
Governor’s Budget Summary 106




Chapter 156 exempted racehorse
breeding stock, farm and forestry
equipment and machinery, and diesel
fuel used for agricultural and food-
processing purposes at the State
level only.

Current law specifies that certain State
revenues from the sales tax on gasoline
and diesel fuel sales be transferred to
the Public Transportation Account. The
combined transfer to this account is
estimated to be $237 million in
2001-02 and $231 million in 2002-03.
This money is excluded from General
Fund totals.

Chapter 91, Statutes of 2000, created
the Traffic Congestion Relief Fund.
During 2000-01, $500 million was
transferred from the Retail Sales Tax
Fund to this new fund from the sales tax
on gasoline. Chapter 91 also required
that for each quarter during the period
commencing on July 1, 2001, and
ending on June 30, 2006, the General
Fund sales tax revenue from gasoline be
transferred to the Transportation Invest-
ment Fund, with a portion of this
transferred to the Traffic Congestion
Relief Fund. Chapter 113, Statutes of
2001, delayed the implementation of
this provision until July 1, 2003, but
also added two years to the end of the
Traffic Congestion Relief Program by
extending the transfer of the sales tax
on gasoline for two years. Pursuant to
Chapter 113, transfers to the Transpor-
tation Investment Fund will not be made
during 2001-02 and 2002-03.

REVENUE
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Figure REV-12
2000 Taxable Sales by Major Components

(Dollars in Billions)

Building
$48.473 =12.3%

All Other*
$173.807 = 44.0%

Transportation
$74.979 = 19.0%

Mfg. & Services
Fuel $73.392 = 18.6%

$24.085=6.1%

* Includes apparel, general merchandise, specialty goods, eating & drinking
establishments, and agricultural goods.

Revenues from State-imposed sales tax
rates are shown in Figure REV-13. The
table below shows the General Fund
sales tax revenue forecast for 2001-02
and 2002-03, compared with prelimi-
nary 2000-01 collections:

Sales and Use Tax Revenue
(Dollars in Millions)

2000-01 (Preliminary) 21,277
2001-02 (Forecast) 21,165
2002-03 (Forecast) 22,850

CorpoRATION TAX: $5.869 BILLION

Corporation tax revenues are expected o
to contribute 7.4 percent of all General ]
Fund revenues in 2002-03. These 2\
revenues are derived from five taxes:
'l\ N
1

N
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Figure REV-13

Sales Tax Revenue
(Dollars in Thousands)

General Fund

Sales and Use Tax--Realignment

Public Transportation Account
Traffic Congestion Relief Fund*

Total

2000-01 2001-02 2002-03
Preliminary Forecast Forecast
$21,276,843 $21,165,000 $22,850,000
2,287,600 2,197,900 2,299,800
233,850 237,306 230,715
500,000 0 0
$24,298,293 $23,600,206 $25,380,515

* After 2000-01, no money is transferred directly from the Retail Sales Tax Fund
to the Traffic Congestion Relief Fund.

£
I
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The franchise tax and the corporate
income tax are levied at an

8.84 percent rate on profits. The
former is imposed on corporations
for the privilege of doing business in
California, while the latter is im-
posed on corporations that do not
do business in the state but derive
income from California sources. An
example of this type of out-of-state
company would be a corporation
that maintains a stock of goods in
California from which deliveries are
made to fill orders taken by inde-
pendent dealers or brokers. Corpo-
rations that have a limited number
of shareholders and meet other re-
quirements to qualify for State
Subchapter S status are taxed at a
1.5 percent rate rather than the
8.84 percent imposed on other cor-
porations. (Subchapter S status pro-
vides the limited liability of corpo-
rate status combined with the tax
advantages of partnerships—i.e.,
the S-corporation’s profits and
losses flow through to its sharehold-
ers and are subject to tax at the ap-
propriate personal income tax rate.)

K2
“0

R
0‘0

K2
*»*

Banks and other financial corpora-
tions pay an additional 2 percent tax
(i.e., “bank tax”) on their net in-
come. This tax is in lieu of local per-
sonal property taxes and business li-
cense taxes, but in addition to the
franchise tax.

The alternative minimum tax is simi-
lar to that in federal law. Imposed at
a rate of 6.65 percent, the alterna-
tive minimum tax ensures that very
profitable corporations do not make
excessive use of deductions and ex-
emptions to avoid paying a mini-
mum level of tax.

A minimum franchise tax of $800 is
imposed on corporations subject to
the franchise tax but not on those
subject to the corporate income tax.
Starting in 2000, new corporations
were exempted from the prepay-
ment of minimum tax to the Secre-
tary of State as well as the payment
of the second year’s minimum fran-
chise tax.

In forecasting the corporation tax, the
relationship of California taxable profits
to national corporate profits is impor-
tant. The forecast also involves analysis

of the trend in California’s non-farm
employment level, California’s unem-
ployment rate relative to that of the
nation’s, as well as recent actual cash
experience for this tax.

In recent years, S-corporation activity
and use of credits (largely the research
and development credit and the manu-
facturers’ investment credit) were the
primary factors contributing to a
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divergence between profit and liability
growth. The election of S-corporation
status results in a reduced corporate
rate, with the income and tax liability on
that income shifted to the personal
income tax.

S-corporations accounted for 28.8 per-
cent of total taxable profits in 1999,
whereas in 1991, their share was only
14.7 percent. This diverging trend
between profits and liabilities can be
seen in Figure REV-14.

Consistent with the economic outlook,
corporation tax revenues are expected
to decrease by 23.7 percent in 2001-02
before increasing by 11.6 percent in
2002-03. The estimate includes the
fiscal impact of legislation enacted in
2001, including a tax credit for solar
energy systems (Chapter 12, Statutes of
2001) and extension of the employer
child care tax credit (Chapter 650,
Statutes of 2001), as well as the impact
of proposed audit and collection activ-
ity, the Administration’s conformity
initiative, and a proposal to reduce the
interest rate on tax overpayments.

Revenues forecasted for 2001-02 and
2002-03, as compared with preliminary
2000-01 collections, are as follows:

Corporation Tax Revenue
(Dollars in Millions)

2000-01 (Preliminary) $6,899
2001-02 (Forecast) 5,261
2002-03 (Forecast) 5,869

REVENUE

ESTIMATES

INsURANCE TAX: $1.656 BILLION

The majority of insurance written in
California is subject to a 2.35 percent
gross premiums tax. This premium tax
takes the place of all other State and
local taxes except those on real property
and motor vehicles. The basis of the
tax is the amount of “gross premiums”
received, less return premiums, upon
business done in California.

Figure REV-14
Corporations Reporting Taxable Profits

Tax Liability as a Percent of Profits, by Tax Year
10.0%
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There are some exceptions. Insurers
transacting title insurance are taxed
upon all income received in this state,
with the exceptions of interest, divi-
dends, rents from real property, profits

from the sale or disposition of invest- A
ments, and income arising out of |
investments. Ocean marine insurers I\
are taxed upon underwriting profits at a

5 percent rate. Other exceptions to the T\

2.35 percent rate include certain N

N
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pension and profit-sharing plans, basis, revenues are expected to grow by
including qualified annuities, which are 7.7 percent in 2001 and by 7.9 percent
taxed at a lower rate of 0.5 percent; and in 2002 based on survey responses.
certain specialized lines of insurance
that are taxed at 3 percent. These increases are being driven by
growth in the commercial property and
The Department of Finance conducts workers compensation lines, in particu-
an annual survey to project insurance lar, as well as life insurance. Increases
premium growth. Responses are in the cost of medical care and repairs
obtained from about 300 insurance pertaining to most commercial cover-
companies, which account for over age have contributed to premium
one-half of the insurance written in growth in the first two areas. The
California. positive growth outlook for life insurers

is attributable to marketing shifts away
Figure REV-15 illustrates the proportion from traditional fixed value life insurance

of premiums written by insurance type products and towards investment-type

from which the revenue is derived. For policies that allow for changing values.

2000, $64.6 billion in taxable premiums

written were reported, an increase of Revenues forecasted for 2001-02 and

12.1 percent over 1999. The most 2002-03, as compared with preliminary

recent survey indicates that premiums 2000-01 collections, are as follows:

written will increase by 8.8 percent in

2001 and by 8.1 percent in 2002. Due Insurance Tax Revenue

to factors such as tax deferrals, averag- (Dollars in Millions)

ing, and various applied tax rates,

revenues grow at different rates than 2000-01 (Preliminary) $1,497

premiums written. On a calendar year 2001-02 (Forecast) 1,560
2002-03 (Forecast) 1,656

Figure REV-15
Insurance Premiums by Category in 2000 EstATE/INHERITANCE/

GIFT Taxes: $614.5 MiLLION

Proposition 6, an initiative measure
adopted by the voters in June 1982,

Liabilty repealed the inheritance and gift taxes
. i e and imposed instead, an estate tax
£ Ve known as “the pick-up tax,” because it
[ Casual is designed to pick up the maximum
71 130% credit allowed against the federal estate
) tax. The pick-up tax is computed on the
/r i basis of the federal “taxable estate,” with
tax rates that range from 0.8 percent to
.//_\ g P
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16 percent. This tax does not increase
the liability of the estate due to the fact
that it would otherwise be paid to the
federal government.

However, the Economic Growth and Tax
Relief Reconciliation Act of 2001,
recently signed into law by the Presi-
dent, phases out the federal estate tax
by 2010. As part of this, the Act re-
duces the state pick-up tax by 25 per-
cent in 2002, 50 percent in 2003, and
75 percent in 2004, and eliminates it
beginning in 2005. Reductions of the
pick-up tax results in a loss of $367 mil-
lion in 2002-03, rising to $1.27 billion in
2005-06. The provisions of this federal
Act sunset after 2010; at that time, the
federal estate tax will be reinstated
along with the State’s estate tax, unless
future federal legislation is enacted to
make the provisions permanent.

The forecast includes $3.2 million for a
proposal to decrease the interest rate
paid on overpayments. Revenues
forecasted for 2001-02 and 2002-03, as
compared with preliminary 2000-01
collections, are as follows:

Estate, Inheritance,
and Gift Tax Revenue
(Dollars in Millions)

2000-01 (Preliminary) $934.7
2001-02 (Forecast) 850.9
2002-03 (Forecast) 614.5
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AvrcoHoLic BEVERAGE
Taxes: $282 MiLLION

Taxes on alcoholic beverages are levied
on the sale of beer, wine, and distilled
spirits. The rates vary with the type of
alcoholic beverage. The tax rate per
gallon for beer, dry wine, and sweet
wine is $0.20. The tax rates per gallon
for sparkling wine and distilled spirits
are $0.30 and $3.30, respectively.

Alcoholic beverage revenue estimates are
based on projections of total and per
capita consumption for each type of
beverage. Overall, consumption of
alcoholic beverages is expected to remain
relatively flat over the forecast period.

Revenues forecasted for 2001-02 and
2002-03, as compared with preliminary
2000-01 collections, are shown in
Figure REV-16.

Figure REV-16

Beer, Wine, and Distilled Spirits Revenue
(Dollars in Millions)

2000-01
Preliminary

2001-02
Forecast

2002-03
Forecast

Beer and Wine
Distilled Spirits

$150.6
137.8

$149.0
136.0

$149.0
133.0

Total $288.4 $285.0 $282.0

CIGARETTE TAX: $122 MILLION

Proposition 10 increased the excise tax
imposed on distributors selling ciga-
rettes in California to 87 cents per pack
effective January 1, 1999. At the same
time, this proposition imposed a new

N
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excise tax on cigars, chewing tobacco,
pipe tobacco, and snuff at a rate equiva-
lent to the tax increase on cigarettes of
50 cents per pack. In addition, the
higher excise tax on cigarettes auto-
matically triggered an additional in-
crease in the tax on other tobacco
products effective July 1, 1999, with the
proceeds going to the Cigarette and
Tobacco Products Surtax Fund. Thus,
this proposition increased the total
excise tax on other tobacco products by
an amount equivalent to an increase in
the cigarette tax of one dollar per pack.

The State excise tax on cigarettes of
87 cents per pack is allocated as follows:

% Fifty cents of the per-pack tax on
cigarettes, and the equivalent rate
levied on non-cigarette tobacco
products, goes to the California
Children and Families First Trust
Fund for distribution as specified in
Proposition 10.

% Twenty-five cents of the per-pack tax
on cigarettes, and the equivalent
rates levied on non-cigarette to-
bacco products, is allocated to the
Cigarette and Tobacco Products
Surtax Fund for distribution as de-
termined by Proposition 99 of 1988.

% TTen cents of the per-pack tax is allo-
cated to the State’s General Fund.

F % The remaining two cents of the per-
pack tax is deposited into the Breast
71 Cancer Fund.
T

N

Projections of total and per capita
consumption of cigarettes provide the
basis for the cigarette tax estimate. The
cumulative effect of product price
increases, the increasingly restrictive
environments for smokers, and State
anti-smoking campaigns funded by
Proposition 99 revenues and revenues
from the Master Tobacco Settlement
have all significantly reduced cigarette
consumption.

Per capita consumption declined on
average 3 percent annually from
1983-84 through 1987-88, and then
decreased even more rapidly with the
onset of Proposition 99. During
1989-90, per capita consumption was
about 123 packs versus 83 packs in
1997-98—a 32 percent decrease over
eight years. Price increases stemming
from tobacco litigation—in conjunction
with the State’s excise tax hike—further
reduced per capita consumption by
approximately 28 percent over the last
three years to 61 packs in 2000-01.
The long-term downward trend in
taxable consumption should continue
to reduce cigarette sales in the range of
3 percent annually.

Wholesale price data provide the basis
for the revenue estimate for other
tobacco products, which include items
such as cigars, chewing tobacco, and
snuff. Historically, these taxes have
generally contributed less than 5 per-
cent to the total of all the tobacco
revenues collected on an annual basis.
The Board of Equalization has the
authority to determine how this tax is
calculated. Historically, it was based on
a percentage of the wholesale cost
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applied uniformly to all other tobacco Figure REV-17

products. However, the Board revised Cigarette Consumption
this formula at the beginning of (Packages per Capita)
2001-02, which resulted in wholesale

160

tax rates that ranged from 52.65 per- -

. OActual
cent to 490 percent depending on the 140 11— mEcimate |
tobacco product. Following a series of BOS
court actions, an agreement was _
reached in late November that applied LAl 10 s e o
the lower rate uniformly to all other U D I
tobacco products. That rate is incorpo-
rated into this forecast. S e 8

o4 444 HHHHHHH H H
Per capita consumption of cigarette
packs from 1986-87 through 2002-03 O Attt
is illustrated in Figure REV-17. Total 0 IS 5 Y N L S N N O
tobacco tax revenues forecasted for 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03
2001-02 and 2002-03, as compared Fiscal Year
with preliminary 2000-01 collections,
are shown in Figure REV-18. ) )
% Receipts from tax levies that are al-
located to specified functions, such
SpeciAL FUND ReVENUE as motor vehicle taxes and fees.
The California Constitution, codes, and % Charges for special services pro-
statutes specify the uses of certain vided for specific functions, includ-
revenues, with receipts accounted for in ing such items as business and pro-
various special funds. In general, fessional license fees.
special fund revenues consist of three
categories of income:
Figure REV-18 Tobacco Tax Revenue*
(Dollars in Millions)
2000-01 2001-02 2002-03
Preliminary Forecast Forecast
General Fund $126.7 $124.0 $122.0
Cigarette and Tobacco Products Surtax Fund 348.8 346.0 341.0 °
Breast Cancer Fund 25.3 24.8 24.4 A
California Children and Families First Trust Fund 650.1 641.0 632.0 'II
Total $1,150.9 $1,135.8 $1,119.4 I\
—)
*In addition to the tax revenue displayed above, $386.4 million was received in 2000-01, with estimated \‘
receipts of $475 million in 2001-02, and $474.4 million in 2002-03 from the tobacco litigation '] 1 'I

Master Settlement Agreement. / N
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% Rental royalties and other receipts
designated for particular pur-
poses—for example, oil and gas
royalties.

Taxes and fees related to motor vehicles
comprise over 42 percent of all special
fund revenue. Principal sources are
motor vehicle fees (registration, weight,
and vehicle license fees) and motor
vehicle fuel taxes. During 2002-03,
$7.2 billion in revenues will be derived
from the ownership or operation of
motor vehicles, a 17.3 percent decrease
from the 2001-02 level. As discussed
under motor vehicle fees, this decrease
is due to a reduction in vehicle license
fees paid by taxpayers. Over 41 percent
of all taxes and fees collected on motor
vehicles will be returned to local govern-
ments. The remaining portion is
available for various State programs
related to transportation and services to
vehicle owners.

Chapter 85, Statutes of 1991, created
the Local Revenue Fund for the purpose
of local program realignment. Revenue
attributable to a 0.5 percent sales tax
rate is transferred to this special fund.
During 2002-03, local governments are
expected to receive $2.3 billion from
this revenue source, up 4.6 percent
from 2001-02. In addition to this
revenue, approximately 24 percent of all
vehicle license fees (including amounts
backfilled by the General Fund) are
transferred to the Local Revenue Fund.

Tobacco-related taxes are collected
primarily to support early childhood
development programs as specified in
Proposition 10. These proceeds are

deposited in the California Children and
Families First Trust Fund and are
estimated at $641 million in 2001-02
and $632 million in 2002-03. Funds
from the Proposition 99 tobacco-related
taxes are allocated to a special fund for
distribution to a variety of accounts as
determined by the measure. Receipts
for this fund are estimated at $346 mil-
lion in 2001-02 and $341 million in
2002-03. An additional $24.8 million
for breast cancer research will be
generated in 2001-02 by the 2 cents
per pack cigarette tax enacted in 1993,
while $24.4 million will be generated in
2002-03 for this purpose. The original
10 cents per pack tax on cigarettes is
allocated to the General Fund.

Motor Vehicle Fees: $3.92 billion—
Motor vehicle fees consist of vehicle
license, registration, weight, and driver’s
license fees, and various other charges
related to vehicle operation. This
amount includes the additional rev-
enues due to proposed increases in
certain fees, fines, and penalties, which
are discussed under the Department of
Motor Vehicles in the Business, Trans-
portation, and Housing Section.

The vehicle license fee (VLF) is imposed
for the privilege of operating a vehicle
on the public highways in California.
This tax is imposed in lieu of a local
personal property tax on automobiles
and is administered by the Department
of Motor Vehicles. All of the revenues
from this tax, other than administrative
costs and fees on trailer coaches and
mobile homes, are constitutionally
dedicated to local governments.
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The VLF is calculated on the vehicle’s
“market value,” which is the cost to the
purchaser exclusive of sales tax, ad-
justed by a depreciation schedule. For
motor vehicles, the schedule is based
on an 11-year depreciation period; an
18-year depreciation period is used for
trailer coaches. A 2 percent rate is
applied to the depreciated value to
determine the fee. Thus, revenue from
this source is contingent on the number
of vehicles in California, the ages of
those vehicles, and their most recent
sales prices.

As part of the State-local program
“realignment,” Chapter 87, Statutes of
1991, revised the vehicle license fee
depreciation schedule and required the
Department of Motor Vehicles to reclas-
sify used vehicles based upon their
actual purchase price each time the
ownership of the vehicle is transferred.
All of the revenue from this base change
is transferred to local governments.

Chapter 322, Statutes of 1998, estab-
lished a program to offset a portion of
the vehicle license fees paid by vehicle
owners. This program is referred to as
an “offset” rather than a tax credit,
because the total amount of VLF legally
due from the taxpayer was not changed.
Instead, the State pays or “offsets” a
portion of the amount due, and taxpay-
ers pay the remaining balance. Begin-
ning January 1, 1999, a permanent
offset of 25 percent of the amount of
the VLF owed became operative.
Chapter 74, Statutes of 1999, increased
the offset to 35 percent on a one-time
basis for the 2000 calendar year. Chap-
ters 106 and 107, Statutes of 2000, and
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Chapter 5, Statutes of 2001, extended
the 35 percent offset through June 30,
2001, and provided for an additional
32.5 percent VLF reduction, which was
returned to taxpayers in the form of a
rebate. Beginning on July 1, 2001, the
VLF was permanently reduced by

67.5 percent.

The amount by which the VLF is re-
duced is made up or “backfilled” by the
General Fund to prevent any loss of
revenues to local governments. This
backfill is expected to provide tax relief
of $3.573 billion in 2001-02 and
$3.726 billion in 2002-03. Because of
the increased VLF offset levels, revenue
received from these fees has decreased
by 17.3 percent from 2001-02. How-
ever, as the amount paid by taxpayers
decreases due to increased tax relief,
the amount backfilled by the General
Fund increases, so local governments
are held harmless.

As part of the implementation of the
vehicle license fee rebate program, a
Special Reserve Fund for Vehicle Li-
cense Fee Tax Relief was created. As
noted above, this rebate program was
replaced with a General Fund offset
beginning in 2001-02. Only a modest
portion of the $45.2 million balance in
this Special Fund is estimated to be
needed for rebates attributable to late
filers in future years. As a result, the
Budget contains a legislative proposal
to eliminate this Special Reserve Fund
and transfer its balance to the General
Fund. This shift of resources will have
no impact on the vehicle license fee tax
relief program or local governments,

)
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Figure REV-19
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and rebates that may result from late
filers in the future will be funded from
the General Fund instead.

The Department of Motor Vehicles
administers the VLF for trailer coaches
that are not installed on permanent
foundations. Those that are installed
on permanent foundations (mobile
homes) are subject to either local
property taxes or the VLE. Generally,
mobile homes purchased new prior to
July 1, 1980, are subject to the VLF,
which in this instance is administered by
the Department of Housing and Com-
munity Development rather than the
Department of Motor Vehicles. All other
mobile homes are subject to the local
property tax. Chapter 699, Statutes of
1992, provided that all trailer coach
license fees that are administered by the
Department of Motor Vehicles be

\_

deposited in the General Fund. Begin-
ning in 1994-95, all other trailer coach
license fees are also deposited in the
General Fund.

Chapter 861, Statutes of 2000, replaced
the current weight fee schedule for
commercial trucks, which was based on
unladen weight, with a gross vehicle
weight schedule. This change was
necessary to conform to the federal
International Registration Plan by
January 1, 2002. Chapter 861 also
provided that the vehicle license fee will
no longer be charged on commercial
trailers, and the loss in revenue to local
governments from that exclusion will be
backfilled by the General Fund.

Allowing for scrappage and for vehicles
entering and leaving California, the total
number of fee-paid registrations, (autos,
trucks, trailers, and motorcycles)
including multi-state vehicles, is esti-
mated at 27,434,000 for 2001-02 and
27,910,000 for 2002-03, a 1.7 percent
increase. As can be seen in Figure
REV-19, the 14.4 percent growth in new
vehicle registrations in 1999-00 was at a
14-year high. This dramatic growth was
due to extremely strong vehicle sales at
that time. Vehicle sales are expected to
decline from these record highs in
2001-02 and 2002-03. Although new
vehicle sales surged in October 2001,
this is probably a temporary increase
caused by incentives that accelerated
sales that would have taken place
throughout the fiscal year. Because of
the economic slowdown, the forecast
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for new vehicle registrations assumes a
7.7 percent decline in 2001-02, followed
by 0.1 percent growth in 2002-03.

Motor vehicle fees revenue is summa-
rized in Figure REV-20.

Motor Vehicle Fuel Taxes:

$3.242 billion—The motor vehicle fuel
tax (levied on gasoline), diesel fuel tax
(levied on diesel), and the use fuel tax
(levied on alternative fuels such as
liquefied petroleum gas, natural gas,
and alcohol fuel) provide the major
sources of funds for maintaining,
replacing, and constructing State
highway and transportation facilities.
Just over one-third of these revenues is
apportioned to local jurisdictions for
street and highway use.

The motor vehicle fuel tax (gas tax) is
collected from distributors at the termi-
nal rack level (i.e., the point at which
fuel is loaded into ground transporta-
tion). Motor vehicle fuel is taxed at a
rate of 18 cents per gallon. Fuels
subject to the gas tax include gasoline,
natural gasoline, and specified blends of
gasoline and alcohol sold for vehicular
use on California public streets and
highways.

The Motor Vehicle Fuel Tax Law also
applies an excise tax of 2 cents per
gallon on aircraft jet fuel sold at the
retail level. Certain sales are exempt
from the aircraft jet fuel tax, including
those to certified air common carriers,
aircraft manufacturers and repairers,
and the U.S. armed forces.
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Figure REV-20

Motor Vehicle Fees Revenue

(Dollars in Thousands)

2000-01 2001-02 2002-03
Preliminary Forecast Forecast
Vehicle License Fees " $2,490,570 $1,302,373 $1,358,185
Realignment " 798,598 432,067 449,983
Registration, Weight, and
Other Fees 1,943,249 1,987,107 2,107,112
Total $5,232,417 $3,721,547 $3,915,280

" Reflects 25 percent vehicle license fee offset in 1999, 35 percent in 2000,

and 67.5 percent beginning in 2001.

Chapter 912, Statutes of 1994, estab-
lished the Diesel Fuel Tax Law. Prior to
the operative date of Chapter 912,
diesel fuel had been taxed under the
Use Fuel Tax Law. The diesel fuel tax is
collected from distributors at the termi-
nal rack level and applies to diesel fuel
and blended diesel fuel sold for use in
propelling highway vehicles. Undyed
diesel fuel for highway use is taxed at a
rate of 18 cents per gallon. Dyed diesel
fuel, which is destined for tax-exempt
uses, is not taxed.

Chapter 1053, Statutes of 2000, re-
quired that the State excise tax on
gasoline be collected at the terminal
rack level, rather than at the level at
which the fuel changes ownership.
Standardizing the point of collection
conforms to federal law and is expected
to increase compliance.

The use fuel tax is levied on sales of
kerosene, liquefied petroleum gas
(LPQ), liquid natural gas (LNG), com-
pressed natural gas (CNG), and alcohol

fuel (ethanol and methanol containing /
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15 percent or less gasoline and diesel
fuel). These fuels remain untaxed until
they are dispensed into a motor vehicle
that is operated on California highways
or is suitable for highway operation.
Current use fuel tax rates are 18 cents
per gallon for kerosene, 6 cents per
gallon for LPG and LNG, 7 cents per
100 cubic feet for CNG, and 9 cents per
gallon for alcohol fuel. Users of LPG,
LNG, or CNG may elect to pay a flat
rate of tax based on vehicle weight in
lieu of the 6 cents per gallon tax.

The Mills-Hayes Act specifies that a fuel
tax rate of 1 cent per gallon be levied on
fuel used by local transit systems,
school and community college districts,
and certain common carriers. This
excise tax is imposed in lieu of the other
fuel taxes described above.

Gasoline consumption has grown slowly
over time, as conservation efforts have
offset economic growth. Gasoline
consumption rose 2.1 percent during
2000-01, but is estimated to increase by
1.2 percent in 2001-02 and 1.7 percent
in 2002-03. Although these growth
rates are slower than the past three
years, they are near

conditions. Diesel fuel consumption
increased by only 0.8 percent in
2000-01 and is expected to rise by

0.4 percent in 2001-02, before increas-
ing by 3.3 percent in 2002-03. These
slower growth rates in 2000-01 and
2001-02 are a result of both the in-
crease in fuel prices and a moderation
of economic activity.

Proposition 111, enacted in June 1990
to generate new transportation funding,
increased gasoline and diesel fuel tax
rates by 5 cents per gallon each, effec-
tive August 1, 1990. Proposition 111
also increased gas and diesel fuel tax
rates by an additional 1 cent per gallon
each January 1 thereafter, until an
18-cent-per-gallon rate became effec-
tive January 1, 1994. The rates have
remained constant since that time.
Revenues raised by Proposition 111
equaled $1.53 billion during 2000-01
and are expected to be $1.54 billion
and $1.58 billion during 2001-02 and
2002-03, respectively.

Motor vehicle fuel revenues are shown
in Figure REV-21.

the long-term growth

rate of approximately Figure REV-21

Motor Vehicle Fuel Tax Revenue

1.6 percent.
(Dollars in Thousands)

Because the major- 2000-01 2001-02 2002-03
ity of diesel fuel is Preliminary Forecast Forecast
consumec;l by the Gasoline " $2,677,001 $2,713,982 $2,759,674
commercial truck- Diesel 462,425 467,125 481,986
ing industry, con-

Total $3,139,426 $3,181,107 $3,241,660

sumption is affected
most significantly by
general economic

" Does not include jet fuel.
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Figure REV-22
Summary of State Tax Collections
(Excludes Departmental, Interest, and Miscellaneous Revenue)
State Tax Collections Taxes per $100 of

Per Capita (Dollars in Millions) Taxes per Capita " Personal Income *

Personal General General General

Income "? Fund Total Fund Total Fund Total
1967-68 $3,878 $3,558 $4,676 $185.55 $243.86 $4.78 $6.29
1968-69 4,199 3,963 5,173 203.94 266.21 4.86 6.34
1969-70 4,532 4,126 5,409 208.96 273.94 4.61 6.04
1970-71 4,812 4,290 5,598 214.08 279.36 4.45 5.81
1971-72 5,034 5,213 6,597 256.22 324.24 5.09 6.44
1972-73 5,451 5,758 7,231 279.72 351.28 5.13 6.44
1973-74 5,947 6,377 7,877 305.57 377.45 5.14 6.35
1974-75 6,552 8,043 9,572 379.85 452.06 5.80 6.90
1975-76 7,091 9,050 10,680 420.19 495.87 5.93 6.99
1976-77 7,814 10,781 12,525 491.48 570.98 6.29 7.31
1977-78 8,569 12,951 14,825 579.41 663.25 6.76 7.74
1978-79 9,620 14,188 16,201 621.30 709.45 6.46 7.38
1979-80 10,845 16,904 19,057 726.83 819.41 6.70 7.56
1980-81 12,038 17,808 20,000 748.80 840.97 6.22 6.99
1981-82 13,209 19,053 21,501 784.78 885.62 5.94 6.70
1982-83 13,782 19,567 22,359 788.83 901.39 5.72 6.54
1983-84 14,505 22,300 25,674 880.14 1,013.30 6.07 6.99
1984-85 15,944 25,515 29,039 988.34 1,124.85 6.20 7.05
1985-86 16,934 26,974 30,898 1,021.63 1,170.25 6.03 6.91
1986-87 17,661 31,331 35,368 1,158.18 1,307.41 6.56 7.40
1987-88 18,665 31,228 35,611 1,126.67 1,284.81 6.04 6.88
1988-89 19,763 35,647 40,613 1,255.49 1,430.39 6.35 7.24
1989-90 20,819 37,248 43,052 1,278.16 1,477.32 6.14 7.10
1990-91 21,978 36,828 43,556 1,234.66 1,460.22 5.62 6.64
1991-92 21,992 40,072 48,856 1,315.63 1,604.02 5.98 7.29
1992-93 22,641 39,197 48,230 1,264.95 1,556.46 5.59 6.87
1993-94 22,805 38,351 48,941 1,224.73 1,562.93 5.37 6.85
1994-95 23,320 41,099 50,648 1,303.77 1,606.71 5.59 6.89
1995-96 24,328 44,825 54,805 1,413.54 1,728.24 5.81 7.10
1996-97 25,418 47,955 58,400 1,500.37 1,827.15 5.90 7.19
1997-98 26,549 53,859 64,826 1,659.66 1,997.63 6.25 7.52
1998-99 28,350 58,199 69,724 1,771.02 2,121.72 6.25 7.48
1999-00 29,844 70,027 81,734 2,095.53 2,445.86 7.02 8.20
2000-01" 32,116 75,668 88,128 2,219.78 2,585.30 6.91 8.05
2001-02°% 31,944 67,721 78,114 1,948.36 2,247.37 6.10 7.04
2002-03 % 32,198 74,019 84,747 2,091.80 2,394.98 6.50 7.44
" Per capita computations are based on July 1 populations estimates, benchmarked to the 1990 Census.
“ Personal income data are on a calendar year basis (e.g., 2000 for 2000-01).
¥ Taxes per $100 personal income computed using calendar year personal income (e.g. 2000 income related g\

to 2000-01 tax collections). -II
P Preliminary.
el :
Estimated. \ \
__\‘
1

N
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Figure REV-23

Outline of State Tax System
as of January 1, 2002

Horse Racing License

! State Board of Equalization.

® Franchise Tax Board.

8 State Controller's Office

Amount wagered

lease of taxable items

Source: State of California, Department of Finance

0.4% - 2.0%

Horse Racing Board

Major Taxes and Fees Base or M e Rate Administering Agency Fund
Alcoholic Beverage Excise Taxes:
Beer Gallon $0.20 Equalization' General
Distilled Spirits Gallon $3.30 Equalization General
Dry Wine Gallon $0.20 Equalization General
Sweet Wine Gallon $0.20 Equalization General
Sparkling Wine Gallon $0.30 Equalization General
Hard Cider Gallon $0.20 Equalization General
Corporation:
General Corporation Net income 8.84% 2 Franchise® General
Bank and Financial Corp. Net income 10.84% Franchise General
Alternative Minimum Tax Alternative Taxable Income 6.65% * Franchise General
Tobacco:
Cigarette Package $0.87 ¢ Equalization Cigarette Tax, Cigarette and Tobacco
Products Surtax, Breast Cancer Act, and
Calif. Children and Families First Initiative
Other Tobacco Products Wholesale price 52.65% ° Equalization Cigarette and Tobacco Products Surtax
Energy Resources Surcharge Kilowatt hours $0.0002 Equalization Energy Resources Surcharge Fund

Fair & Expo®, Satellite Wagering’,
Wildlife Restoration, and General

Estate Taxable Federal estate 0.8-16.0% Controller® General

Insurance Gross Premiums 2.35% ° Insurance Dept. General

Liquor license fees Type of license Various Alcoholic Beverage Control General

Motor Vehicle:
Vehicle License Fees (VLF) Market value 2.0% Motor Vehicle Dept Motor Vehicle License Fee and Local

Revenue''

Fuel—Gasoline Gallon $0.18 Equalization Motor Vehicle Fuel'
Fuel—Diesel Gallon $0.18 Equalization Motor Vehicle Fuel
Registration Fees Vehicle $30.00 Motor Vehicle Dept Motor Vehicle™
Weight Fees Gross Vehicle Weight Various Motor Vehicle Dept State Highway'*

Personal Income Taxable income 1.0-9.3% Franchise General
Alternative Minimum Tax Alternative Taxable Income 7.0% Franchise General

Private Railroad Car Valuation ' Equalization General

Retail Sales and Use Receipts from sales or 5.50% "© Equalization General and Local Revenue

2 Minimum tax $800 per year for existing corporations. New corporations are exempted from the minimum franchise tax for the first two years of operations.

“ This tax is levied at the combined rate of 10 cents per pack of 20 cigarettes for the General Fund, 25 cents per pack for the Cigarette and Tobacco
Products Surtax, 2 cents per pack for the Breast Cancer Act, and 50 cents per pack for the California Children and Families First Trust Fund.

° Atax equivalent to the tax on cigarettes; rate reflects the 50 cents per pack established by the California Children and Families First Initiative.

© For support of county fairs and other activities.

7 For construction of Satellite Wagering Facilities and health and safety repairs at fair sites.

9 Ocean marine insurance is taxed at the rate of 5 percent of underwriting profit attributable to California business. Special rates also apply to
certain pension and profit sharing plans, surplus lines, and nonadmitted insurance.

"0 Beginning January 1, 1999, vehicle owners pay only 75 percent of the calculated tax, and the remaining 25 percent (offset percentage) is paid by the General Fund.
Chapter 74, Statutes of 1999, increased the offset to 35 percent on a one-time basis for the 2000 calendar year. Chapter 107, Statutes of 2000, and Chapter 5,
Statutes of 2001, extended the 35 percent credit through June 30, 2001, and provided for an additional 32.5 percent VLF reduction, which will be returned to
taxpayers in the form of a rebate. Beginning July 1, 2001, the VLF will be permanently reduced by 67.5 percent.

™ For return to cities and counties. Trailer coach license fees are deposited in the General Fund.

"2 For administrative expenses and apportionment to State, counties and cities for highways, airports and small craft harbors.

™ For support of State Department of Motor Vehicles, California Highway Patrol, other agencies and motor vehicle related programs.

' For State highways and State Department of Motor Vehicles administrative expense. Chapter 861, Statutes of 2000, replaces the current weight fee schedule
for trucks, which is based on the unladen weight of commercial trucks and trailers, with a new schedule based on the gross weight capacity of trucks alone, in

\_

order to comply with the International Registration Plan standards.
'8 Average property tax rate in the State during preceding year.
' Includes a 5.00 percent rate for the State General Fund and Public Transportation Account and a 0.50 percent rate to the Local Revenue Fund for realignment.
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Figure REV-24

Comparative Yield of State Taxes, 1970-71 through 2002-03

Includes both General and Special Funds
(Dollars in Thousands)

Year Estate Alcoholic Horse Motor

Ending Sales Personal Corporation Tobacco Inheritance Insurance Beverage Racing Vehicle Vehicle
June 30 and Use Income (a) (b) and Gift (c) (d) (e) (f) Fuel (g) Fees (h)
1971 $1,808,052 $1,264,383 $532,091 $239,721 $185,699 $158,423 $106,556 $64,601 $674,635 $513,202
1972 2,015,993 1,785,618 662,522 247,424 220,192 170,179 112,091 69,380 712,426 547,845
1973 2,198,523 1,884,058 866,117 253,602 260,119 179,674 114,884 72,693 746,196 596,922
1974 2,675,738 1,829,385 1,057,191 258,921 231,934 201,697 119,312 78,289 742,702 644,448
1975 3,376,078 2,579,676 1,253,673 261,975 242,627 202,991 120,749 86,637 752,234 664,453
1976 3,742,524 3,086,611 1,286,515 268,610 316,648 241,224 125,313 96,117 766,555 749,936
1977 4,314,201 3,761,356 1,641,500 269,384 367,964 322,476 127,485 102,702 810,321 807,782
1978 5,030,438 4,667,887 2,082,208 273,658 365,092 387,560 132,060 111,591 850,181 924,410
1979 5,780,919 4,761,571 2,381,223 268,816 416,955 420,184 140,059 112,856 896,591 1,021,856
1980 6,623,521 6,506,015 2,510,039 290,043 465,611 446,228 138,940 127,002 852,752 1,096,640
1981 7,131,429 6,628,694 2,730,624 278,161 530,185 460,926 142,860 129,779 839,994 1,127,293
1982 7,689,023 7,483,007 2,648,735 276,824 482,300 454,984 139,523 119,626 833,446 1,373,354
1983 7,795,488 7,701,099 2,536,011 271,621 517,875 736,929 136,209 120,159 928,633 1,614,993
1984 8,797,865 9,290,279 3,231,281 263,231 236,452 457,490 137,433 141,001 1,213,167 1,906,290
1985 9,797,564 10,807,706 3,664,593 262,868 296,805 643,139 135,786 133,814 1,159,637 2,137,326
1986 10,317,930 11,413,040 3,843,024 258,141 252,810 839,939 132,262 131,592 1,194,172 2,515,295
1987 10,904,022 13,924,527 4,800,843 255,076 273,089 1,008,804 131,288 131,733 1,245,881 2,692,835
1988 11,650,531 12,950,346 4,776,388 250,572 304,148 1,158,321 128,734 132,208 1,293,254 2,966,334
1989 12,650,893 15,889,179 5,138,009 559,617 335,091 1,317,630 128,264 143,379 1,320,512 3,142,484
1990 13,917,771 16,906,568 4,965,389 787,076 388,527 1,167,684 128,524 147,920 1,349,146 3,305,711
1991 13,839,573 16,852,079 4,544,783 745,074 498,774 1,287,152 129,640 148,279 1,999,771 3,513,159
1992 17,458,521 17,242,816 4,538,451 726,064 446,696 1,167,307 321,352 130,042 2,457,229 4,369,862
1993 16,598,863 17,358,751 4,659,950 677,846 458,433 1,188,181 292,107 114,037 2,412,574 4,470,321
1994 16,857,369 17,402,976 4,809,273 664,322 552,139 1,196,921 275,797 118,215 2,547,633 4,518,795
1995 16,273,800 18,608,181 5,685,618 674,727 595,238 998,868 268,957 108,974 2,685,731 4,749,594
1996 17,466,584 20,877,687 5,862,420 666,779 659,338 1,131,737 269,227 106,057 2,757,289 5,009,319
1997 18,424,355 23,275,990 5,788,414 665,415 599,255 1,199,554 271,065 90,627 2,824,589 5,260,355
1998 19,548,574 27,927,940 5,836,881 644,297 780,197 1,221,285 270,947 81,930 2,853,846 5,660,574
1999 21,013,674 30,894,865 5,724,237 976,513 890,489 1,253,972 273,112 61,185 3,025,226 5,610,374
2000 23,451,570 39,578,237 6,638,898 1,216,651 928,146 1,299,777 282,166 44,130 3,069,694 5,263,245
2001 24,298,292 44,614,297 6,899,302 1,150,856 934,708 1,496,556 288,451 44,541 3,142,142 5,258,754
2002 * 23,600,206 38,455,000 5,261,000 1,135,800 850,900 1,560,000 285,000 45,266 3,183,607 3,736,879
2003 * 25,380,515 42,605,000 5,869,000 1,119,400 614,500 1,656,000 282,000 45,315 3,244,260 3,930,895

(a)  Includes the corporation income tax and, from 1989 through 1997, the unitary election fee.
(b) Proposition 99 (November 1988) increased the cigarette tax to $0.35 per pack and added an equivalent tax to other tobacco products.
The Breast Cancer Act added $0.02 per pack effective 1/1/94.
Proposition 10 (November 1998) increased the cigarette tax to $0.87 per pack and added the equivalent of $1.00 tax to other tobacco products.
(c) Proposition 6, an initiative measure adopted by the voters in June 1982, repealed the inheritance and gift taxes and imposed instead an estate tax
known as "the pick-up tax," because it is designed to pick up the maximum credit allowed against the federal estate tax. The Economic Growth and
Tax Reconciliation Act of 2001 phases out the federal estate tax by 2010. As part of this, the Act reduces the State pick-up tax by 25 percent in 2002,
50 percent in 2003, 75 percent in 2004, and eliminates it beginning in 2005.
(d) The conclusion of litigation resulted in additional revenue of $51 million in 1987-88, $178 million in 1988-89, $7 million in 1990-91, and $5 million in 1991-92.
It also resulted in refunds of $46 million in 1993-94, $127 million in 1994-95, $39 million in 1995-96, $15 million in 1996-97, and $30 million in 1997-98.
(e)  Alcoholic beverage excise taxes were significantly increased effective July 15, 1991.
(f) Beginning in 1988-89, includes revenues from satellite wagering that were not included in prior years.
(9) Motor vehicle fuel tax (gasoline), use fuel tax (diesel and other fuels), and jet fuel.
(h)  Registration and weight fees, motor vehicle license fees, and other fees. Due to the offset program, 1998-99 vehicle license fee values reflect a 25 percent
reduction for 1999. The values reflect a 35 percent reduction from January 1, 2000, through June 30, 2001, and a 67.5 percent reduction thereafter.
Estimated
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Demographic
Outlook

lt is with considerable reluctance that this Administration has been forced
to set aside the population series used for the 2001-02 Budget Act that for the first
time incorporated an undercount factor for hard-to-count population groups. A
census undercount results from people who are not found by the census enumera-
tors or people who do not want to be counted. Instead, the 2002-03 Governor’s
Budget uses population estimates based on the unadjusted series, or the raw cen-
sus data. The previous adjusted population series, was based on preliminary,
undercount data released by the United States Census Bureau (Bureau) in March
2001 for the nation as a whole. However, as explained at the end of this section,
the Bureau has since disputed its own data and refused to share information with
the states. This refusal has left the State with no practical option but to return to a
California population series unadjusted for the undercount, and take the necessary
steps to obtain the information that the Bureau has withheld.

Population Overview

At nearly 35 million people as of
mid-2001, California’s population is the
largest and most diverse in the nation.
This estimate is lower than the previous
2001 estimate, because it does not
include an adjustment for the 2000
census undercount. The State has
become a plurality with no majority
racial or ethnic group, since the white
population is now less than half of the
population (see Figure DEM-1).

Figure DEM-1

California's Population in Census 2000
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OUTLOOK

The July 1, 2001, unadjusted
estimate of the population is
34,758,000. It is forecast to be
35,385,000 in 2002 and about
36 million in 2003. This reflects a
short-term annual growth rate of
1.8 percent.

Through the next five years, the
State will grow an average of over
575,000 people each year and be-
come increasingly diverse. The
State’s growth in the first decade of
this century is equally attributable to
natural increase (more babies being
born than people dying) and net mi-
gration (people moving to California
from other states and other coun-
tries, less those moving out).

By July 2006, the State will add
nearly 3 million people to reach
37,631,000, a five-year growth rate
of 8.3 percent. This is somewhat
less than the 8.7 percent overall
population growth since 1996.

)
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Figure DEM-2

California Projected Population Growth by Age: 2001-06
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+ Population growth rates vary signifi-
cantly by age group. The State’s to-
tal population growth of 8.3 percent
contrasts with 5.7 percent growth in
the under-18 group, 9.3 percent
growth in the working age group,
and 8.6 percent for the older popu-
lation (see Figure DEM-2). The
population in the working ages will
increase more than 2 million.

Y
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In the Fall 2000, K-12 public school
enrollment reached nearly 6 million.
Starting in 2000 and continuing
through the decade, school enroll-
ment growth will be slower than that
of the general population, because
the number of births in the State de-
clined in the 1990s.

The Undercount Controversy

By necessity, the above trends are
based on census data that undercount
important segments of the California
population. The United States Census

Bureau has refused to release the
information needed to assess whether
any undercounts have occurred.

California has both policy and fiscal
reasons to pursue the use of census
data that completely counts its resi-
dents. First, demographic data about
California should provide the most
accurate representation possible of the
true population levels and diversity of
this great state. Second, the funds
available to California from many federal
programs are based on the State’s
share of the national population. If
California’s population has been dispro-
portionately undercounted, resources
that belong in this state are allocated to
other states. And finally, State govern-
ment has many programs, including
allocations to cities and counties, which
rely on accurate population estimates.

The Census Bureau recognizes the
problem. There is no disagreement
that previous censuses failed to fully
count Blacks, Hispanics, young people,
and renters. The Census Bureau itself
estimated that the 1990 Census did not
count 838,000 or 2.7 percent of Califor-
nia residents. Over the decade, this
undercount cost California one seat in
the House of Representatives as well as
over $2 billion in federal funds. To
address this problem, the Census
Bureau implemented a new tool for
Census 2000—the Accuracy Coverage
and Evaluation (ACE) Survey—to
evaluate the census and to estimate the
undercount. This independent survey
was conducted after the census to
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determine both how many people had
been enumerated in the census and
how many had not.

In late December 2000, the Census
Bureau released the unadjusted census
enumerations for states (California’s raw
count was 33,871,648), which the d. S.
Supreme Court had ruled must be used
for reapportionment. For other uses,
however, the Census Bureau publicly
committed to releasing a second version
of the redistricting file that was adjusted
for undercount. In anticipation of this
second version, the 2001-02 Governor’s
Budget estimated the undercount factors
for California and its jurisdictions by
projecting Census 2000 results based on
Census 1990 undercounts.

The Census Bureau reconsiders its
commitment. In March 2001, the
Census Bureau released the full, unad-
justed file for California to be used in
redistricting (i.e., census data down to
the tract and block level) as well as the
preliminary ACE Survey undercount
rates for the nation. However, state-
level adjusted data was not released,
because the Bureau wished to further
evaluate differences between the new
Survey and a traditional measure—a
demographic analysis—of census
accuracy. Demographic analysis is an
accounting tool that uses data on
births, deaths, and immigration to
estimate the census population. The

DEMOGRAPHIC

OUTLOOK

use the national undercount rates from
the Survey to re-estimate the 2000 cen-
sus undercount for the May Revision
and the 2001 Budget Act.

In October 2001, the Census Bureau
announced that both of the census
evaluation tools had flaws. The demo-
graphic analysis underestimated the
national population, and the ACE survey
did not identify duplicates that resulted
in an overestimate of the population.
The Census Bureau concluded that
nationally the undercount rate was
0.06 percent—virtually no undercount.
The Census Bureau, however, did
acknowledge that differential
undercounts exist for population sub-
groups, but made no effort to provide a
method to correct the problem.

The decision hurts California. Despite
the Census Bureau finding that there
was little undercount in the national
data, California is likely to have a signifi-
cant undercount. Census undercount
can be the result of various factors
including mobile populations, popula-
tions with a distrust of government, or
populations residing in unconventional
housing, to name a few. The State is
home to large numbers of all the
population sub-groups who have
historically had the highest undercount
rates.

R
*

R
*

California contains a larger Black

9

Bureau committed to making a final population than any other state in ?
decision on census undercount in the nation except New York.
October after the differences were W\
analyzed. Although the withholding of % Nearly one-third of all Hispanics in —\
the state-level data was disappointing, the nation reside in California. —m
the Department of Finance was able to
2
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+ California, with a median age of
33.3 years, is much younger than
the nation that has a median age
of 35.3.

¢ While nationally 34 percent of occu-
pied housing is renter occupied,
the percentage is 43 percent in
California.

Because California contains large
numbers of these population sub-
groups, the Department of Finance
believes there is a significant
undercount of California population in
Census 2000, despite the Census
Bureau'’s contention of virtually no
undercount at the national level.

California pursues full disclosure of
census evaluation data. The limited
information released to date by the
Census Bureau has rendered previous
estimates of the undercount invalid, and
sufficient information to recalculate the
undercount estimate has not been
released. Therefore, the State’s only

option is to temporarily use the raw
census counts as the basis for the
population estimates and projections.

Nevertheless, the pressing question of
California’s census accuracy remains.
Equitable distribution of federal funds
and the ability to accurately plan for
California’s diverse population depend
on using the most complete population
information. For California to determine
how significant its undercount is, the
Census Bureau must release the esti-
mates of Census 2000 undercount for
this State from both the ACE Survey
and the Bureau’s demographic analysis.

The Department of Finance has there-
fore made a Freedom of Information
Act request of the Census Bureau to
provide the information necessary to
include an undercount in the population
base. When the undercount information
is made available, the State’s historical
estimates and future projections will be
revised to reflect the census data that
includes estimated undercounts.
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K-12 Education

Ensuring that the 6.1 million pupils enrolled in California’s public schools
receive a high quality education and are provided the tools to meet California’s
world-class standards, education remains this Administration’s highest priority.
Despite the fiscal challenge facing California, the 2002-03 Budget fully funds statutory
growth and cost-of-living adjustments for K-12 programs. As indicated in Figure K12-1,
approximately $53.9 billion will be devoted to California’s 988 school districts and
58 county offices of education, resulting in estimated total per-pupil expenditures
from all sources of $9,145 in fiscal year 2001-02 and $9,236 in fiscal year 2002-03.
Figure K12-2 displays the various sources of revenue for schools.

Figure K12-1 Total Revenue for K-12 Education

(Dollars in Millions)

Source of Funds 1995-06 199697  1997-98  1998-99  1999-00  2000-01” 2001-02 " 2002-03 " Change Percent
State General Fund $17,797 $19,743 $22,395 $23,325 $26,056 $29,600 $31,046 $31,316 $270 0.9%
Lottery Fund 692 611 675 728 745 827 813 813 0 0.0%
Other State Funds 53 59 82 74 65 141 150 112 -37 -24.9%
Federal Funds 2,825 2,991 3,473 3,859 4,416 4,951 5,545 5,480 -65 -1.2%
Local Property Taxes 8,653 8,585 9,138 9,545 10,200 10,918 11,824 12,747 923 7.8%
Local Debt Service 390 426 498 612 612 612 612 612 0 0.0%
Local Miscellaneous 2,103 2,195 2,595 2,843 2,843 2,843 2,843 2,843 0 0.0%
Total Revenue $32,513  $34,610  $38,856  $40,985  $44,936  $49,890  $52,832  $53,922  $1,091 2.1%
" Estimated.

Figure K12-2

Sources of Revenue for California's K-12 Schools
(Dollars in Millions, Percent of Total)
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Figure K12-3
K-12 Education Spending Per Pupil
Proposition 98

Total Proposition 98 support for K-12
education will increase 1.8 percent in
2002-03, over the 2001 Budget Act
level as amended in the November

57,2007 2001 Revision. The Budget proposes
$7,0001 to fully fund the Proposition 98 guaran-
tee in the budget year. This level of
$6.8001 funding supports K-12 Proposition 98
$6,600-1 per-pupil expenditures of $7,058 in
2002-03, up from $5,756 in 1998-99,
864001 $6,311 in 1999-00, $6,681 in 2000-01,
$6,200 and $6,922 in 2001-02 (see Figure
K12-3). This Administration has raised
$6.0001 K-12 per-pupil appropriations for
$5,800 education by over 22 percent since

1999-00 2000-01 2001-02 2002-03 taklng Ofﬁce

Funding reported by schools from their
general funds and the various catego-
ries of expenditure, along with respec-
tive shares of total funding for each

category, are displayed in Figure K12-4.
'”SS‘L”p"pﬁgr’t‘a' All costs shown are those reported to
10.0% the State by schools using the defini-
tions specified in the California School
Accounting Manual.

Figure K12-4
Where Schools Spend Their Money

Transportation GAerA1eraIA
25% Administration

6.0%

Maintenance
/Operations

8.1%
Pupll Proposition 98 Guarantee
Classroom Services/Media
Instruction 4.5%

60.8%

Other General The total 2000-01 Proposition 98

2111“2 funding level as of the November 2001

' Revision is $42.9 billion, of which the
General Fund share is $30.4 billion.

Classroom Instruction includes: general education, special education, and

special projects.

General Administration includes: superintendent and board, district
administration, other administration, centralized EDP, and maintenance and
operations for administration.

Instructional Support includes: instructional administration, school site
administration, and special projects administration.

Maintenance and Operations includes: utilities, janitorial and groundskeeping
staff, and routine repair and maintenance.

Pupil Services includes: counselors, school psychologists, nurses, child
welfare, and attendance staff. Media includes libraries and media centers.
Other General Fund includes: spending for tuition, facilities, contracts with
other agencies, and transfers to and from other district funds.

(Based on 1999-00 data reported by schools.)

The total 2001-02 Proposition 98
funding level as of the November 2001
Revision is $45.0 billion, of which the
General Fund share is $31.4 billion.
This amount is $5.7 billion over the
Proposition 98 Test 3 funding level.
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The total 2002-03 Proposition 98
funding level is proposed at $46.0 bil-
lion, an increase of $1 billion over the
revised 2001-02 funding level. The
Budget funds Proposition 98 at the Test
2 level and fully retires the maintenance
factor obligation created in the current
year. The General Fund makes up
approximately 68.2 percent, or

$31.4 billion, of total proposed Proposi-
tion 98 funding (see Figure K12-5).

Attendance growth in public schools
continues to be relatively low, primarily
due to steady declines in birth rates
beginning in the early 1990s. For the
current year, total K-12 Average Daily
Attendance (ADA) is estimated to be
5,776,829. This reflects an increase of
85,302 ADA or 1.51 percent, over the
2000-01 fiscal year and is 3,908 lower
than the estimate for the 2001 Budget
Act. For the budget year, total K-12
ADA is estimated to be 5,838,438. This
reflects ADA growth of 61,609, or

1.07 percent, over the current year.

2002-03 Proposed Reforms

Instructional Materials Funding
Reform—Consistent with a commit-
ment to invest wisely for the success of
our students and assist school districts
in providing them with standards-
aligned materials, this Administration
has provided nearly $3 billion for books
and other instructional materials over
the four years since 1998-99. Specifi-
cally for 2002-03, the Governor’s
Budget includes $625 million for the
following programs:

K-12

EDUCATION

Figure K12-5
Proposition 98

(Dollars in Thousands)

Proposition 98 Appropriation 2000-01

2001-02

2002-03

State General Fund
Local Revenue

$30,354,782
12,508,584

$31,404,751
13,571,871

$31,354,202
14,629,176

Total $42,863,366

Total State and Local Distribution
Department of Education
California Community Colleges
Department of Developmental Services
Department of Mental Health
Department of Youth Authority
State Special Schools
Indian Education Centers
Loan Repayment

$38,010,443
4,391,765
14,087
18,400
40,733
33,964
3,974
350,000

$44,976,622

$39,970,663
4,547,933
10,437
18,400
40,733
34,270
4,186

$45,983,378

$41,193,228
4,683,918
11,080
18,400
38,138
34,292
4,322

350,000 0

Total
Proposition 98 Appropriations

$42,863,366

$44,976,622

$45,983,378

Percentage Share of General Fund 39.4%

45.8%

42.2%

SAL " Revenues and Transfers

" State Appropriations Limit, Article XIIIB.

R

+ Instructional Materials Block
Grant—$250 million for schools to
purchase standards-aligned
instructional textbooks in core
curriculum areas for students in
grades K-12. Once schools provide
standards-aligned textbooks to each
pupil, the funds can be used for a
variety of instructional materials
purposes, including school library
and classroom library materials.
This block grant replaces the
existing Instructional Materials K-8,
Instructional Materials 9-12, School
Library Materials, and K-4 Class—
room Library programs. The
Administration also intends to
propose additional increased
funding for future years consisting
of $100 million in 2003-04,

$200 million in 2004-05,

$300 million in 2005-06, and

$350 million in 2006-07.

)

2002-03

Governor's Budget Summary 129



K-12

EDUCATION

\_

+ Textbook Block Grant—
$200 million in one-time
Proposition 98 Reversion Account
funding for instructional materials
for school districts that certify they
will provide each pupil with a
standards-aligned Reading/
Language Arts textbook by the
beginning of the 2002 school year.

72
°o

School / Classroom Library
Grant—$100 million in one-time
Proposition 98 Reversion Account
for school districts to purchase
school library materials or

K-4 classroom library materials.

72
°o

Science Lab Equipment—

$75 million in one-time

Proposition 98 Reversion Account
for school districts to purchase
science lab equipment and
materials to provide standards-
based science instruction in

grades 7-12. These funds will build
upon efforts such as the adoption of
standards-aligned instructional
materials and curriculum
frameworks, already begun by the
Administration to develop high
standards for science learning.

Independent Study Funding Reform—
Chapter 892, Statutes of 2001, reduced
funding for non-classroom based
charter schools by up to 20 percent in
2002-03. Recognizing that
non-classroom instruction (independent
study) is less expensive than instruction
provided in a classroom setting whether
provided by a charter or by a traditional
public school, the Budget proposes a
10 percent, non-waivable reduction in

funding for all other independent study
instruction. This reduction applies to all
public non-charter K-12 schools, and
will save an estimated $43 million in the
2002-03 fiscal year.

Teacher Training
and Recruitment

Mathematics and Reading Profes-
sional Development Program—The
2002-03 Budget continues the
Administration’s commitment to provide
K-12 instructional staff with quality
professional development by increasing
second-year funding for the Mathemat-
ics and Reading Professional Develop-
ment Program by $30 million to

$110 million. Chapter 737, Statutes of
2001, enacted the Mathematics and
Reading Professional Development
Program, which is modeled after the
successful University of California-
operated Professional Development
Institutes and serves both teachers and
instructional aides. The goal of this
program is to ensure that all reading
and mathematics teachers receive
standards-aligned training as quickly as
possible.

The proposed 2002-03 funding level will
be sufficient to serve 32,800 teachers at
$2,500 each and 6,500 instructional
aides at $1,000 each. It will also be
sufficient to provide $500 in additional
funding for each of the 43,000 Profes-
sional Development Institute attendees.
With this funding, the Mathematics and
Reading Professional Development
Program will have received $190 million
since its inception in 2001-02. Coupled
with training provided through the
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Professional Development Institutes,
approximately $500 million will have
been provided to train approximately
180,000 teachers over the four years of
this Administration, including 2002-03.

Professional Development Institute
Stipends—The 2002-03 Budget
proposes $48 million to provide
stipend payments to Professional
Development Institute (PDI) attend-
ees, thereby maintaining the $6 mil-
lion funding decrease that has been
proposed for this activity in 2001-02.
This funding level will be sufficient to
serve 43,000 teachers.

Since their inception in 2000-01, the
University of California-operated PDlIs
have received a total of more than

$209 million. This figure, which in-
cludes both stipend costs and Institute
operations costs, increases to over
$308 million when the proposed
2002-03 funding levels are incorporated.

Principal Training Program—$7.5 mil-
lion for the Principal Training Program
established by Chapter 697, Statutes of
2001. The goal of this program is to
provide 15,000 principals and vice-
principals with training in instructional
standards and effective school manage-
ment techniques. Over the three-year
period of this program, the State will
spend $45 million to provide $3,000 per
person trained, with school districts
providing a local match of $1,000 per
individual. However, the Administration
has secured a grant from the Gates
Foundation which will provide the local
match of $1,000 for each principal and
$500 for each vice-principal.

K-12

EDUCATION

Beginning Teacher Support and
Assessment Program—S$88.3 million
for the Beginning Teacher Support and
Assessment Program, which will be
sufficient to serve over 24,600 teachers.
While this funding amount maintains
the proposed $20 million decrease in
base funding proposed for 2001-02, it
also includes $3.6 million for program
growth and COLA. Including the
proposed 2002-03 funding, the Admin-
istration has provided over $333 million
for this program since 1999-00.

Peer Assistance and Review Program—
$87 million for the Peer Assistance and
Review (PAR) program, which includes a
continuation of the $50 million base
funding decrease proposed for
2001-02. The Administration’s pro-
posal would reduce the funding rate for
this program by 50 percent and specify
that any funding captured in excess of
the $50 million in proposed savings
would be provided to school districts
that certify they have been using PAR
funds for specified activities. The PAR
program funds are used to provide
mentoring services to veteran teachers
or to supplement other staff develop-
ment programs, such as the Beginning
Teacher Support and Assessment
Program and the Alternative Certifica-
tion Program. Including the proposed
2002-03 funding, this Administration
has provided nearly $408 million for the
PAR Program since 1999-00.

Instructional Time and Staff Develop-
ment Reform Program—s$230 million
for the Instructional Time and Staff
Development Reform Program, which

g
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development training to instructional
staff outside of regular instructional
days. The proposed funding level will
be sufficient to fund three days of
training for 242,000 teachers and one
day of training for 80,000 instructional
aides. Including proposed 2002-03
funding, this Administration has pro-
vided over $926 million since 1999-00
for this program.

Teaching As A Priority Block Grant—
$118.7 million for the Teaching As A
Priority Block Grant, thereby restoring
the $20 million funding reduction
proposed for 2001-02. This program
provides low-performing schools fund-
ing to offer recruitment and retention
bonuses to credentialed teachers.
Including the proposed 2002-03 fund-
ing, this Administration has provided
$336 million for this program since the
enactment of Chapter 70, Statutes

of 2000.

Teacher Recruitment Incentive Pro-
gram—S$9.4 million for the Teacher
Recruitment Incentive Program, which
was established by Chapter 70, Statutes
of 2000. This program provides fund-
ing for six regionally located centers to
recruit qualified persons into the teach-
ing profession. The centers place a
particular emphasis on recruiting
people to teach in low-performing
schools. Since its inception in 2000-01,
the Teacher Recruitment Incentive
Program will have been provided

$28.2 million, including the proposed
2002-03 funding.

National Board for Professional
Teaching Standards Certification
Incentive Program—$10 miillion for the
National Board for Professional Teach-
ing Standards (NBPTS) Certification
Incentive Program, thereby continuing
the $5 million anticipated savings that
has been proposed for this program in
2001-02. This reflects the length of
time necessary for a teacher to become
certified. Including the proposed
2002-03 funding, this Administration
has provided $35 million for the NBPTS
Certification Incentive Program since its
inception in 2000-01. The Program
provides $10,000 bonuses to teachers
who earn certification by the NBPTS,
and additional $20,000 bonuses,
payable over four years, to NBPTS-
certified teachers who agree to work in
low-performing schools.

Alternative Certification Program—
The Alternative Certification Program
allows college graduates who have
proven their subject-matter knowledge
to work full-time as teachers while
earning their teaching credential. The
2002-03 Budget proposes to reduce
funding for the Alternative Certifica-
tion Program by $6.2 million, from
$31.8 million to $25.6 million, to
reflect anticipated savings in the
program. The 2002-03 funding level
will be sufficient to serve 10,240 par-
ticipants at $2,500 each. Including
the proposed 2002-03 funding, this
Administration has provided over
$100 million for the Alternative Certifi-
cation Program since 1999-00.
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Paraprofessional Teacher Training
Program—The Paraprofessional
Teacher Training Program allows
non-college graduates to serve as
instructional aides while working to earn
a college degree. Upon earning a
college degree, it is expected that
Program participants will work to earn a
teaching credential. The 2002-03
Budget proposes to reduce funding for
the Paraprofessional Teacher Training
Program by $4 million, from $11.5 mil-
lion to $7.5 million, to reflect antici-
pated savings. The 2002-03 funding
level will be sufficient to serve 2,500
participants at $3,000 each. Including
the proposed 2002-03 funding, support
for this program has totaled $42 million
since 1999-00.

Accountability
and Assessments

Governor’s Performance Awards—
The Budget continues the Governor’s
Performance Awards (GPA) Program at
the $157 million funding level. Chapter
3, Statutes of 1999, established this
awards program to provide approxi-
mately $67 per pupil to schools that
meet their Academic Performance Index
(API) growth targets. With the 2002-03
funding, schools will have received
more than $540 million in awards since
the inception of this program.

Certificated Staff Performance Incen-
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$10,000 bonuses to 1,875 staff, and
$5,000 bonuses to 3,750 staff. Includ-
ing the proposed 2002-03 funding, this
program has received $200 million
since its inception in 2000-01. Awards
are provided to certificated staff includ-
ing teachers, counselors, and adminis-
trators at low-performing schools that
achieve significant, sustained increases
in their Academic Performance Index
scores.

Immediate Intervention/Underper-
forming Schools Program (I/USP)—
The Budget provides a $29.6 million
augmentation in the Il/USP for a total of
$210.8 million to fully fund implementa-
tion grants for three cohorts of schools.
During 2002-03, nearly 1,200 schools
will participate in the Il/USP and will
receive $200 per pupil to conduct
activities geared towards improving
academic performance. This program
was implemented pursuant to the
enactment of Chapter 3, Statutes of
1999. Over the four-year period since its
inception, the Administration has
provided $513.2 million, including
federal funds, for this program.

High Priority Schools Grant Program—
$197 million for the High Priority
Schools Grant Program (HPSGP),

which was delayed until July 1, 2002,
due to current year budget constraints,
will provide grants to the State’s lowest
performing schools to improve aca-

9
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a continuation of the $50 million will be provided to schools with the \

funding decrease proposed for lowest API scores. While in the pro- \

2001-02, and will be sufficient to gram, participating schools will receive ——\ N,
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annual grants of up to $400 per pupil to
implement an action plan focusing on
the following essential components:

«* Pupil literacy and achievement.

% Quality of staff.

Y
L X4

Parental involvement.

R
*»*

Facilities, curriculum, instructional
materials, and support services.

Pupil Testing—The Budget provides
$130.5 million for various statewide
exams. Over the course of this Admin-
istration, through the proposed
2002-03 Budget, $432.1 million has
been provided for these assessments,
which provide valuable information to
parents, schools, and the State regard-
ing pupil performance and are the
foundation for the State’s system of
accountability.

+ Standardized Testing and
Reporting (STAR) Exam—
$67.8 million is proposed for the
STAR exam. This exam measures
pupil performance on various
State-adopted content standards as
well as a national norm-referenced
exam, and serves as the primary
indicator for the Academic
Performance Index. To ensure that
English language learners are tested
for academic performance as well,

+ High School Exit Exam (HSEE)—
$18.3 million is provided for the
HSEE Chapter 1, Statutes of 1999
requires pupils, commencing with
the 2003-04 school year, to
demonstrate proficiency in the
State’s rigorous academic standards
by passing the High School Exit
Exam as a condition of receiving a
high school diploma. Due to
concerns about whether students
have had adequate opportunity to
learn the concepts tested by the
High School Exit Exam, the
Governor signed legislation
(Chapter 716, Statutes of 2001),
requiring the State Board of
Education to examine whether
pupils have been provided sufficient
opportunity to learn, and allowing a
delay in implementing the High
School Exit Exam, if necessary.

+ California English Language
Development (ELD) Test—
$17 million is included for the ELD
test. Schools are required to test
pupils whose primary language is a
language other than English to
identify English language learners.
This identification allows schools to
better allocate resources that may
benefit those students. Additionally,
schools are required to test English
language learners on an annual
basis to ensure that an English

£ ; proficient pupil is not maintained in
Ir the STAR program 1ncludes' the a class nor curriculum that does not
. Spamsl'} Assessment of Basic provide additional academic
7 Education. challenges or growth.
T
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~
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+ Golden State Exams (GSEs)—
$15.4 million is proposed for these
challenging end-of-year exams,
which are offered in 13 different
subjects and offer pupils an
opportunity to be recognized for
their achievements in those
subjects. Pupils who achieve
outstanding scores on six GSEs are
eligible to receive a Golden State
Seal Merit Diploma. In an effort to
minimize testing time, this
Administration is working to
incorporate these exams into the
California Standards Tests as part of
the STAR exam.

Standards-Based Student Work-
books—The Budget provides $2.4 mil-
lion to continue providing pupils with
workbooks for the High School Exit
Exam. This Administration has pro-
vided a total of $5.4 million, including
the $2.4 million proposed in 2002-03,
for these workbooks, which provide
pupils and their parents valuable infor-
mation regarding the standards to
which pupils will be held accountable,
as well as the skills they must master.
The workbooks are provided free of
charge to all pupils being tested so that
each pupil has access to this information.

Special Education

Special Education—The Budget
reflects implementation of the fifth year
of the per-pupil funding formula for
special education prescribed by Chapter
854, Statutes of 1997 (AB 602). A total
of $94.5 million in additional General
Fund is provided for statutory
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adjustments to the special education
formula, which includes increases of
$77.5 million for a 2.15 percent COLA,
$39.6 million for program growth, and a
$22.6 million reduction to reflect an
increase in local property taxes.

Last year the Administration allocated
$97.9 million to schools as a permanent
increase to the base level of funding for
the special education program as a
result of a commensurate increase in
federal special education funds pro-
vided to the State. However, given the
General Fund shortfall anticipated in for
2002-03, the $112.3 million in in-
creased federal funds anticipated in
budget year will be utilized as part of the
statutory offset to the General Fund
authorized by AB 602.

Including the 2002-03 proposed Bud-
get, this Administration has provided
special education with an additional
$659 million in General Fund (an
increase of over 32 percent) since
1998-99. Further fulfilling the funding
commitments delineated in the new
formula, the Administration has also
fully funded the statewide funding
target rate that equalizes funding for all
Special Education Local Planning
Areas, and has fully funded the adjust-
ments for districts with higher than
average populations of students with
special needs.

Since 1998-99, $383 million in addi-
tional federal special education funds
have been made available for expendi-
ture, representing an increase of over
96 percent. This increase in federal
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funds has resulted in funding augmen-
tations for several special education
programs, including Project Workability,
which has received $21.2 million in
increased funding, and $7.5 million in
increased contract funds for the provi-
sion of due process services for special
education. In total, more than

$12.4 billion in State General Fund and
federal funds has been provided for
Special Education over the course of
this Administration.

Finally, pursuant to successful efforts on
the part of the Administration and the
parties involved, a settlement was
reached with the claimants regarding
the 20-year old Riverside Special Edu-
cation Mandate Case, resulting in

$270 million in one-time funding for
retroactive payments, $250 million in
ongoing, one-time funds (paid in

$25 million installments over ten years),
and a $100 million increase in the base
level of General Fund provided for
special education in California.

State Special Schools—The Budget
includes an increase of $465,000 for
the State Special Schools. This in-
crease includes $338,000 for transpor-
tation costs and $127,000 for utility
costs.

The State Special Schools have re-
ceived a $14.7 million ($7.2 million
Proposition 98), or 29 percent, increase
in General Fund support since 1998-99,
increasing program funding from $50.8
million to a budget year total of

$65.5 million. Over the last four years,
more than $247.3 million in

Proposition 98 and non-Proposition 98
funding has been appropriated to the
State Special Schools within the Depart-
ment of Education. Augmentations
have been provided to meet a wide
variety of challenges, including funding
for extended class sessions and support
technology, as well as for building repair
and maintenance. In an ongoing effort
to ensure the State Special Schools are
appropriately staffed for the students
they serve, they have also been pro-
vided with additional staff for reading
assessments and instruction, physical
education assessments, and facilities
service and maintenance.

K-12 School Facilities

Deferred Maintenance—As part of the
Administration’s ongoing commitment
to K-12 school facilities, the Budget
provides a total of $205.4 million in
Proposition 98 General Fund, an in-
crease of $29.1 million, for the K-12
Deferred Maintenance Program to fully
fund the one-half of one percent State
match. These funds, along with excess
loan repayment funds and School Site
Utilization Funds, will provide a total of
$220.1 million, which, when combined
with the local match, will provide a total
of $440.2 million for K-12 deferred
maintenance needs in 2002-03.

The Administration fully supports
school district participation in this highly
successful program, and nearly all
school districts in the state have opted
to participate in the program. Since the
beginning of this Administration, the
State has fully funded the Deferred
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Maintenance Program, and has in-
creased the annual amount of General
Fund provided for this program by
$70.4 million, thereby increasing the
program’s base funding level by over
50 percent. Over the last four years,
more than $701.7 million in Proposi-
tion 98 funding has been provided for
Deferred Maintenance.

School Construction—In November
1998, voters passed Proposition 1A,
which provides $6.7 billion in general
obligation bond funds for K-12 school
construction over four years.

A companion bill, Senate Bill 50,
established the State School Facilities
Program to administer the Proposition
1A funding. This bond proposal in-
cluded significant reforms in the State
school building program, and stream-
lined the project approval process for
school construction projects.

The School Facilities Program has been
highly successful in providing Proposi-
tion 1A bond proceeds for new con-
struction, modernization, and class size
reduction. A total of $5.8 billion has
been apportioned to date to school
districts in a timely and efficient manner.
Of these funds, $5.3 billion has already
been released or contracted for school
facility projects. The balance of avail-
able funds will be apportioned to school
districts by August 2002, specifically for
new school construction ($693.8 mil-
lion) and hardship funding for school
districts in difficult fiscal circumstances
($36.6 million).

K-12

EDUCATION

General Obligation School Bonds—In
recognition of the infrastructure needs
of primary and secondary schools, the
Administration supports a bond mea-
sure that would authorize the placement
of $10 billion School Facilities General
Obligation Bonds on each of the 2002,
2004, and 2006 statewide election
ballots. Of the $10 billion authorized for
election, $8 billion would be for K-12
school facilities, and $2 billion would be
for higher education facilities.

Child Care

Child Care Reform—In the spring of
2000, the Administration initiated a
review of the State’s child care policies,
with the goal of determining how
existing resources may be more effi-
ciently used to equitably serve the
State’s neediest families. Following the
release of a May 2001 report on child
care fiscal policy reform options, the
Administration continued the analysis
with input from the Legislature, and is
proposing specific changes to eligibility
criteria, family fees, reimbursement rate
limits, and other administrative issues
detailed earlier in this Budget Summary.
This Budget reflects the Administra-
tion’s reform proposal to provide effi-
cient, equitable child care services to
California’s neediest families—California
Work Opportunity and Responsibility for
Kids (CalWORKs) and non-CalWORKS
working poor families alike.

Caseload changes in programs dedi-

cated to CalWORKs families, reinvest-
ment of an estimated $400 million of
savings due to proposed reforms, plus
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additional investment of Proposition 98
resources affect the budget levels of the
five primary child care programs that
offer subsidies through differing mecha-
nisms, and the Before and Afterschool
Program. The five child care programs
include: CaWORKs Stages 1 and 2 for
the CalWORKs populations; and Gen-
eral Child Care, Alternative Payment
Program, and CalWORKs Stage 3
Setaside, which are discretionary
programs for other working poor
families. The Before and Afterschool
Learning and Safe Neighborhoods
Partnership Program (Before and
Afterschool Program) is a grant pro-
gram available to schools serving
grades K-9. Before and Afterschool
Programs provide academic support
and a safe environment for children that
reduces high risk behaviors, in addition
to addressing child care needs for
working families.

Specific savings and reinvestments
under the Administration’s proposal are
outlined below:

« Savings from Stage 1 is estimated
at $50 million, and is primarily
reinvested in the Alternative Pay-
ment Program (APP) to expand slots
for families on waiting lists.

«» Savings from Stage 2 is estimated
at $133 million, and is similarly
reinvested in the APP program.

72
°o

Savings from Stage 3 Setaside
caseload through the current year is
estimated at $58 million, and is
set-aside for those “timing off” of
transitional assistance in the budget

year along with $22.6 million in
savings from other programs for this
purpose.

#% Savings from General Child Care
(GCCQ) is estimated at $124 million,
which is partially retained in GCC to
allow current providers to continue
current service levels. The remain-
der is primarily reinvested in the APP
program for expansion of slots.

% Savings from the APP is estimated
at $36 million, and is retained in this
program for expansion of slots.

R
**

Approximately $30 million of the
savings is reinvested in the Before
and Afterschool Program.

Budget Proposes Significant Expen-
diture and Service Level Increases—
This Budget provides a total of $3.2 bil-
lion to serve an estimated 736,000
children for the various child care
programs administered by the State
Department of Education (SDE), the
Department of Social Services (DSS),
and the Community Colleges (CCC).
This funding level reflects an overall
increase of $150 million for a 4.9 per-
cent increase from current year appro-
priations, and over $1.2 billion for a
62.7 percent increase since the begin-
ning of the Administration. General
Fund spending increases by $345 mil-
lion in the budget year, while federal
fund spending decreases by $170 mil-
lion, primarily reflecting shifts in TANF
spending in the CalWORKs program.
Compared to 1998-99 and including
2002-03 proposed expenditures for
child care, this Administration has
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increased General Fund spending by
$900 million, while federal fund spend-
ing has increased by only $328 million.

Along with the increased funding, and
pursuant to the proposed reforms, the
number of children estimated to be
served increases by approximately
122,000, or 20.4 percent, over current
year levels, and 310,000, or 73 percent,
since 1998-99. No other Administra-
tion in recent history has expanded
access to child care to more families
nor increased spending for these
purposes at such rates, which under-
scores this Administration’s commit-
ment to assisting low-income working
families with their child care needs.

CHiLp CARE For
CALWORKS FamiLIEs

Child care services help public assis-
tance recipients achieve and maintain
self-sufficiency. Stage 1 and Stage 2
child care services are jointly adminis-
tered by the DSS and the SDE, respec-
tively, with some funding provided
directly to the CCC for Stage 2. Stage 1
and 2 services are entitlement programs
available to CalWORKs families for up
to two-years after exit from cash assis-
tance. The Governor’s Budget includes
funding for these populations as follows:

Stage 1 Child Care—The Budget
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tions of 21,000 average monthly enroll-
ments and savings due to the reform
proposal as mentioned above. Of the
amount proposed in the Budget,

$27 million is reserved in a Stage 1 and
2 reserve account in DSS’ budget,
consistent with past practice.

Stage 2 Child Care—The Budget
provides $592 million in the SDE
budget for an estimated caseload of
121,000 average monthly enrollment.
This reflects a decrease from the
current year appropriation level of

$31 million, reflecting net savings due
to the reform proposal, and an increase
in caseload of 17,000. Of the amount
proposed in the Budget, $38 million is
in the reserve account in DSS’ budget.

Stage 1 and 2 Reserve—The Budget
provides an additional $100 million in
the DSS budget over and above the
estimated costs for both stages, sulffi-
cient to serve an additional 18,000
average monthly enrollments. This is
an increase of $10 million over the
appropriation level in the current year.
Combined with the funds reserved from
the Stage 1 and 2 estimates, the total
reserve is nearly $165 million, of which
$65 million is the Stage 1 and 2 hold-
back amounts.

CHiLD CARE For
WoRkING Poor FAMILIES

9

provides $472 million in the DSS Y

budget for an estimated caseload of Child care programs for working poor J

83,000 average monthly enrollment. families who are not on CalWORKs or A\

This reflects a decrease from the who have successfully transitioned from —\

current year appropriation level of CalWORKs-entitled child care are ,1\1 ‘?

$102 million, reflecting caseload reduc- served through programs exclusively L
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administered by the SDE. These
programs are discretionary. Eligible
families apply for subsidies and receive
services on the basis of priorities estab-
lished in law, generally based on
lowest-income-first and a demonstrated
need for child care to maintain or seek
employment. The Administration’s
reform proposal would alter the existing
priority system and make families
working full time in the lowest tiers of
income and with children under 5 years
of age, the highest priority after children
at risk of abuse or neglect. As a result,
the neediest families will have equal
access with successfully transitioned
CalWORKSs families for subsidies,
thereby meeting one of the primary
goals of the reform proposal. The
Governor’s Budget, therefore, reflects a
phase-out of the current Stage 3
Setaside and its preference for
CalWORKs families, in favor of this
more equitable approach. The Budget
includes the following amounts for
these populations in the primary discre-
tionary programs (all other subsidy
programs remain at the same level as
the current year, adjusted for cost of
living, as appropriate):

Stage 3 Setaside—$80.6 million in a
separate setaside in the SDE budget for
new families timing off of their transi-
tional benefit between July 2002 and
March 31, 2003. This amount is
funded exclusively through savings
based on the reform proposal, and is
sufficient to provide services for

14,500 average monthly enrollments.
The Budget proposes to shift

$218.1 million estimated for the current

\ year continuing Stage 3 caseload to the

APP program. This funding is esti-
mated to serve 40,000 average monthly
enrollments. All current caseload will
continue receiving care through the
APP program as long as they remain
eligible for subsidies. When combined,
the funding level for both caseload
components reflects a $39 million
increase from the current year appro-
priation level, reflecting the lower State
costs anticipated through proposed
reforms.

General Child Care—$536 million in
the SDE budget for an estimated
caseload of 90,000 average monthly
enrollments. This level of funding
reflects a $43 million decrease from the
current year appropriation level, but
provides funds sufficient to serve the
same level of enrollment as in the
current year due to the savings resulting
from the reform proposal.

Alternative Payment Program—
$626 million in the SDE budget for an
estimated 110,000 average monthly
enrollments. This level of funding
reflects a $425 million increase over
current appropriation levels and an
increase in average monthly enroll-
ments of almost 76,000. As men-
tioned, this total reflects the shift of the
Stage 3 caseload continuing from the
current year. When these families no
longer need child care services, the
funding will remain in the program to
provide access to the neediest families
on an ongdoing basis.
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BEFORE AND AFTER
ScHooL PrRoGRAM EXPANSION

The Governor’s Budget includes a

$75 million augmentation to expand the
Before and After School Learning and
Safe Neighborhoods Partnerships
Program, providing a total of

$162.8 million for the program. This
program provides homework assis-
tance, other academic support, and
access to safe before and after school
care for children with working parents.
This increased amount includes

$29.7 million for expansion of grants
that were suspended in the current year
and $45.3 million for additional expan-
sion, $30 million of which reflects a shift
from savings in other programs due to
the child care reform proposal. This
expansion will provide services to at
least 79,000 additional school-age
children.

With this latest expansion, investment in
the Before and After School Program by
this Administration has increased a total
of $113 million for a 226 percent
increase above the 1998-99 initial
program funding level, thus providing
services to an additional 120,000 chil-
dren in kindergarten through 9" grade
for a total service level estimated at
176,000 children.

CHiLD CARE QUALITY IMPROVEMENT
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exempt providers for the primary pur-
poses of providing training based on
State developed pre-kindergarten
guidelines and early childhood develop-
ment principles, as well as health and
safety issues. This funding may also be
used to expand Trustline registration to
extended family members, as deter-
mined necessary in conjunction with the
DSS, and for the development of a
certification process to qualify exempt
providers for incentives to improve
developmental outcomes for the chil-
dren that they serve.

Total State quality enhancement expen-
ditures continue to significantly exceed
federal requirements and total over
$102 million through the SDE pro-
grams and projects alone, a $13 million
increase over the current year level.
Over the last four years, the Administra-
tion has invested several hundred
million additional State and federal
dollars to enhance the quality of the
State’s child development programs,
including the following:

R
*

R
*

$15 million annually to improve
child care teacher retention incen-
tives through locally driven pro-
grams.

% $42 million one-time funding to
improve access for disabled children
in child care settings, and address-
ing new playground regulations.

9

2
1

The Budget includes an increase of % $5 million for the refinement and ]

$9.8 million in one-time federal Child adaptation of the pre-kindergarten N

Care and Development Fund (CCDF) guidelines, curriculum development —\}

for a quality initiative over the next three " R

years to provide outreach to all license- / I
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for both centers and family day care
homes, and training in the use of
these tools.

72
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$5 million, in conjunction with
matching funds from the
Proposition 10 Commission, to
create incentives for providers to
seek accreditation status.

R
*»*

$4 million annually to train
CalWORKs recipients to become
child development teachers and
aides.

% $2.7 million annually for increased
child care facility inspections.

R
*»*

Other increases for the health and
safety hotline, exempt provider
trustline, a centralized waiting list
pilot project, and numerous other
projects to strengthen the child care
infrastructure.

Child Care Facilities—Since
1999-2000, the Administration has
reinvested $130 million in one-time
Proposition 98 child care savings into
the Child Care Facilities Revolving Fund,
which provides portable classrooms
specially designed for the needs of early
childhood programs to both assist
expansion of center-based care in State
Pre-school and General Child Care
provided earlier in this Administration,
and to replace facilities lost to K-3 Class
Size Reduction. Those replacements
and expansions are nearing completion,
and it is estimated that $42 million may
be reverted to the balance of the

Proposition 98 Reversion Account to
help schools fund higher priority needs
in the budget year.

Child Care Cost-of-Living Increase—
The Budget provides $26.1 million
($20.8 million Proposition 98 General
Fund and $5.3 million federal funds) for
a 2.15 percent COLA for all eligible
child care programs, including Local
Child Care Planning Councils. Child
care programs have received full COLA
in each year of this Administration.
Moreover, $33 million was provided in
the Budget Act of 2000 to partially
restore COLAs that had not been fully
funded during the recession of the early
1990s.

CHiLD NuTRiTION PiLoT PROGRAM

Recognizing the school districts’ role in
the health and physical development of
students, Chapter 913, Statutes of
2001, enacted a variety of child nutri-
tion reforms, including a three-year pilot
program to assist participant schools in
their efforts to improve the nutritional
value of meals served to California
school children. In support of these
efforts, the Budget provides $4 million
in funding for the pilot from new federal
funds awarded to the Department of
Food and Agriculture to support Califor-
nia specialty crop production. The pilot
program will increase demand for fresh
food grown in California while improv-
ing the nutrition and eating habits of
almost six million school children in
California.
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California State Library

The Governor’s Budget includes the
following adjustments for the California
State Library (CSL):

+ Public Library Foundation (PLF)—
$41.8 million General Fund for the
PLF, which reflects a reduction of
$11.2 million from the 2001-02
funding level. This Administration
has provided over $200 million for
the PLF beginning in 1999-00 and
has consistently funded the
program at a significantly higher
level than the $38.8 million provided
in 1998-99.

% Library of California—$3.4 million
General Fund for the Library of
California, a reduction of $598,000
from the amount provided in the
current year. This Administration
has dedicated $15.4 million over
four years to encourage resource
sharing among all California
libraries.

Y
L X4

California American Indian
Nations Information Project—
$50,000 General Fund to imple-
ment Chapter 870, Statutes of
2001, to develop instructional re-
sources for use in public schools,
and an information project to edu-
cate the general public on
California’s Native Americans.

% Building Maintenance—$76,000
General Fund for repair and mainte-
nance costs at the Library and
Courts Il Building.
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+ California State Portal Website—
$188,000 in reimbursements to
continue development and en-
hancement of the California State
Portal website (MyCalifornia). The
website has received national ac-
claim and provides useful informa-
tion and services, such as: online
vehicle registration, State park reser-
vations, and professional licensing
(i.e. for physicians, registered
nurses, and various contractors),
and links to a multitude of other
useful governmental and nongov-
ernmental websites for an increas-
ing number of users.

Other Adjustments

The Budget also contains the following
adjustments:

High-Tech High Schools—A one-time
appropriation of $4 million in Proposi-
tion 98 Reversion Account funds to
continue the High-Tech High School
program. The program provides five
matching grants totaling $2 million
each over two years, awarded on a
competitive basis.

Enrollment Growth—FEnrollment growth
funding of $344.1 million, or 1.07 per-
cent, for school district and county

office of education apportionments
($304.5 million) and special education
($39.6 million) at 1.11 percent.

Cost-of-Living Adjustment (COLA)—
$687 million for a 2.15 percent COLA
for school districts and county offices of
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education apportionments ($599.1 mil-
lion), summer school ($10.4 million),
and special education ($77.5 million).

Categorical Growth and COLA—
$224.1 million for growth ($87.6 mil-
lion) at various percentage rates and a
2.15 percent COLA ($136.5 million) for
categorical programs, some of which
include: Economic Impact Aid

($33.8 million), Adult Education
($28.2 million), Regional Occupational
Centers and Programs ($15.6 million),
Class Size Reduction ($51.4 million),
School Improvement Programs

($11.3 million), and the Charter Cat-
egorical Block Grant ($8.3 million).

Partnership Academies—An increase
of $948,000 for statutory funding
adjustments, bringing total funding for
the Partnership Academies to $23 mil-
lion. These academies forge links
between business partners and public
K-12 schools to provide
school-to-career training for predomi-
nantly at-risk high school students.

Adult Education—A reduction of

$36 million to reflect the deletion of
funds allocated for services to
CalWORKs recipients. These funds
were primarily used to allow Adult
Education and Regional Occupational
Center and Programs (ROC/Ps) to claim
funds above their average daily atten-
dance cap if they used the additional
funds to provide instruction to
CalWORKs participants. Due to recent
program augmentations, these
CalWORKs funds are no longer neces-
sary to ensure that the State meets its

\ maintenance-of-effort requirement for

the federal Temporary Aid for Needy
Families grant. CalWORKs recipients
can still be served in adult education
and ROC/P programs or through other
CalWORKs employment services and
training funds provided by the counties.

Fiscal Crisis and Management
Assistant Team (FCMAT)—$4.5 mil-
lion to strengthen the ability of the
county superintendents of instruction to
oversee school district budgets, pursu-
ant to Chapter 620, Statutes of 2001,
and to expand activities required
through Chapter 1213, Statutes of
1991. The Administration believes that
expanding fiscal consulting services will
lead to greater accountability and,
ultimately, better performance through-
out California’s K-12 educational
system.

California School Information Services—
$15.5 million to continue implementa-
tion of the California School Information
Services (CSIS) project. Of this
amount, $11 million will be to fund
first-year CSIS implementation in

150 local education agencies, and
second-year CSIS implementation in
131 local education agencies. The
remaining $4.5 million will support the
FCMAT's administration of CSIS imple-
mentation activities. When fully imple-
mented, CSIS will facilitate the elec-
tronic transfer of student records
between school districts when students
change schools. The CSIS also will
ease the burden of mandatory reporting
requirements on school districts by
allowing them to electronically transmit
required information to the Department
of Education.
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Demonstration Programs in Intensive
Instruction—A reduction of $6.1 mil-
lion Proposition 98 for this program,
which has sunset.

Digital High School—Continuation of
the $15 million reduction made in the
current year to reflect anticipated
savings. This Administration has
committed over $450 million through
this program to increase access to
computers for high school students,
enhance the quality of instruction, and
train educators in the use of technology.

School Development Plans and
Resource Consortia—Elimination of
this $21.6 million program with minimal
impact, in light of the implementation of
the Mathematics and Reading Profes-
sional Development Program, the
Principal Training Program, and the
Professional Development Institutes.
This program provided funding for the
participation of teachers in development
and implementation of curricula,
instruction, and student assessment.

Proposition 98 Reversion Account—
One-time Proposition 98 Reversion
Account appropriations totaling
$534.9 million are provided as follows:

2
*%*

2
*%*

K-12

EDUCATION

$200 million to fund textbook block
grants.

$100 million to fund library block
grants.

$75 million to fund science
laboratory materials and equipment.

$11 million to fund CSIS.

$4.5 million to fund the FCMAT
administration of CSIS.

$87.1 million to fund the
Mathematics and Reading
Professional Development Program.

$4 million to fund High-Tech High
Schools.

$7.5 million to fund the Principal
Training Program.

$22.9 million to fund Community
Colleges Scheduled Maintenance.

$22.9 million to fund Community
Colleges Instructional Equipment
and Library Materials.

)
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Higher education plays a key role in the economic health and well-being
of California. California’s economy is increasingly dependent upon highly-trained
scientists, well-educated professionals, and expert service providers. Using the
Master Plan for Higher Education as a blueprint, the State’s institutions of higher
education—the University of California (UC), California State University (CSU), and
the California Community Colleges (CCC)—offer educational opportunities to all
who seek to prepare themselves for productive lives in California’s workforce.

Partnership Agreement

The Administration entered into a
Partnership Agreement with UC and
CSd that underscores the
Administration’s commitment to finan-
cial support and the segments’ commit-
ments to accountability. The Partner-
ship supports the segments’ efforts to
maintain quality while planning for
growth. Annual funding is contingent
on progress by the segments in achiev-
ing their accountability goals and the
availability of State revenues.

The Partnership’s funding components
consist of the following:

% An average annual increase of
four percent to the prior year’s
state-funded base.

% Enrollment funding based on
marginal cost formulas developed
with the State.

% An additional one percent for core

+ Funding for capital outlay debt
service and annuitant health and
dental benefits.

« Support for general obligation or
lease-revenue bonds to fund capital
outlay.

% One-time funding and funding for
new or expanded initiatives that are
important to the State as a whole,
which may be provided above the
funding in the Partnership, contin-
gent on the State’s fiscal situation.

Unavoidably, as a result of the slowing
in the State’s economy, both UC and
CSd have had to share in the budget
reductions necessitated by declining
State revenues. Thus, the Budget does
not propose to fully fund the Partner-
ship for UC and CSd in 2002-03.
However, the Administration expects to
resume its commitment to the funding
elements of the Partnership once the
State’s fiscal situation improves.

9

areas of the budget that have Nevertheless, the segments’ commit- ?
previously experienced shortfalls ment to the accoun.tability measures
(building maintenance, instructional under the Partnership continues. Both W\
technology, instructional equipment (_[C.and CS(_‘[ have met, and exceeded, B
replacement, and libraries). their commitments under the Partner- 1 1R

’ ship Agreement. N
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Student Fees

For the eighth consecutive year, there
will be no increases to systemwide
mandatory student fees. Current fee
levels at UC and CSd continue to be
moderate in comparison to similar
institutions nationwide, and students
will pay only a fraction of the total cost
of their education. The majority of this
cost is provided by the State. For UC,
the 2002-03 average annual cost of
education for an undergraduate, gen-
eral campus student (using the method-
ology developed by the California
Postsecondary Education Commission
[CPEQ)) is $16,314; students pay
$3,429 (which excludes campus based
fees), or approximately 21 percent, and
the General Fund supports approxi-
mately 69 percent. For CSU, the
average cost of education is $10,550;
students pay $1,428 (which excludes
campus-based fees), or approximately
13.3 percent of this total annually, and
the General Fund supports approxi-
mately 80 percent. A variety of other
funding sources make up the difference
between student fees and General Fund
support.

For the CCC, the General Fund and
local property tax share is 94 percent of
the $4,678 cost of education. Commu-
nity College students pay only 3.3 per-
cent of the total cost. Regular enroll-
ment fees remain at $11 per credit
unit—less than half that of the next
lowest state in the nation and less than
20 percent of the national average.

New funding and program adjustments
for each higher education segment are
discussed below. Enrollments for
2002-03 are indicated in Figure HIED-1.
Total funding levels (excluding capital
outlay) are shown in Figure HIED-2.

University of California

General Fund Increases—The Budget
provides a total State General Fund
increase of $40.3 million—the net
change after accounting for an increase
of $142.8 million toward the Partnership
Agreement; a reduction of $72.5 million
associated with one-time funding
provided in the 2001 Budget Act; and a
reduction of $30 million to address the
current economic situation.

Figure HIED-1

Higher Education
Full-Time Equivalent Students

1994-95 1995-96 1996-97 1997-98

2002-03
VvSs.

1998-99 1999-00 2000-01 2001-02 2002-03 2001-02

152,050
(113,869)
(25,546)
(12,635)
247,113
(213,390)

University of California 154,141
(116,176)
(25,346)
(12,619)
253,376
(218,529)
(33,723) (34,847) (36,804) (39,075)
Community Colleges 854,831 870,720 902,839 925,328
Hastings 1,257 1,216 1,284 1,156

155,387
(117,465)
(25,318)
(12,604)
262,428
(225,624)

157,811
(119,852)
(25,682)
(12,277)
267,984
(228,909)

Undergraduate
Graduate
Health Sciences

California State University
Undergraduate
Graduate/Post-baccalaureate

161,400 165,900 171,270 181,031 1/ 189,028 7,997
(123,227) (127,208)  (132,026) (140,825) (147,672) (6,847)
(25,629) (26,114) (26,666) (27,940) (29,090) (1,150)
(12,544) (12,578) (12,578) (12,266) (12,266) 0
273,928 281,782 290,554 305,854 2/ 318,124 12,270
(233,155) (238,923)  (246,511) (259,407) (269,735)  (10,328)
(40,773) (42,859) (44,043) (46,447) (48,389) (1,942)
961,609 998,297 1,031,206 1,062,142 1,094,006 31,864
1,140 1,116 1,198 1,200 1,200 0

Total Students 1,255,251 1,279,453 1,321,938 1,352,279

" Budgeted. Estimated enroliment is 184,456 for UC.

\ ' Budgeted. Estimated enroliment is 314,276 for CSU.

1,398,077 1,447,095 1,494,228 1,550,227 1,602,358 52,131
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Partnership Agreement—The budget
includes the following increases for the
Partnership Agreement:

% $47.5 million for a 1.5 percent
increase to the University’'s State
General Fund base.

% $63.8 million for enrollment growth
of 3.9 percent.

% $8.4 million to fully fund state
support for summer instruction at
the Davis campus.

# $14 million for annuitant health and
dental benefits, consistent with the
benefit costs for civil service
annuitants.

% $5.1 million for the increased cost
of payments for lease-revenue
bonds.

% %4 million in one-time funds for UC
Merced expenses associated with
recruiting faculty in time for the fall
2004 opening date.

HIGHER

EDUCATION

UC plans to use the additional General
Fund, supplemented with additional UC
income, to support costs associated
with enrollment growth, employee merit
increases, cost increases associated
with non-salary budgets, fee waivers for
teaching assistants consistent with
collective bargaining agreements, and
building maintenance for new space
coming on line, as described in the
following sections.

Student Fees—For the eighth year in a
row, there is no increase in systemwide
mandatory fee rates. UC's undergradu-
ate fee level at $3,859 compares favor-
ably with the 2001-02 average of $5,585
at four public institutions used for salary
comparisons (see Figure HIED-3).

Student Enrollment—The Budget
includes $63.8 million to increase
enrollments by 7,100 full-time equiva-
lent students (FTES) in 2002-03, for a
total budgeted General Campus and
Health Sciences enrollment of 189,028,
including state-funded summer enroll-
ment at four campuses. UC plans to
target growth of about 1,000 budgeted
FTES in the fields of engineering and

Figure HIED-2

Higher Education Expenditures
General Fund, Lottery Funds, State School Fund,
Local Revenues and Student Fees
(Dollars in Millions)

1994-95 1995-96  1996-97 1997-98

1998-99

One-Year Change

University of California
California State University v

$2,668.6
2,141.8
3,639.1
226.1
156.9

$2,769.2
2,229.2
3,894.2
236.8
156.3

$2,963.9
2,417.8
4,209.4
264.7
190.2

$3,096.9
2,513.5
4,630.4
295.2
181.1

Community Colleges
Student Aid Commission
Other Higher Education 2

$3,480.6
22,7411
5,025.0
343.4
180.4

1999-00 2000-01 2001-02 2002-03 Amount Percent
$3,694.6 $4,228.0 $4,440.2 $4,486.2 $46.0 1.0%
2,813.1 3,104.5 3,423.4 3,450.0 $26.6 0.8%
5,326.6 5,780.0 6,193.7 6,297.9 $104.2 1.7%

28.4%
14.0%

487.4
2239

571.4
240.7

7337
2743

$162.3
$33.6

385.4
205.4

Total Funds $8,832.5 $9,285.7  $10,046.0 $10,717.1

$11,770.5

$12,425.1 $13,823.8 $14,869.4 $15,242.1 $372.7 2.5%

" For purposes of this table, expenditures for the UC and CSU have been adjusted to include the offsetting general
purpose income. This provides consistency in comparing magnitudes and growth among the various segments of education.
?The Other Higher Education amount includes Hastings College of the Law (HCL), the California Postsecondary Education

Commission, and General Obligation Bond Interest and Redemptions for UC, CSU, and HCL.
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computer sciences. In 1997-98, the
University embarked on an eight-year
plan to increase enrollment in these
fields to about 24,000 FTES by
2005-06. The University met this goal

enrollment (897 FTES) at the Davis
campus (support for Berkeley,

Los Angeles, and Santa Barbara cam-
puses was provided in the 2001 Budget
Act). Funding provided in the 2002-03

Budget is the next step in a multi-year
plan to phase in state-supported sum-
mer instruction at all UC general cam-
puses, with priority given to severely
impacted campuses.

HIED-3

Fee Levels Remain Low at California's Public Higher
Education Institutions Compared to Tuition Levels in Other
States and California's Private Institutions

$20,942

zgggg ] S8 W Public Comparison Institutions I Employee Compensation—Using
*z ziggg | s4.168 O California Higher Ed. Costs available partnership funding, ac will
(é $4:000 b $3,859" ' ONext Lowest State (New Mexico) €ngage in collective bargaining negotia—
-% zgggg tions to determine appropriate adjust-
2 §2500 | ments to faculty and/or staff salaries.
"; $2.000 - $1,876* $1,807
%21288 I $750 Price Increase—UC plans to allocate
$500 - $330 $16.8 million to offset the impact of
$0 - , _ inflation on its non-salary budget. This
UC and Comparable CSU and CCC and Fifteen California . . . o N ..
Institutions Comparable Comparable Private Institutions will assist the UnlverSIty in maintaining

Institutions Institutions

* Includes system wide fees and the average of campus-based fees.

in 2001-02, four years ahead of sched-
ule. However, given continuing demand
from private industry for graduates in
these disciplines, UC is continuing its
strategy of targeting large enrollment
increases in these areas. The Budget
also assumes enrollment growth of
500 FTES associated with UC’s plan to
more than double the number of
students who graduate with education
credentials over the next several years.
With this increase, education credential
£ enrollment will grow to 2,396 FTES in
Ir 2002-03 from 1,000 FTES in 1998-99.

7! Year-Round Operations—The Budget
includes $8.4 million to fund, at the
agreed-upon marginal cost of instruc-

| \_ tion, the full cost of existing summer

the purchasing power needed to buy
commodities necessary for the opera-
tion of the campuses.

General Fund Reductions—In addition
to continuation of several mid-year
reductions in 2001-02, including

$25 million related to lower energy
costs and a $6 million reduction to the
California Professional Development
Institutes, UC’s budget includes the
following base reductions:

% $17 million in excess financial aid
funds provided in prior years when
fees were at a higher level.

% $4 million for the Subject Matter
Projects.

% $4.2 million for the outreach programs.

2002-03
Governor’s Budget Summary 150




% $4.8 million reduction for the K-12
Internet2 program.

UC MEercep

The University is planning to open the
Merced campus by fall 2004. This
campus is needed to provide greater
access to UC for students in the Central
Valley and for the economic growth
potential of the Central Valley. Previous
planning had aimed at opening doors in
Merced to the first on-campus students
by 2005-06. The Governor has re-
quested that State agencies and local
governments work with UC officials to
accelerate that opening by one year. In
the meantime, UC is developing plans
to begin offering for-credit courses to
enrolled students before 2004-05.

The 2002-03 operating budget for
Merced includes $4 million in one-time
funds for expenses associated with
recruiting faculty in time for the acceler-
ated opening date. The 2002-03
Budget also includes $566,000 for
working drawings for phase 3 of the
campus infrastructure. In addition to
funding proposed for the budget year, a
total of $43.2 million in lease-revenue
bond funding is proposed for 2001-02
to accelerate projects that had been
previously scheduled for 2002-03 and
beyond. Funds for Merced accelerated
into 2001-02 will be used for design

HIGHER

EDUCATION

CaPITAL OUTLAY

In addition to funding for the California
Institutes for Science and Innovation
and the Merced campus described
above, the Governor’s Budget includes
$85.3 million for 14 new and 5 continu-
ing projects at the 9 existing campuses.
The total includes $8 million Higher
Education Capital Outlay Bond Fund of
1998 (Proposition 1A), and $74 million
in proposed GO bonds to be placed on
the November 2002 ballot. The re-
maining funding consists of $356,000
General Fund for a seismic project and
$3 million Water Bond for a research
and teaching facility to study North
Delta watersheds.

The Budget proposes projects to
address three primary areas: replace-
ment of aging facilities, renovations to
address fire, life and safety, and seismic
concerns, and new facilities to accom-
modate enrollment growth.

In addition, the Administration is pro-
posing legislation to appropriate
$335.2 million Public Buildings Con-
struction Fund through lease-revenue
bonds to offset General Fund costs in
the current year, including $308 million
for the California Institutes of Science
and Innovation as discussed below.

The Administration is proposing an

and construction of the second phase additional $279 million Public Building 2

of infrastructure and for construction of Construction Fund as part of its Eco- J

the Classroom and Office Building. nomic Stimulus Package to accelerate i\
seven projects to provide additional jobs —\
and service opportunities in California. ,1\1 ‘?
The package includes funding for L

_\\l
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Veterinary Medicine 3A at the Davis
campus, Natural Sciences Unit 2 at the
Irvine campus, Engineering Building
Unit 3B at the San Diego campus, Life
Sciences Building at the Santa Barbara
campus, and Engineering Building at
the Santa Cruz campus. Acceleration of
these projects will help boost the State’s
economic recovery by creating jobs in
the construction sector.

RESEARCH

The California Master Plan for Higher
Education designates UC as the primary
State-supported academic agency for
research. Industry depends heavily on
university-based research. This re-
search provides the foundation of
knowledge and scientific advancement
through which new industries are born
and expanded, sparking economic
growth that benefits the entire State.
Investment in research and develop-
ment and the creation of a highly
educated workforce have become
statewide imperatives, as a result of the
emergence of knowledge-based indus-
tries and the globalization of California’s
economy. Recognizing the importance
of research, the current level of funding
for this function remains intact in the
Budget.

California Institutes for Science and
Innovation—The 2000-01 Budget
ff included the initial installment of a
[ commitment to provide UC with
71 $75 million a year for four years to
) develop three world-class centers for
/”. [ cutting-edge research in science and

technology. Funding to begin a fourth
.//_

institute was provided in 2001-02. State
funds are to be matched on a two-to-one
basis from non-state funds. Including
2002-03 funding, a total of $256 million
has been budgeted for the Science
Institutes, of which $84.8 million is from
the General Fund and $180.2 million is
from lease-revenue bonds.

The Administration proposes to shift the
fund source for the Science Institutes
from General Fund to State lease-
revenue bonds. The Budget proposes
to shift $90 million of the 2001-02
appropriation and $218.5 million of the
next two years’ appropriations to State
lease-revenue bonds, for a total of
$308.5 million.

The Science Institutes position Califor-
nia both to maintain its premier stand-
ing in science and technology, and build
the technological foundation for future
competitiveness and economic growth,
by drawing the best UC scientists,
engineers, and students together in
defining the critical frontiers of commu-
nications, information technology,
health sciences, and the emerging field
of nanosciences. They are designed to
foster discovery in areas where the
complexity of problems requires the
scope, scale, duration, equipment, and
facilities that only a comprehensive
center can provide. The Science
Institutes will operate in a public-private
partnership that promotes innovative
research and fosters a remarkable new
education environment for students
who will become our next generation of
scientists and technological leaders.

2002-03
Governor's Budget Summary 152




The following four institutes are already

underway:

% The California NanoSystems Insti-
tute, at UCLA in collaboration with
UC Santa Barbara, will enable
design and construction of func-
tional devices and materials with
components that measure no more
than a billionth of a meter.

% The California Institute for Telecom-
munications and Information
Technology, at UC San Diego in
collaboration with UC Irvine, will
develop innovative new materials
and devices and radically expand
the capacities of communications
and information infrastructures.
Sweeping changes in the structure
and scale of Internet telecommuni-
cations are expected to occur over
the next decade.

% The California Institute for Bioengi-
neering, Biotechnology and Quanti-
tative Biomedicine, at UC San
Francisco in collaboration with UC
Berkeley and UC Santa Cruz, is
bringing together scientists in
biomedical research, engineering,
and physical sciences to seek
breakthroughs in diagnosis, treat-
ment, and prevention of disease.

» The Center for Information Technol-
ogy Research in the Interest of

L)
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implementation of “Smart Class-
rooms” for enhanced education and
training; “Smart Buildings” that adapt
to their inhabitants; information
sensors that will be installed through-
out the civil infrastructure to provide
data for transportation management,
disaster response, seismic planning,
and environmental monitoring; and a
medical alert network to monitor and
treat individuals.

California State University

General Fund Increases—The Budget
provides a total State General Fund
increase of $28.1 million, the net
change after accounting for an increase
toward the Partnership Agreement of
$117.9 million; a reduction of

$18.9 million associated with one-time
funds provided in the 2001 Budget Act;
$35.8 million in 2000-01 carryover
funds; a $9.1 million reduction in the
costs of lease purchase bonds; and a
$26 million reduction to address the
current economic situation.

Partnership Agreement—Increases for
the Partnership Agreement include the
following:

% $37.7 million for a 1.5 percent
increase to the University's State

General Fund base.

% $78.1 million for enrollment growth

9

Society at UC Berkeley, in collabora- 2
’ of 4 percent.

tion with UC Davis, UC Merced, and P 1

UC Santa Cruz, is designing % $1.1 million to fully fund year-round N

large-scale information technology instruction at the Chico campus. —

solutions to social and commercial 1 'I\?

problems, including design and —\1\
I
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< $1 million for annuitant dental
benefits, consistent with the benefit
costs for civil service annuitants.

CSd plans to use the additional General
Fund resources and $20.9 million in
increased fee revenue from enrollment
growth to fund costs associated with
enrollment, employee compensation,
operating costs, technology infrastruc-
ture equipment, new space and prop-
erty insurance, health premium in-
creases, and strategic academic pro-
grams.

Student Fees—For the eighth year in a
row, there is no increase in systemwide
mandatory fees. CSU’s undergraduate
fee level of $1,834 compares favorably
with the 2001-02 average of $4,168 at
15 public institutions used for salary
comparisons (see Figure HIED-3).

Student Enrollment—The Budget
provides CSU with $78.1 million to
increase enrollments by 4 percent
(12,270 full-time equivalent students
[FTES]) in 2002-03, for a total of
318,124 FTES (including 240 summer
FTES; see Year Round Instruction
below).

Year-Round Instruction—The Budget
includes $1.1 million to convert the
Chico campus (a total of 240 FTES) to
year-round instruction. Ten campuses
have already been converted through
funding provided in the 2001 Budget
Act. As additional campuses approach
capacity, funding will be provided to
allow them to provide year-round
instruction.

Employee Compensation—Using
available partnership funding, CSU will
engage in collective bargaining negotia-
tions to determine appropriate adjust-
ments to faculty and/or staff salaries.

General Fund Reductions—In addition
to the continuation of a $20 million
mid-year reduction in 2001-02, related
to lower energy costs, CSU’s budget
includes the following base reductions:

% $6.5 million for the Education
Technology Professional Develop-
ment Program.

% $14.5 million in excess financial aid
funds provided in prior years when
fees were at a higher level.

< $5 million reduction for the
Cal-Teach Teacher Recruitment
Program.

California
Community Colleges

The Budget proposes nearly $6.3 billion
in total funding for the California Com-
munity Colleges (CCC), reflecting a
$104.2 million or 1.7 percent increase
over the $6.2 billion provided in
2001-02. This funding increase pro-
vides the resources for districts to
address the following priorities:

% Expansion of access to meet the
expected college population demand.

« Promotion of efficient transfer
between all campuses and four-year
segments.
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Figure HIED-4
Significant Revenue Sources for Community Colleges

(Dollars in Millions)
Change From
2001-02
Source of Funds 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 Dollars Percent

State General Fund $1,279.2 $1,342.7 $1,600.3 $1,872.5 $2,108.3 $2,259.7 $2,551.5 $2,803.4 $2,978.7 $2,918.8 -$59.9 -2.0%

Lottery Fund 94.2 100.7 107.4 95.4 108.7 117.8 126.2 121.0 138.1 138.1 $0.0 0.0%
Local Property Taxes 1,2785 1,332.0 1,348.1 1,335.7 1,422.7 1,487.7 15853 1,711.5 1,8553 2,001.9 $146.6 7.9%
Student Fees 186.9 174.9 166.9 163.5 166.5 160.2 155.2 154.7 162.4 167.3 $4.9 3.0%
Other State Funds 55 7.3 7.3 6.5 7.4 7.3 10.0 124 11.9 9.1 -$2.8  -23.6%
Federal Funds 136.3 146.1 143.7 1421 150.0 160.8 185.5 201.7 216.2 219.4 $3.2 1.5%
Local Miscellaneous 554.4 533.8 516.9 590.7 662.6 827.2 708.2 770.2 825.6 837.8 $12.2 1.5%
Local Debt Service 2.8 17 3.6 3.1 4.2 4.4 4.6 5.0 5.4 55 $0.1 1.5%

TOTAL REVENUE $3,537.9 $3,639.1 $3,894.2 $4,209.4 $4,630.4 $5,025.0 $5,326.6 $5,780.0 $6,193.7 $6,297.9 $104.2 1.7%

% Maintenance and upgrading of the HIED-5

colleges’ physical plant and instruc- Revenue Source for- Co.rrlimunity Colleges

tional equipment. (Dollars in Millions)

$6,500

To accomplish these objectives, the $6,000 | 3%
Budget also ensures the CCCs continue $5,500 - T
to be the most affordable higher educa- $5,000 1
tion system in the nation, regardless of $4.500 4 BFederal Funds
income level. Student fees will remain Zggz BLocal Misc. & Deb
at $11 per credit unit, the lowest in the $3.000 | _ch:'lczropeny
nation. Figure HIED-3 compares $2.500 Taxes
California’s annual enrollment fees to $2,000 - e e oy,
fees nationwide for 2001-02. The chart $1,500 1 Othen
shows that the national average for $1,000 1
student fees at community colleges is $5:2 |

over five times the fees paid in Califor- 2000-01 2001-02 2002-03
nia. Additionally, the Budget includes Fiscal Year
funds to offset the associated fees

waived for all low-income students. Major Local Assistance Augmenta-

tions—The Budget proposes the
Figure HIED-4 shows total funding for following increases for the general
the CCC in 2002-03. apportionment and other CCC pro- 2

grams for 2002-03: J|
Figure HIED-5 shows the funding i\
sources and their proportions from « Growth—$118.7 million for a —\
2000-01 through 2002-03. 3 percent growth in enrollment for '?1‘

apportionments and categorical
_\\l
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programs. This level exceeds the
1.94 percent change in adult
population, the current statutory
index for system growth. This
growth funding will support an
additional 31,864 FTES, bringing
the estimated FTES level to
1,094,006.

COLA—$88.8 million for a

2.15 percent COLA to fully fund
cost-of-living increases for both
general purpose funds and categori-
cal programs.

Instructional Equipment and
Library Materials Replacement—
$34 million for a total of $49 million
to assist CCCs with replacing worn
out, obsolete, or inadequate equip-
ment and instructional materials.
These funds would be matched at
the current rate of one local dollar
for every three state dollars pro-
vided. This augmentation fully
restores the prior funding level.

Scheduled Maintenance and
Special Repairs—$32 million for a
total of $49 million to augment
resources available for scheduled
maintenance and special repairs,
hazardous substances removal, and
Americans with Disabilities Act
compliance projects. These funds
would be matched at the current
rate of one local dollar for every
state dollar provided. This augmen-
tation fully restores the prior funding
level.

Local Assistance Reductions—In
addition to the continuation of a $5 mil-
lion mid-year reduction in 2001-02
related to the Teacher and Reading
Development Program, the Budget
proposes the following reductions to
other categorical programs for 2002-03:

7
0’0

Special Services for CalWORKs
Recipients—$58 miillion as part of
the statewide CalWORKs funding
reduction as the State has sufficient
funds to meet the federal mainte-
nance-of-effort requirement for
federal Temporary Aid for Needy
Families funds. Many of these
services can still be provided
through the CCC general apportion-
ment or through direct contracts
between counties and CCC using
county CalWORKs funding.

Matriculation—$26.8 million due
to State fiscal constraints. Activities
funded through matriculation (e.g.
student orientation, assessment,
and course counseling) are also
provided through the colleges’
general apportionment. This
reduction should not lead to the
elimination of existing services, as
Partnership for Excellence funding
should be used as necessary to
maintain essential services.

Fund for Student Success—

$10 million, recognizing that the
objective of short-term grants
provided by this program duplicates
the goals of the Partnership for
Excellence program, but does not
contain the same level of
accountability.

2002-03
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% Telecommunication and Technol-
ogy Infrastructure Program—
$19.8 million related to training and
local improvements that can be
provided through other fund
sources. Base funding for statewide
technology improvements, linkages,
and partnerships remains un-
changed.

+ Economic Development Pro-
gram—39.9 million, with $1 million
to discontinue funding for nursing
curriculum development, a one-
time activity funded in the current
year. The remaining reductions,
primarily to areas that provide
limited direct services to students,
are proposed due to the State’s
fiscal constraints.

% Faculty and Staff Development—
$5.2 million to eliminate the Faculty
and Staff Development program.
The existing program augments
training activities provided through
the general apportionment and
Partnership for Excellence funding.
However, there is no meaningful
accountability for results from the
program.

State Operations Adjustments—The
Budget proposes a net reduction of
$842,000 General Fund to the Califor-
nia Community Colleges Chancellor’s
Office for 2002-03 reflecting the following:

% Augmentations—$140,000 Gen-
eral Fund to extend two limited-term
positions for the Partnership for
Excellence program through the
2004-05 fiscal year to ensure the

HIGHER

EDUCATION

evaluation and production of reports
related to the effectiveness of this
program; and $218,000 General
Fund to cover full-year costs related
to expansion of the headquarters of
the Chancellor’s Office.

R

% Reductions—$1.2 million to
eliminate 15.5 positions in the
following areas: (1) state operations
reductions correlated with local
assistance reductions ($420,000
and 6.5 positions), (2) temporary
help and other positions not linked
to any categorical program
(483,000 and 9.0 positions), and
(3) contracts, travel, and other
operating expenses ($297,000).

Capital Outlay—The Budget proposes
$339.8 million from a combination of
proposed general obligation bonds and
lease-revenue bonds to fund 67 projects
at 56 campuses. Funding includes
$166.4 million for the continuing
phases of 64 projects at 53 campuses,
and $3 million to begin 3 new fire, life
safety projects at 3 campuses. Included
in this amount is funding for the initial
project planning phases and continua-
tion of the subsequent project phases
for 31 additional projects authorized by
Chapter 891, Statutes of 2001

(SB 735). In addition, $170.4 million of
Public Buildings Construction Fund
lease-revenue bonds will be proposed
as part of the Administration’s Eco-
nomic Stimulus Package to accelerate
projects to provide additional jobs and
service opportunities in California.
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Financial Aid and
Outreach Programs

The Budget ensures access to higher
education for all meritorious students
regardless of family resources, and
continues the Administration’s commit-
ment to providing special programs
geared toward students who choose

Administration’s commitment to ensur-
ing access to higher education. Stu-
dents who apply within one year of high
school graduation, are financially needy,
and have a grade point average of

3.0 or above are entitled to a Cal Grant
A tuition award for an amount equal to
the mandatory systemwide fees at UC
or CSU or up to $9,708 at a private

institution. Students who apply within
one year of high school graduation, are
financially needy, and have a grade
point average of 2.0 or above are
entitled to a Cal Grant B subsistence
award of up to $1,551 annually for up
to four years, along with a tuition award
in years two through four. Cal Grant C
awards of up to $2,592 for tuition and
fees plus up to $576 for training-related
costs will continue to provide educa-
tional opportunities to students who
choose short-term occupational or
training programs. Cal Grant T awards
in an amount equal to the mandatory
systemwide fees at UC or CSd, or up to

teaching as a career. Financial aid
grants from the General Fund and new
fee revenue will increase by $136.7 mil-
lion over 2001-02 (see Figure HIED-6).
In addition to these funds, students may
access a variety of grants, loans, and
work-study programs through federal,
private, and other sources. Over

70 percent of UC students and over

58 percent of CSU students currently
receive financial aid.

Cal Grant Expansion—Chapter 403,
Statutes of 2000, enacted the single
largest expansion of financial aid in
California history, underscoring the

HIED-6

Financial Aid Grants
General Fund and Fee Revenue Funded
(Dollars in Thousands)

Institution/Fund Source 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03
University of California $176,531 _ $180,700 _ $195,481 $196,427 _ $212,299  $226,864 _ $234,054  $240,498 _ $223,498
General Fund 53,743 62,644 62,260 60,251 69,228 85,563 85,563 85,563 68,563
Fee Revenue 122,788 118,056 133,221 136,176 143,071 141,301 148,491 154,935 154,935
California State University 109,042 110,047 114,588 115,974 120,527 127,386 131,618 135,563 121,063
General Fund 47,680 47,659 47,684 48,417 54,180 65,647 65,647 65,647 51,147
Fee Revenue 61,362 62,388 66,904 67,557 66,347 61,739 65,971 69,916 69,916
; Community Colleges "
|’I’ General Fund 89,551 94,050 100,486 101,636 95,275 85,928 86,706 91,041 93,772
Student Aid Commission "
/ f General Fund 222,878 230,523 257,670 282,228 334,795 376,850 473,546 555,980 721,488
Total $508,002 _ $615,320 _ $668,225 _ $696,265 _ $762,896 _ $817,028 _ $925,924 $1,023,082 $1,159,821
g General Fund 413,852 434,876 468,100 492,532 553,478 613,988 711,462 798,231 934,970
i [‘ [‘ Fee Revenues 184,150 180,444 200,125 203,733 209,418 203,040 214,462 224,851 224,851

" Reflects budgeted amounts for 2001-02 and 2002-03.
? Includes $14 million GF for EOP grants through 1998-99 and $17 million beginning 1999-00.

N
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$9,708 at a private institution, will
continue to provide support for students
who are working toward a teaching
credential. The Budget maintains
funding for Cal Grant T awards at

$10 million.

The Budget provides a total of

$694.3 million for all types of Cal
Grants, an increase of $155 million, or
28 percent, over the $539.3 million
budgeted in 2001-02.

Figure HIED-7 shows growth in Cal
Grant A and B Awards in recent years.

Assumption Program of Loans for
Education (APLE)—The APLE pro-
gram assumes up to $19,000 in student
loans for up to 6,500 students each
year who agree to teach in underserved
schools. The Budget includes a

$10.6 million General Fund increase to
provide loan repayments to students
who have already entered the teaching
profession.

Eligibility for Higher Education
Study—The Budget includes $14,000
for the California Postsecondary Educa-
tion Commission (CPEC) to continue
the third year of a four-year study
examining the eligibility of California’s
high school graduates for admission to

HIGHER
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HIED-7
Cal Grant Funding

(Dollars in thousands)
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the State’s public universities. The
study will reveal the extent to which the
class of 2001 is eligible for admission to
the UC and to CSd, and whether actual
eligibility is consistent with the guide-
lines set forth in California’s Master Plan
for Education.

Outreach Programs—The Budget
continues $150,000 in one-time fund-
ing for CPEC to complete preparation of
a survey of state outreach programs
intended to increase college attendance
rates, to examine how state resources
are currently allocated and the extent to
which overlap exists among the out-
reach programs.

$514,900

2002-03
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Health and
Human Services

Health and human services programs provide medical, dental, mental
health, and social services to California’s most needy citizens. For the 2002-03 fis-
cal year, expenditures for all Health and Human Services Agency budgets total
$66.7 billion in combined State and federal funds. This includes expenditures for
approximately 42,300 personnel years.

Figure HHS-1 displays expenditures for each major program area, and
Figure HHS-2 displays program caseloads.

Department of Health Services

The mission of the Department of Health Services (DHS) is to protect and improve
the health of all Californians. To accomplish this, the DHS administers a broad
range of public health programs and the California Medical Assistance Program—
Medi-Cal. In 2002-03, the DHS budget totals $29.9 billion ($10.7 billion General
Fund) and 5,480 personnel years. Funding for 2002-03 reflects a General Fund
increase of $322 million compared to the 2001 Budget Act.

Figure HHS-1 Health and Human Services

Proposed 2002-03 Expenditures”
All Funds

(Dollars in Millions)

In-Home Supportive Services

M: d Risk Medical =

Inzzfe?:ce BIZarde ical $2,608.0 = 3.9% Alcohol and Drug Programs
CalWORKs $544.2 = 0.8%

$777.4=1.2% $5.817.0 = 8.7% o

Developmental Services
$2,869.0 = 4.3%
Employment Development
Department

$8,739.7 = 13.1%

ssl/ssP?
$3,050.0= 4.6%

Other Social Services

$3,851.0 =5.8%
Child Support Services_/\r Other ¥
$994.9 = 1.5% $1,876.6 = 2.8%
- Public Health and State Support-
Health Services

$2,999.0 = 4.5%

Mental Health

$2,191.6 =3.3%
State-Local Realignment 2
$2,752.4 = 4.1%

County Administration of
Non-CalWORKs Welfare \
$725.6 =1.0% \

Medi-Cal
$26,920.8 = 40.4%

1/ Totals $66,717.2 million for support and local assistance.

2/ Supplemental Security Income/State Supplementary Payment. -—\

3/ Includes Health and Human Services Agency, Department and Commission on Aging, Departments of Rehabilitation and Community Services —\
and Development, Health and Human Services Agency Data Center, Office of Statewide Health Planning and Development, State Independent 'l
Living Council, Emergency Medical Services Authority, Child Development Policy Advisory Committee, California Children and Families .I 'I

Commission, State Council and Area Boards on Developmental Disabilities, California Medical Assistance Commission, and California Workforce N
Investment Board. /
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PusLic HEALTH

The DHS administers numerous public
health programs that strive to prevent
disease and premature death and to
enhance the health and well-being of all

Figure HHS-2
Major Health and Human Services Program Caseloads

2001-02 2002-03
Revised Estimate Change

California Children's Services ¥ 165,900 171,870 5,970

(treatment of physical handicaps)
Medi-Cal Certified Eligible 6,195,000 6,499,100 304,100
CalWORKs

Avg: Monthly persons served 1,477,000 1,461,200 -15,800

Avg: Monthly cases 520,300 532,500 12,200
Foster Care Trend 86,050 86,136 86
SSI/SSP 1,103,400 1,126,400 23,000

(support for aged, blind, and disabled)
In-Home Supportive Services 266,900 283,600 16,700
Child Welfare Services ” 177,757 173,636 4,121
Non-Assistance Food Stamps 279,400 302,900 23,500
State Hospitals

Mental health clients 4,799 4,921 122

Developmentally disabled clients o 3,710 3,660 -50
Community Developmentally Disabled Services

Regional Centers 172,505 182,230 9,725
Vocational Rehabilitation 26,900 27,800 900
Alcohol and Drug Programs ¢ 359,500 378,900 19,400
Employment Services

Job opening listings 1,661,000 1,661,000 0

Job seeker registrations 775,000 775,000 0

Job seekers entering employment 757,000 757,000 0
Unemployment Insurance 22,388,000 23,796,000 1,408,000

(total weeks claimed)
Healthy Families Program el

Children 559,000 644,000 85,000

@ Represents unduplicated quarterly caseload in the CCS Program.

o Represents Emergency Response, Family Maintenance, Family Reunification, and Permanent
Placement service areas on a monthly basis. Due to transfers between each
service area, cases may be reflected in more than one service area.

o Represents the year-end population. Includes population at California Medical Facility, Vacaville.

¢ Number of participants served during the fiscal year, including Proposition 36 clients.
¢l Represents the year-end population.

Californians. In addition, the DHS
works to prevent and control chronic
diseases such as Human Immunodefi-
ciency Virus/Acquired Immune Defi-
ciency Syndrome (HIV/AIDS), cancer,
cardiovascular disease, and environ-
mental and occupational diseases.
Further, the DHS protects the public
from consuming unsafe drinking water,
manages and regulates the safety of
food, drugs, medical devices, and
radiation sources, and operates vital
public health laboratories that support
these activities and programs. Expendi-
tures for all public health programs and
State operations total $3 billion

($644 million General Fund) in
2002-03. This represents a decrease of
$56.6 million, or 8.1 percent below
General Fund expenditures in the 2001
Budget Act.

Significant Augmentations:

The Budget contains the following
major funding augmentations:

Expanded Access to Primary Care
(EAPC)—The Budget restores $10 mil-
lion General Fund in both 2001-02 and
2002-03, originally proposed for reduc-
tion in the November 2001 Proposed
Reduction in 2001-02 Spending plan.
In addition, the Budget provides

$17.5 million (Tobacco Settlement
Fund) to make services available to
children shifted to the EAPC from the
Child Health and Disability Prevention
program. The EAPC program provides
primary care to California’s uninsured
population.
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California Children’s Services/Geneti-
cally Handicapped Persons Program—
These programs provide medical
services for children and adults with
serious medical conditions such as birth
defects and chronic illnesses. For
2002-03, caseload is estimated to
increase 5.4 percent. The Budget
includes a total of $111.2 million
General Fund, or an increase of

$10.5 million over the 2001 Budget Act.

HIV/AIDS Program—Continuing to
respond to the changing and emerging
needs associated with the AIDS epi-
demic, the Budget provides $283.4 mil-
lion ($143.8 million General Fund) for
HIV/AIDS prevention, education, care,
and treatment programs. This includes
an increase of $22.4 million ($20.4 mil-
lion General Fund) in 2002-03 for
higher AIDS Drug Assistance Program
(ADAP) demand and increased drug
costs. ADAP spending continues to rise
from year-to-year (see Figure HHS-3).
Under this Administration, HIV/AIDS
program expenditures have increased
$78.4 million ($48.7 million General
Fund), or nearly 38 percent.

Community Challenge Grant
Program—The Community Challenge
Grant program provides community-
based grants to reduce the number of
teenage and out-of-wedlock pregnan-
cies. To support California’s continued
success in the reduction of
out-of-wedlock births, the Budget
provides $20 million in federal funds to
continue this program.

HEALTH AND

HUMAN SERVICES

Figure HHS-3

AIDS Drug Assistance Program
Annual Expenditures

(Dollars in Millions)
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Richmond Public Health
Laboratory—To continue to safe-
guard the health of California’s
citizens and protect them against the
threat of harmful biological agents,
the Budget provides an increase of
$5.5 million ($4 million General
Fund) for the State’s newly-com-
pleted $400 million Richmond Public
Health Laboratory. This state-of-
the-art laboratory is the locus for the
State’s efforts to safeguard and
protect human health, and to locate,
analyze, assess, and ultimately
remove harmful biological and other
contaminants from our environment.

Youth Anti-Tobacco Efforts—The
2001 Budget Act provided $20 mil-
lion Tobacco Settlement Fund for a
new initiative to reduce the incidence
of smoking among youth. The
Budget provides an increase of

2001-02

2002-03
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$15 million Tobacco Settlement Fund
for this program, for a total of $35 mil-
lion. Over two years, this Administra-
tion has provided $55 million for this
important effort.

Childhood Lead Poisoning Prevention
Program—To better protect California’s
children from the adverse effects of lead
poisoning and to help improve educa-
tional outcomes among these children,
the Budget provides an increase of

$7.2 million and 8 positions (7.6 per-
sonnel years). This funding will be used
to comprehensively restructure this
program and to continue workload
formerly performed by limited-term
positions. The restructuring plan will
improve upon the existing program by
identifying more lead exposed children;
identifying and managing the sources of
lead in the environment; and increasing
State and local enforcement activities.

Figure HHS-4
Cigarette and Tobacco Products Surtax Fund
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ProPOSITION 99 EXPENDITURES

Californians continue to use fewer
tobacco products each year, in part as a
result of the effectiveness of the To-
bacco Tax and Health Protection Act

of 1988 (Proposition 99). As a result,
estimated revenues for 2002-03 will
decline $5 million below the 2001
Budget Act level to $343.2 million.
Proposition 99 revenues continue to
decline from year-to-year (see Figure
HHS-4). However, sufficient fund
reserves and increases to other miscel-
laneous revenues have enabled continu-
ation of all Proposition 99 funded
programs at 2001 Budget Act levels. In
addition, the Budget provides minor
increases to the Breast Cancer Early
Detection and Access for Infants and
Mothers (AIM) programs.

2001-02 Expenditures—The Budget
proposes expenditures of $450.6 million
to continue the base level of services for
all programs, except for an increase of
$2.2 million for the Breast Cancer Early
Detection Program that will mitigate a
funding shortfall in the Breast Cancer
Control Account.

2002-03 Expenditures—The Budget
proposes expenditures of $410.4 million
to continue the base level of services for
all programs, except for increases of
$1.5 million for the Breast Cancer Early
Detection Program to mitigate a fund-
ing shortfall in the Breast Cancer
Control Account, and $8.4 million for
increased caseload in the AIM program.

$518
$473 $462 $450
372

I I I $343
~ T - T © T © T - T -
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Figure HHS-5

Cigarette and Tobacco Products Surtax Fund (Proposition 99)

Revenues and Expenditures - 2000-01 Actual

(Dollars in Thousands)

Health Hospital Physicians' Public
Board of Education Services Services Research Resources Unallocated
Revenues: Equalization Account Account Account Account Account Account Total
Beginning Balance - $59,487 $5 $673 $75,120 $544 $13,497 $149,326
Prior Year Adjustment - 39,517 14 13 109 4,365 16,023 60,041
Revenues $1,337 69,964 122,437 34,982 17,491 17,491 87,455 351,157
Proposition 10 Backfill - 14,900 - - 3,700 - - 18,600
Interest - 7,350 607 137 4,905 193 3,163 16,355
Total Revenues $1,337 $191,218 $123,063 $35,805 $101,325 $22,593 $120,138 $595,479
Transfers:
Habitat Conservation Fund - - - - - - -$9,048 -$9,048
Net Resources $1,337 $191,218 $123,063 $35,805 $101,325 $22,593 $111,090 $586,431
Expenditures:
Department of Health Services - $93,403 $73,309 $7,597 $5,050 - $59,103 $238,462
Department of Education 27,661 - - - - - 27,661
University of California - - - 39,823 - - 39,823
California Conservation Corps - - - - $261 - 261
Forestry and Fire Protection - - - - 329 - 329
Fish and Game - - - - 1,363 - 1,363
State Coastal Conservancy - - - - 766 - 766
Parks and Recreation - - - 13,220 - 13,220
Water Resources Control Board - - - - 1,897 - 1,897
Board of Equalization $1,337 - - - - - 1,337
Office of Statewide Health Planning - - - - - - 998 998
Access for Infants and Mothers - - 24,300 13,313 - - 18,605 56,218
Major Risk Medical Insurance - 24,393 14,607 - - 6,000 45,000
Direct Pro Rata Charges - 881 17 - 118 - 103 1,119
Total Expenditures $1,337 $121,945 $122,019 $35,517 $44,991 $17,836 $84,809 $428,454
Reserve $0 $69,273 $1,044 $288 $56,334 $4,757 $26,281 $157,977
K3 7 . .
# The Budget proposes the continua- Budget provides an additional
tion of $24.8 million, provided on a $15 million Tobacco Settlement
one-time basis in the 2001 Budget Fund, for a total of $35 million,
Act, to supplement payments to aimed specifically at reducing the
emergency room physicians and incidence of smoking among
specialists who care for uninsured California’s teens.
individuals.
Proposition 99 revenues and expendi-
o . .
% The Budget proposes continuation tures for 2000-01, 2001-02, and 2,
of the $45.2 million anti-tobacco 2002-03 are reflected in Figures HHS-5 T
media campaign in 2002-03 as part  tjry HHS-7. )
of the total $114.5 million Proposi- \
tion 99-funded effort to reduce X
tobacco use. In addition, the 1
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Figure HHS-6

Cigarette and Tobacco Products Surtax Fund (Proposition 99)

Revenues and Expenditures - 2001-02 Estimated

(Dollars in Thousands)

Health Hospital Physicians' Public
Board of Education Services Services Research Resources Unallocated

Revenues: Equalization Account Account Account Account Account Account Total
Beginning Balance - $69,273 $1,044 $288 $56,334 $4,757 $26,281 $157,977
Prior Year Adjustment - - - - - - - -
Revenues $1,892 69,264 121,212 34,632 17,316 17,316 86,580 348,212
Proposition 10 Backfill - 15,920 - - 3,980 - - 19,900
Interest - 2,211 247 59 531 204 866 4,118
Total Revenues $1,892 $156,668 $122,503 $34,979 $78,161 $22,277 $113,727 $530,207

Transfers:
Habitat Conservation Fund - - - - - - -$8,600 -$8,600
Net Resources $1,892 $156,668 $122,503 $34,979 $78,161 $22,277 $105,127 $521,607

Expenditures:
Department of Health Services - $88,635 $71,300 $6,372 $4,930 - $58,679 $229,916
Department of Education - 28,059 - - - - - 28,059
University of California - - - - 68,211 - - 68,211
California Conservation Corps - - - - - $265 - 265
Forestry and Fire Protection - - - - - 345 - 345
Fish and Game - - - - - 1,574 - 1,674
State Coastal Conservancy - - - - - 147 - 147
Parks and Recreation - - - - - 13,391 - 13,391
Water Resources Control Board - - - - - 2,037 - 2,037
Board of Equalization $1,892 - - - - - - 1,892
Office of Statewide Health Planning - - - - - - 1,047 1,047
Access for Infants and Mothers - - 24,300 13,313 - - 25,571 63,184
Major Risk Medical Insurance - - 24,393 14,607 - - 1,000 40,000
Direct Pro Rata Charges - 488 72 - - - - 560
Total Expenditures $1,892 $117,182 $120,065 $34,292 $73,141 $17,759 $86,297 $450,628
Reserve $0 $39,486 $2,438 $687 $5,020 $4,518 $18,830 $70,979

Other Public Health Adjustments:

The Budget reflects other public health
adjustments, as follows:

Child Health and Disability Preven-
tion Program—The Budget proposes a
reduction of $69.5 million ($6.2 million
General Fund and $63.3 million To-
bacco Settlement Fund) by shifting
Child Health and Disability Prevention
(CHDP) program caseload to the
Medi-Cal program and the Healthy

\ Families Program (HFP). The CHDP

program provides health assessments
for early detection and prevention of
disease and disabilities to children with
family incomes up to 200 percent of the
federal poverty level (FPL). Under this
Administration, the Medi-Cal and HFP
programs have been expanded to
provide comprehensive health care to
an additional 1.1 million children. Most
children who receive CHDP benefits are
now eligible to receive comprehensive
health care coverage from one of these
two programs.
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Figure HHS-7

Cigarette and Tobacco Products Surtax Fund (Proposition 99)

Revenues and Expenditures - 2002-03 Estimated

(Dollars in Thousands)

Health Hospital Physicians' Public
Board of Education Services Services Research Resources Unallocated
Revenues: Equalization Account Account Account Account Account Account Total
Beginning Balance - $39,486 $2,438 $687 $5,020 $4,518 $18,830 $70,979
Prior Year Adjustment - - - - - - - -
Revenues $1,901 68,262 119,459 34,131 17,066 17,066 85,328 343,213
Proposition 10 Backfill - 15,920 - - 3,980 - - 19,900
Interest - 2,211 247 59 531 204 866 4,118
Total Revenues $1,901 $125,879 $122,144 $34,877 $26,597 $21,788 $105,024 $438,210
Transfers:
Habitat Conservation Fund - - - - - -$8,619 -$8,619
Net Resources $1,901 $125,879 $122,144 $34,877 $26,597 $21,788 $96,405 $429,591
Expenditures:
Department of Health Services - $86,551 $71,300 $6,372 $4,930 $59,984 $229,137
Department of Education - 27,996 - - - - 27,996
University of California - - - - 19,434 - - 19,434
California Conservation Corps - - - - - $269 - 269
Forestry and Fire Protection - - - - - 385 - 385
Fish and Game - - - - - 2,138 - 2,138
State Coastal Conservancy - - - - - - - -
Parks and Recreation - - - - - 13,691 - 13,691
Water Resources Control Board - - - - - 2,032 - 2,032
Board of Equalization $1,901 - - - - - - 1,901
Office of Statewide Health Planning - - - - - 1,047 1,047
Access for Infants and Mothers - - 24,996 13,768 - 32,861 71,625
Major Risk Medical Insurance - - 24,393 14,607 - 1,000 40,000
Direct Pro Rata Charges - 184 148 17 149 225 723
Total Expenditures $1,901 $114,731 $120,837 $34,764 $24,513 $18,515 $95,117 $410,378
Reserve $0 $11,148 $1,307 $113 $2,084 $3,273 $1,288 $19,213
As stated earlier, the Budget also In addition, six positions will be elimi-
includes a $17.5 million Tobacco nated at a savings of $436,000
Settlement Fund augmentation for the ($207,000 General Fund), and four
EAPC program to ensure continued other positions will be redirected to
health assessments for children with reduce eligibility determination backlogs
family incomes up to 200 percent of the  in the California Children’s Services
FPL who are ineligible for either the program and the Genetically Handi-
Medi-Cal program or the HFP. capped Persons Program.
-]
ﬁ\
The Budget maintains $500,000 Cancer Research—The Budget pro- J
General Fund provided to schools to poses a reduction of $25 million 3\
verify that children meet State vaccina- General Fund to reflect the elimination —)
tion requirements. of this program. While this program ,l\‘
has supported valuable research, it I

)
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Figure HHS-8
Average Monthly Medi-Cal Eligibles as a Percentage of
California Population
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provides funding for less than 15 per-
cent of the total state cancer and
tobacco disease related research. In
addition, the National Cancer Institute
(NCI), the largest component of the
National Institutes of Health, coordi-
nates a national research program on
cancer cause and prevention, detection
and diagnosis, and treatment. The
University of California received over
$159 million from the NCI for cancer
research in 2000-01.

Tobacco Settlement Securitization
Payment—The Budget proposes to
issue a $2.4 billion bond backed by
Tobacco Settlement Fund revenues.
Issuance of this bond will prevent
further reductions to valuable health
. care programs and help to maintain the

fr health safety net for the state’s most

[ vulnerable residents. The bond pro-

71 ceeds will be placed in the General
Fund to support base funding and

/,fr [ augmentations in many health care

L, | Pprograms, such as restoration of the

i -

$10 million current year General Fund
reduction to the EAPC program. The
Tobacco Settlement Fund securitization
will operate similar to a lease-revenue
bond, in which a revenue stream, in this
case a portion of Tobacco Settlement
revenues, will be committed to service
debt payments. These debt service
payments will equal $62 million for
2002-03 and $190 million for 22 years
thereafter.

Mepi-CaL

Medi-Cal, California’s Medicaid pro-
gram, is a health care entitlement
program for low-income individuals and
families who receive public assistance
or lack health care coverage. Federal
law requires Medi-Cal to provide a set of
basic services such as doctor visits,
laboratory tests, X-rays, hospital inpa-
tient and outpatient care, and skilled
nursing care. In addition, California’s
Medi-Cal program covers federal op-
tional services such as pharmaceuticals,
dental care, and emergency services.
Medi-Cal’s benefit package is compa-
rable to most employer-funded health
plans and to other states’ benefit pack-
ages. These services are delivered by a
wide range of public and private provid-
ers and facilities. Providers are reim-
bursed by the traditional fee-for-service
method and by specific monthly pay-
ments under managed care. Medi-Cal
is a key component of California’s
health care delivery system, serving
over 18.5 percent of Californians, the
highest level of beneficiaries ever (see
Figure HHS-8).
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The Medi-Cal budget has increased Figure HHS-9
from $20.2 billion ($7.5 billion General Annual Medi-Cal General Fund Cost per Average
Fund) in 1998-99 to $26.9 billion Monthly Eligible

($10.1 billion General Fund) proposed

for 2002-03, an increase of $2.6 billion $2,000
General Fund, or 34.7 percent. The $1,800 1
net funding increase reflects expanded $1.600
eligibility and access to health care for $1,400
children and adults, as well as stream- $1,200 -
lined enrollment and eligibility. $1,000 -
$800 +
2001-02 Expenditures—Medi-Cal $600 -
expenditures are expected to be $400 -
$26.7 billion ($9.7 billion General $200 |
Fund), a 4.8 percent General Fund $0

increase over the prior—year Budget Act 93-94 94-95 95-96 96-97 97-98 98-99 99-00 00-01 01-02 02-03

appropriation. General Fund expendi- Fiscal Year
tures are $78.4 million above the
2001 Budget Act, a 0.8 percent Gen-
eral Fund increase. Figure HHS-9 Figure HHS-10
displays annual Medi-Cal General Fund Medi-Cal Caseload and Costs, 1993-94 through 2002-03
cost per average monthly eligible. (Eligibles in Millions, Dollars in Billions)

28 28
2002-03 Expenditures—Medi-Cal 2 e 2
spending is projected to be $26.9 bil- 20 | ol Fund 22

_—EE

7 o

lion ($10.1 billion General Fund), a gl TemEe T %-%=§=§=§ -
General Fund increase of $445.5 mil- =161 / % % % % % % 16§
. £ 144 / / / / / / / 145
lion, or 4.6 percent above the 2001 e 15| / % % / / % % [ o2
Budget Act. Average monthly caseload § 10+ % % % % % é 2| 108
is expected to increase in 2002-03, by 2: % é _ :2 ’
approximately 415,000, or 6.8 percent, 4] L4
to 6.5 million eligibles. Figure HHS-10 27 . . . . . . . . . 12
displays year-to-year comparisons of > 9394 9495 9596 9697 O7.98 0899 9%.00 00:01 0102 0203 ’

Medi-Cal caseload and costs. Fiscal Year

Note: The large non-General Fund portion of total expenditures reflects disproportionate share
and voluntary governmental transfers for hospitals, as well as federal Medicaid funds which flow

Some programs, such as mental health through the DHS budget to other departments. .

services, in departments other than the ]\

DHS, are also eligible for federal I

Medicaid reimbursement. The federal W\

funding for these programs is included —

in Medi-Cal expenditure totals, but ik ,'\\

State and local matching funds typically / )
I
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Figure HHS-11

Medi-Cal Caseload by Eligibility Category

Caseload—Currently, about 6.5 million
people, nearly one in five Californians,
qualify for Medi-Cal in any given month.
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The number of people eligible for
Medi-Cal in 2001-02 is now estimated
to be about 17.2 percent above the
2000 Budget Act. An increase of

6.8 percent above the 2001 Budget Act
is expected to occur in 2002-03.

The number of people eligible for
Medi-Cal through their eligibility for
public assistance cash grants has been

9394 94-95 9596 96-97 97-98 98-99 99-00 00-01 01-02 02-03 A . -
Fiocal Your declining since 1995. These eligibles
represent 43 percent of all Medi-Cal
eligibles. Along with an overall slight
appear in the budgets for the other . . .
SI’EF; ) ? | ¢ increase in caseload, the portion com-
ate agencies or 1ocal governments. . . .
C g " fed gl tchi prised of aged, blind, and disabled
onsequen nonitederal matcnin A . . .
fund q f Y $1.3 billion for th g beneficiaries is growing nominally each
undas or over . 11110N 1or those . .
t included in Medi-Cal year, and is expected to increase to
rograms are not inciuded In /Medi-Ca . e . .
prog ‘ slightly more than 1.4 million beneficia-
rogram cCosts. . « o .
prog ries by 2002-03. These beneficiaries
represent 22.5 percent of all Medi-Cal
eligibles. Figure HHS-11 illustrates
Medi-Cal caseload by eligibility category.
Figure HHS-12 L .
9 Federal Medicaid Program - Interstate Comparisons
Ten Most Populous States
Federal Fiscal Year 1998
Annual Eligibles Expenditures,
Medicaid as a as a Percentage Total Funds
Percentage of of Total (Dollars in Unduplicated  Expenditures Per Federal Sharing
State's Budget Population Millions) Annual Eligibles Eligible Ratio (FMAP)
All States 19.5 15.3 $161,097 41,361,532 $3,895
California 16.0 18.9 16,671 6,191,269 2,693 51.23
Texas 24.1 13.6 10,383 2,680,583 3,873 62.28
New York 33.0 19.3 23,659 3,500,292 6,759 50.00
Florida 15.2 13.7 6,560 2,040,541 3,215 55.65
c Pennsylvania 26.4 14.3 8,995 1,720,000 5,230 53.39
Jal Illinois 23.0 14.8 6,800 1,784,159 3,811 50.00
I Ohio 20.9 12.5 7,201 1,402,364 5,135 58.14
Michigan 19.6 13.8 5,884 1,354,718 4,343 53.58
/ / New Jersey 21.9 10.6 5,562 857,898 6,483 50.00
Georgia 16.9 16.0 3,736 1,223,439 3,054 60.84
,/
f r r Sources: National Association of State Budget Officers, the US Census Bureau, and the federal Department of Health and Human Services, Centers for
Medicare and Medicaid Services.
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Figure HHS-12 shows federal data from
1998 (the most recent information
available from the Centers for Medicare
and Medicaid Services) for the ten most
populous states. By percentage of state
population, California served about
18.9 percent of state residents, ex-
ceeded only by New York. California
also provides more optional benefits
than any of the other ten large states
and at one of the lowest average
cost-per-recipient rates in the nation—
$2,693 per beneficiary versus a national
average of $3,895 per beneficiary in
federal fiscal year 1998.

Benefits—All states are federally
required to provide specific, basic
medical services to Medicaid beneficia-
ries, including: physician, nurse practi-
tioner, nurse-midwife, hospital inpatient
and outpatient services, specified
nursing home care, laboratory and x-ray
services, home health care, and early
and periodic screening, diagnosis, and
treatment services for children until
age 21.

In addition, federal matching funds are
available for 34 optional services.

These services include outpatient drugs,
adult dental, optometry, hospice,
chiropractics, and occupational therapy.
Despite the economic downturn, the
Administration has maintained funding
for all 34 optional benefits. California,
along with many other states, provides
these optional services both for the
categorically needy (receiving public
assistance) and medically needy benefi-
ciaries (not receiving public assistance,
but still qualifying for Medi-Cal based on
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income and other eligibility factors).
Medical costs vary considerably among
the various categories of those eligible
for Medi-Cal. For example, an individual
receiving Medi-Cal as a result of Califor-
nia Work Opportunity and Responsibility
to Kids (CalWORKs) eligibility will use
services valued at about $124 per
month in 2002-03, whereas a disabled
person in long-term care will use about
$4,726 in benefits per month.

Drugs—During the last several years,
the cost of drugs has increased dra-
matically (see Figures HHS-13 and
HHS-14), and pharmaceutical costs
have become the fastest growing
component of all health care costs.
Technological advances in the develop-
ment of new drugs, increased advertis-
ing of new and more expensive drugs,
and expedited federal approval of new
drugs have contributed to rising costs.

As cost-control strategies, the Medi-Cal
program utilizes a Medi-Cal list (Formu-
lary) of contract drugs and a State
supplemental rebate program.

Managed Care—Currently, approxi-
mately 2.9 million Medi-Cal beneficia-
ries (almost half of the people receiving
Medi-Cal benefits and services) are
enrolled in managed care plans. The
funding for managed care plans has
increased from $3 billion ($1.5 billion
General Fund) in 1998-99 to $4.4 billion
($2.2 billion General Fund) in 2002-03.

The Medi-Cal Managed Care program is a
comprehensive, coordinated approach to
health care delivery designed to:

)
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Figure HHS-13
Prescriptions per User and Cost per Prescription
Fee-for-Service Drugs
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- Prescriptions per user have increased by 34 percent since 1996-97.
- Cost per prescription has increased by 144 percent since 1996-97.
Figure HHS-14
Total Fee-for-Service Drug Expenditures
(Dollars in Millions)
$4,000
$3,500
$3,000 -
$2,500 -
$2,000
$1,500 -
$1,000 -
$500 +
$0
93-94 94-95 95-96 96-97 97-98 9899 99-00 00-01 01-02 02-03
Fiscal Year

The combined impact of increased prescription use and higher cost per prescription

has resulted in a 161 percent increase in total cost since 1996-97.

=) Ma

N

(1) improve access to preventive pri-
mary care, (2) improve health out-
comes, and (3) control the cost of
medical care. Managed care includes
three major health care delivery sys-
tems: (1) the two-plan model,

(2) Geographic Managed Care (GMC),
and (3) County Organized Health
Systems (COHS).

Approximately 76 percent of Medi-Cal
managed care beneficiaries are enrolled
in the two-plan model, first imple-
mented in January 1996. Twelve
counties were initially selected to offer
beneficiaries a choice between two
managed care plans. Each two-plan
county offers the choice between a
commercial plan selected through a
competitive bidding process or the
county-sponsored “local initiative.” The
commiercial plan consists mainly of
providers who have traditionally served
the Medi-Cal population. The model
assures continued participation by the
“traditional” providers and maximizes
the types of providers caring for benefi-
ciaries. At full enrollment, approxi-
mately 2.2 million beneficiaries will be
enrolled in a two-plan model county.

The GMC model allows the State to
contract with multiple managed care
plans in a single county. The first
GMC system was implemented in
Sacramento County in 1994. A
second GMC system began operation
in San Diego County in 1998-99.
Approximately 322,000 beneficiaries
are enrolled in GMCs.
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The third model, the COHS, adminis-
ters a prepaid, comprehensive case-
managed health care delivery system.
This system provides utilization con-
trols, claims administration, and health
care services to all Medi-Cal beneficia-
ries residing in the county. Five COHS
serving seven counties are currently in
operation. Approximately 446,000 ben-
eficiaries are enrolled in COHS.

ExpAaNDING Access To MebpicaL CARE

In this Budget, the Administration
maintains its commitment to expand
health care access to low-income
working families, the disabled, seniors,
and uninsured children. Moreover, the
Administration is implementing new
expansions to the Medi-Cal program
that will facilitate the ability of uninsured
Californians enrolled in other public
programs to receive Medi-Cal coverage.

Despite the current economic down-
turn, the Administration has maintained
recent programmatic expansions made
to Medi-Cal as discussed below.

No-Cost Medi-Cal for the Working
Poor—This expansion, which became
effective in March 2000, allows two-
parent working families with incomes at
or below 100 percent of the Federal
Poverty Level (FPL) to receive full-scope
Medi-Cal without a share-of-cost. It
permits working families to keep more
of their income and still retain State-
sponsored health insurance. As of
April 2001, approximately 308,000 adults
not previously eligible for Medi-Cal have
become eligible. An anticipated
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additional 92,000 low-income adults
and children will enroll in Medi-Cal in
2002-03 through this eligibility expansion.

Medi-Cal for the Working Disabled—
Effective in April 2000, this expansion
extended Medi-Cal benefits to disabled
working individuals with income below
250 percent FPL. These individuals pay
a monthly premium for their coverage
that varies depending on their income
level. This program was initiated to
increase self-reliance and to reduce the
danger of losing publicly-funded ben-
efits, which much of this population
faced when they entered the workforce.
By the end of 1999-00, 412 individuals
were provided coverage through this
expansion; by the end of 2002-03, it is
expected that a total of 929 persons will
be covered.

No-Cost Medi-Cal for Low-Income
Seniors and Disabled Individuals—As
part of the Governor’'s 2000-01 Aging
with Dignity Initiative, this expansion
became effective on January 1, 2001,
extending no-cost Medi-Cal benefits to
aged, blind, and disabled individuals
with incomes below 133 percent FPL.

It is expected that by June 30, 2002,
52,800 individuals will be provided
Medi-Cal coverage with no share-of-cost
under this expansion. By the end of
June 30, 2003, it is estimated that an
additional 13,790 people will be
covered.

The Administration has provided health
care coverage to an additional 468,000
previously uninsured Californians under
the Medi-Cal program expansions

2002-03
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described above. In addition, the
Administration has also maintained
simplification of the complex Medi-Cal
eligibility process.

Eliminating Quarterly Eligibility
Status Reports—The 2000 Budget Act
and Chapter 93, Statutes of 2000

(AB 287), eliminated the requirement
that families receiving Medi-Cal submit
quarterly eligibility status reports.
Previously, many families receiving
Medi-Cal lost their eligibility for failure to
complete these reports. As a result of
eliminating this requirement, an esti-
mated 218,000 adults will retain
Medi-Cal coverage. The total estimated
cost of maintaining coverage for these
adults that would otherwise lose their
eligibility is $142 million ($72 million
General Fund).

Providing Continuous Eligibility to
Children—Chapter 945, Statutes of
2000 (AB 2900), provides 12-month
continuing Medi-Cal eligibility to chil-
dren 19 years of age and younger.
Chapter 945 was intended to reduce the
number of uninsured children in Califor-
nia by ensuring continuity of medical
care. The 2002-03 Budget includes a
total of $312 million ($156 million
General Fund) to provide continuous
Medi-Cal eligibility for an estimated
445,540 children. Since 2000-01, the
Administration has provided a total of
$592.8 million ($296.4 million General
Fund) for this purpose.

Continuing Eligibility to Persons
Leaving CalWORKs—Chapter 1088,
Statutes of 2000 (SB 87), prohibits

county welfare departments from
redetermining Medi-Cal eligibility when
a beneficiary is terminated from
CalWORKs, unless the reason for the
termination clearly indicates a need for
a Medi-Cal eligibility redetermination.
Reasons for such termination include a
significant increase in income or a
change in family composition. This
simplification of the eligibility process
will allow an estimated 15,750 adults,
previously discontinued from Medi-Cal
for failure to provide eligibility informa-
tion, to continue receiving benefits.
The number of individuals served by
this simplification and its cost remain
unchanged from 2001-02. Since
2000-01, the Administration has pro-
vided a total of $42.6 million

($21.3 million General Fund) for this
purpose.

Due to these programmatic simplifica-
tions, a total of 679,300 individuals will
continue to receive Medi-Cal benefits.

The Administration continues to dem-
onstrate its commitment to maximizing
health care coverage for uninsured
Californians by implementing two
expansions that will greatly facilitate the
enrollment of eligible families into
Medi-Cal. This streamlining of enroll-
ment, referred to as Express Lane
eligibility, will link Medi-Cal eligibility
with that of other public programs that
serve low-income individuals.

Eligibility to Children Receiving Free
School Lunches—Chapter 894,

Statutes of 2001 (AB 59), will facilitate
enrollment into Medi-Cal for uninsured
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school children by linking Medi-Cal
eligibility with free school lunch eligibil-
ity. This new expansion will automati-
cally enroll children under age six who
are receiving free school lunches into
the Medi-Cal program. This expansion
will also require counties to determine
Medi-Cal eligibility for children older
than six receiving free school lunches,
and enroll them pending completion of
a Medi-Cal application. It is estimated
that this expansion will result in

21,200 additional children receiving
Medi-Cal coverage in 2002-03. The
Budget provides $23.3 million

($11.7 million General Fund) to support
this expansion.

Eligibility for Persons Receiving Food
Stamps—This expansion will facilitate
the enrollment of low-income, unin-
sured families in the Medi-Cal program
by requiring counties to send Medi-Cal
and Healthy Families Program enroll-
ment information to families receiving
food stamps at their annual eligibility
redetermination, pursuant to Chap-
ter 897, Statutes of 2001 (SB 493). It
is expected that this linkage of food
stamp eligibility with the Medi-Cal
program will result in an additional
14,900 parents and children receiving
Medi-Cal coverage in 2002-03. The
Budget provides $18.8 million

($9.4 million General Fund) to support
this expansion.
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OTHER MEeDI-CAL PROGRAM CHANGES

Reimbursement Rates for Hospital
Outpatient Services—Since 1990, the
State has been involved in litigation with
hospitals regarding Medi-Cal reimburse-
ment rates for outpatient services.
Under terms of a recent settlement
agreement, the Budget provides fund-
ing for a one-time payment of $350 mil-
lion ($175 million General Fund) to
address prior years’ reimbursement
levels. In addition, the 2001 Budget Act
included $160.1 million ($80.1 million
General Fund) to increase reimburse-
ment rates by 30 percent, effective

July 1, 2001. The 2002-03 Budget
includes $183 million ($91.5 million
General Fund) for this purpose. For the
next three years, starting with 2002-03,
the rates will increase annually by an
additional 3.33 percent.

At this time, the federal government has
yet to approve federal financial partici-
pation for the retroactive payment of
$350 million ($175 million General
Fund). However, the federal govern-
ment is likely to approve the prospective
rate increases. Due to the uncertainty
of the federal government’s concur-
rence with a portion of the settlement,
the Administration proposes to proceed
with the prospective rate increases.

Co-Payments—The Budget proposes
to require co-payments from Medi-Cal

recipients to the extent permitted by J
federal law. These payments, ranging )\
from $1 to $3 (or up to $5 for emer-
gency room services), will be deducted
from provider reimbursements. Net L

N
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savings are expected to reach

$61.2 million ($30.6 million General
Fund). With these proposed changes,
California’s co-payment requirements
will be closely comparable with those of
the most populous states.

Provider Rate Reductions—The

2000 Budget Act included provider rate
increases totaling approximately

$800 million. These rate increases
included a 16.7 percent increase in
physician services overall, and a 10 per-
cent increase in long-term care. The
$800 million ($403 million General
Fund) also included a 39 percent
increase for California Children’s
Services physician services, and a

30 percent increase for neonatal
intensive care.

Given the State’s current budget
shortfall, it is necessary to partially
rescind the 2000-01 provider rate
increases, reflecting a savings of
$155.1 million ($77.6 million General
Fund). These temporary reductions will
be allocated in such a manner as to
limit the impact on access to services
provided to children and the elderly
enrolled in the Medi-Cal program.

The DHS will convene a work group to
determine the appropriate mechanism
to achieve these savings while assuring
that provider rates are no lower than
the 1999-00 reimbursement levels.
Any necessary adjustments to the
Budget will be submitted as part of the
May Revision.

The Administration intends to restore
funding for provider rates when the
State’s fiscal condition improves.

Pharmaceutical Savings—The Budget
includes several proposals to achieve
additional cost-control savings in the
Medi-Cal drug program. Savings of
$201 million ($100 million General
Fund) are estimated to result from these
activities, which include:
< Rebate contracts on generic
drugs—Currently, the DHS negoti-
ates rebate contracts with drug
manufacturers on brand name
drugs only. Additional savings will
be generated through rebate con-
tracts on generic drugs.

< Addressing the existing backlog in
drug rebate contract disputes—
State rebate revenue is sometimes
held up in contract disputes with
drug manufacturers. Increased staff
time dedicated to the resolution of
contract disputes will result in
additional savings.

< Therapeutic category reviews—A
therapeutic category review (TCR) is
a process by which drugs with the
same therapeutic classification are
compared based on the same
criteria in order to ensure that the
Formulary includes the most cost-
effective drugs without compromis-
ing patient health needs. TCRs on
anti-psychotic and non-steroidal
anti-inflammatory drugs are pro-
posed because they constitute two
of the more expensive drug catego-
ries in Medi-Cal.
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Rebate contracts and lower
pharmacy payments for nutri-
tional products—Because nutri-
tional products are not generally
considered drugs, rebate contracts
have not historically been sought.
However, the DHS will now negoti-
ate rebate contracts with manufac-
turers of nutritional products,
generating substantial revenue. In
addition, reducing pharmacy
reimbursement for nutritional
products will result in additional
savings.

Mandatory 10 percent supple-
mental rebate on AIDS and
cancer drugs—Currently, only
federally mandated rebates are
collected on these drugs. Addi-
tional savings will be realized
through a mandatory State supple-
mental rebate.

Medical supply contracting of
blood glucose strips—Medical
supply contracting is similar in
process to drug rebates. The DHS
will negotiate contracts with medical
supply manufacturers to provide
their products at a cost lower than
what the State is currently paying.

In return, those products will be
available without prior authorization.

Duration of therapy and frequency
of billing audits—Under duration
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processed, frequency of billing
audits can be conducted to ensure
proper billing.

Enhanced Federal Funding
Opportunities—The Budget proposes
$50 million in General Fund savings by
maximizing additional federal revenue
opportunities. The proposals offer a
variety of opportunities for capturing
additional federal funds through activi-
ties such as optimizing use of federal
Medicaid funding for juvenile probation
costs, increasing recoveries for in-home
supportive services, and child welfare
maintenance and administrative costs,
and maximizing Medicaid utilization
within the Departments of Health
Services, Social Services, Mental
Health, Developmental Services, Cor-
rections, and the Youth Authority.

Federal Medical Assistance
Percentage—The Federal Medical
Assistance Percentage (FMAP) is the
Percentage of Medi-Cal costs reim-
bursed by the federal government and
is based on U.S. Bureau of Census
estimates of State population. The
Budget proposes a $400 million
General Fund reduction in various
departments and a corresponding
increase in federal funding in the
current year in anticipation of federal
legislation that will provide an additional
$400 million to offset the cost of Medi-
Cal services.

of therapy restrictions, use of a ?}
particular drug is limited to a spe- The current FMAP is 51.4 percent.
cific timeframe, after which prior However, in 2002-03, the FMAP will \\
aut.horization is required. When decrease to 50 percent, effective Octo- E— N
claims for provider payments are ber 2002, resulting in increased General 1 1~R
/N
2002-03

Governor’s Budget Summary 177



HEALTH AND

HUMAN SERVICES

Fund costs of $193.8 million in
2002-03 to absorb the loss in federal
funds. The Budget also reflects General
Fund increases of $48.2 million in the
budgets of other departments and local
entities that provide services for which
they receive federal Medicaid funding.

Disproportionate Share Hospital
Program—A Disproportionate Share
Hospital (DSH) serves at least 25 per-
cent Medi-Cal or uncompensated care
patients. This program strengthens the
health care safety net by making addi-
tional federal funds available to com-
pensate hospitals for the cost of serving
low-income patients. Public DSH
hospitals (those operated by counties,
hospital districts, or the University of
California) make contributions that are
matched with federal funds. The total
amount, less a State administrative fee,
is then redistributed by formula to
public and private DSH hospitals.

The State administrative fee was estab-
lished in the early 1990s because of
General Fund constraints. Under
current law, the administrative fees are
made available for general Medi-Cal
program benefit costs. By 1995-96,
these administrative fees reached
$239.8 million.

Over the last several years, this Adminis-
tration has reduced the administrative
fee to the current level of $29.8 million.
The Budget proposes to restore the
administrative fee to the 1999-00 level
of $85 million. However, this Adminis-
tration intends to reduce this fee as
General Fund resources become

\ available.

Health Insurance Portability and
Accountability Act—In August 1996,
the President signed the Health Insur-
ance Portability and Accountability Act
(HIPAA). The HIPAA is designed to
improve the availability of health insur-
ance to working families and their
children. It also requires the compli-
ance of states and other entities with
federal rules relating to administrative
simplification, revised security proce-
dures, and fraud control.

Combined, the 2001 Budget Act and
Chapter 635, Statutes of 2001 (SB 456),
appropriated $92.2 million ($24.3 mil-
lion General Fund) to various depart-
ments to fund HIPAA compliance
efforts. Due to the recent economic
downturn, this funding was reduced by
$74.1 million ($19 million General
Fund) in the November 2001 Proposed
Reduction in 2001-02 Spending plan.
Departments will continue compliance
efforts to the extent feasible in 2001-02.
The Budget proposes to restore this
funding beginning in 2002-03 in order
to meet federal compliance timelines.

The HIPAA is comprised of several
rules, all with specific deadlines by
which entities must be compliant. On
December 27, 2001, the President
signed House Bill 3323, which allows
entities to seek a one-year delay in the
compliance deadline for implementa-
tion of the transaction and code sets
rule. To be approved for the delay,
entities must submit to the federal
Department of Health and Human
Services a compliance plan that details
the following:
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+« An analysis reflecting the extent to
which the entity is not in compli-
ance.

An implementation strategy for
achieving compliance.

« If a contractor or other vendor may
be used to assist the entity in
achieving compliance.

« A timeframe for testing that begins
not later than April 16, 2003.

Given the current economic situation,
California, along with the National
Governors Association, is lobbying for
additional deadline extensions.

LiceENsSING AND CERTIFICATION

The Department’s Licensing and
Certification (L&C) program is respon-
sible for the certification and licensing
of long-term care facilities and certain
caregivers. These activities ensure
high-quality medical care in community
settings and facilities consistent with the
Administration’s commitment to help
elderly people remain at home, increase
community-based placement alterna-
tives, and enhance the quality of care in
nursing homes.

The 2002-03 Budget includes an aug-
mentation of $5.3 million ($2.7 million
General Fund) and 55.5 positions for
L&C to implement the provisions of

Chapter 684, Statutes of 2001 (AB 1075).

This legislation requires a revised reim-
bursement methodology and staffing
standards for nursing homes. These
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activities are aimed at increasing the
quality of nursing home care, as well as
ensuring beneficiary access to the
appropriate level of care.

Emergency
Medical Services Authority

The Emergency Medical Services
Authority (EMSA) provides statewide
coordination of emergency medical
services (EMS), regulates the education,
training and certification of EMS per-
sonnel, develops guidelines for local
emergency medical services, and
coordinates the State’s medical re-
sponse to any disaster. The 2001
Budget Act included a one-time aug-
mentation of $30 million to enhance
California’s trauma care system.

Trauma Support—In the November
2001 Proposed Reduction in 2001-02
Spending plan, the Administration
proposed to revert the entire $30 million
augmentation for trauma care. How-
ever, during the 2002-03 Budget
development process, spending reduc-
tions were made to accommodate the
restoration of a majority of these trauma
care funds. As a result, the Administra-
tion will allocate $25 million to trauma
centers in 2001-02. The Administration
continues to propose to revert the
remaining $5 million for local trauma
system planning. This funding was
provided for one-time planning activi-
ties, and Local Emergency Medical
Service Agencies may apply to EMSA
for federally-funded grants for trauma
planning.

)
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Managed Risk
Medical Insurance Board

The Managed Risk Medical Insurance
Board (MRMIB) administers programs,
which provide health coverage through
private health plans to certain groups
having no health insurance. The Board
develops policy and recommendations
on providing health insurance to over
6 million Californians without health
care coverage. The three programs
administered by the MRMIB are the
Healthy Families Program, the Major
Risk Medical Insurance Program, and
the Access for Infants and Mothers
program.

Healthy Families Program (HFP)—
The HFP is a subsidized health insur-
ance program for children in families
with low-to-moderate income who are
ineligible for no-cost Medi-Cal. The
HFP provides low-cost health, dental,
and vision coverage to eligible children
from birth to age 19.

Overall, HFP expenditures grew from
$131.5 million ($44.3 million State
funding) in 1998-99 to $795.1 million
($289.1 million State funding) in
2002-03, an increase of $244.8 million
in State funding, or 552 percent. Since
year-end 1998-99, children’s caseload
has grown from about 132,000 to an
expected 644,000 in 2002-03 for a total
increase of 512,000 children, or

288 percent. Since the beginning of
this Administration, about $2.4 billion
($839.8 miillion State funding) has been
provided for this program. Figure
HHS-15 displays program funding by

\ department.

The Budget includes the following
significant adjustments for 2001-02:

HFP Parent Expansion—Due to the
recent economic downturn, the Admin-
istration proposes to postpone the
Parent Expansion until July 2003.
Funding was provided for this expansion
in the 2001 Budget Act. The Adminis-
tration will continue to pursue approval
of the waiver with the federal govern-
ment for this expansion.

The Budget includes the following
significant adjustments for 2002-03:

Child Health and Disability
Prevention (CHDP)—In an effort to
provide more comprehensive health
care services to children and maximize
the use of available federal funds, the
Budget proposes to shift the CHDP
program caseload to the Medi-Cal
program and the HFP. As a result of
this shift, the HFP is augmented by
$15.4 million ($5.9 million Tobacco
Settlement Fund) to serve an expected
20,700 additional children.

Access for Infants and Mothers
(AIM)—The AIM program provides
low-cost, comprehensive health insur-
ance coverage to uninsured pregnant
women with family income between
200 and 300 percent of the FPL. This
coverage extends from pregnancy to
60-days postpartum, and covers infants
up to two years of age. The Budget
includes a total of $79.6 million

($74.8 million Perinatal Insurance Fund)
for this program, an increase of

$11.4 million ($10.1 million Perinatal
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Insurance Fund) over the 2001 Budget
Act. This funding increase will be used
to provide coverage to an additional
1,100 women and 8,900 children
compared to the 2001 Budget Act.

The Budget for this program has
increased from $41.7 million

($37.5 million Perinatal Insurance Fund)
in 1998-99 to $79.6 million ($74.8 mil-
lion Perinatal Insurance Fund) in
2002-03, for a total increase of

$37.9 million ($37.3 million Perinatal
Insurance Fund), or 91 percent. Since
1998-99, caseload has grown from
4,460 women and 74,100 infants to a
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increase of 66 percent in women'’s
enrollment and 56 percent in infants’
enrollment.

Major Risk Medical Insurance Program
(MRMIP)—The MRMIP provides health
care coverage to medically high-risk
individuals and the medically uninsur-
able who are refused coverage through
the individual health insurance market.
Program enrollment is “capped” at the
level of annual funding provided. The
MRMIP currently provides benefits to a
total of 16,000 persons with a total of
7,100 persons on a waiting list. The
2001 Budget Act contained a one-time

$5 million General Fund augmentation
to provide coverage to an additional

total of 7,400 women and
115,300 infants in 2002-03, or an

Figure HHS-15

Healthy Families Program and Related Expenditures
(Dollars in Thousands)

2001-02 2002-03
Total General Fund Total General Fund
Managed Risk Medical Insurance Board (MRMIB)
Support $6,587 $2,398 $5,473 $1,777
Local Assistance 648,663 126,018 651,488 0
Total MRMIB $655,250 $128,416 $656,961 $1,777
Department of Health Services (DHS)
Support $4,586 $1,532 $1,629 $569
Local Assistance:
Eligibility Expansion 53,437 21,051 68,552 21,834
Outreach 69,630 20,258 28,961 11,146
Total Local Assistance 123,067 41,309 97,513 32,980
Total DHS $127,653 $42,841 $99,142 $33,549
Total DHS and MRMIB $782,903 $171,257 $756,103 $35,326
Other
Department of Mental Health $12,980 $765 $7,870 $663
Child Health and Disability Prevention 820 279 0 0
Access for Infants and Mothers 3,498 1,191 4,811 0¥
California Children's Services 19,600 3,665 26,321 5,963 5
Total Other $36,898 $5,900 $39,002 $6,626 :?
TOTAL HEALTHY FAMILIES $819,801 $177,157 $795,105 $41,952 \
1. Includes costs of both the Single Point-of-Entry and the Health-e-App. The DHS also budgeted these costs but they were not included in DHS' total on this ~

chart.

2. Al General Fund for Local Assistance in the Healthy Families Program was replaced by the Tobacco Settlement Fund (TSF). Total TSF budgeted for the HFP is
$247.1 million.
3. All General Fund for the AIM program was replaced by TSF. Total TSF budgeted for the AIM program is $1.6 million.

J |
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1,964 clients previously on a waiting list.
The MRMIB and the Department of
Managed Health Care should continue
their efforts to work with the Legislature
and the insurance industry to devise
market-based solutions to reduce
barriers for this uninsurable population.

Department of Mental Health

The Budget includes $2.2 billion
(5943.4 million General Fund), a net
increase of $111.5 million (a reduction
of $28.8 million General Fund) above
the 2001 Budget Act, for state mental
health hospitals and community mental
health programs. This increase reflects
higher caseload for the state hospitals
and community mental heath pro-
grams. The Budget also includes
reductions of $42.5 million General
Fund in State operations and categori-
cal community mental health programs
as part of the statewide effort to address
the State’s current fiscal situation.

Under this Administration, funding for
community mental health programs,
has increased from $938.4 million in
1998-99 to $1.5 billion proposed for
2002-03, a 60 percent increase, and
reflects expanded services for children,
new programs for homeless adults, and
increased caseloads.

State Hospitals—The Budget includes
$607.2 million ($462.6 million

General Fund) for support of the State
Hospitals, a net increase of $22.6 mil-
lion ($32.3 million General Fund) over
the 2001 Budget Act. This funding
level will support a total caseload of

4,900 state hospital commitments. The
following significant adjustments are
included in the 2002-03 Budget:

% $20.2 million General Fund de-
crease to reflect the completion of
several one-time facility projects,
including the Americans with
Disabilities Act project at Metropoli-
tan State Hospital, the Psychiatric
Technician program at West Hills
Community College, security
improvements to the state hospitals,
and the purchase and set-up of
modular buildings at Patton and
Atascadero State Hospitals.

< $20.3 million ($14.7 million General
Fund) increase to reflect higher
retirement contributions for State
employees.

% $10.2 million ($9.9 million General
Fund) increase for the full-year cost
of new staff provided in 2001-02.

< $9.4 million ($21.6 million General
Fund) increase to reflect changes in
the state hospital population (see
Figure HHS-16). The 2002-03
year-end population of forensic
patients is expected to increase
by 215. The number of beds to be
purchased by the counties is ex-
pected to decrease from 869 to 776.

% $4.1 million General Fund increase
for non-level-of-care positions for
Atascadero, Patton, and Coalinga
State Hospitals. Non-level-of-care
staff is proposed in anticipation of
expanded populations at Atascadero
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and Patton State Hospitals, and to
prepare for the opening of the
Coalinga State Hospital in 2004.

% $2.6 million one-time General Fund
increase for security improvements
at Patton State Hospital. This is a
continuation of projects begun in
2001-02 to upgrade the personal
alarm systems in state hospitals to
protect patients, staff, and sur-
rounding communities.

Reductions in State Operations— To
address the State’s current fiscal situa-
tion, the Budget proposes a reduction
of $3.3 million General Fund and

18 positions in State operations to
reflect lower administrative expenses.

Community Mental Health Ser-
vices—The Budget includes $1.5 bil-
lion ($426.5 million General Fund), a
net increase of $87.8 million (a reduc-
tion of $60.7 million General Fund) ove
the 2001 Budget Act. The following
significant adjustments are included in
the 2002-03 Budget:
% $34.5 million General Fund reduc-
tion to reflect reduced state reim-
bursable mandates claims.

R

% $133.7 million increase in reim-
bursements for Early and Periodic
Screening, Diagnosis, and Treat-
ment services. This reflects an
increase of 31.6 percent in program
costs (all fund sources) over the
past year (see Figure HHS-17).
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Figure HHS-16

Department of Mental Health

State Hospital Year-End Population
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Figure HHS-17
Early and Periodic Screening,

Diagnosis, and Treatment

Mental Health Services
(Dollars in Thousands)
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% $16.7 million increase in reimburse-

ments for Therapeutic Behavioral 2
Services (TBS). This Medi-Cal 1|
benefit is an intensive one-on-one, D\
short-term outpatient treatment
intervention for children and youth .
who are seriously emotionally IAK)
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disturbed. It is designed to prevent
placement in group-home settings,
or locked mental health treatment
facilities. The TBS may also be
provided to enable children to
transition to lower levels of care.

% $14.1 million General Fund increase
for inpatient and outpatient psychi-
atric services to be provided by
counties through the Medi-Cal
Managed Care Program to reflect
expected higher caseload.

% $1.9 million in reimbursements to
reflect increased costs for the San
Mateo Pharmacy and Laboratory
Services Field Test.

% $1.2 million General Fund for the
second year of a two-year program
to provide a supplemental rate for
Community Treatment Facilities.

Reductions in categorical programs in
response to the State’s current fiscal
situation include:

% $17.5 million for Supportive Hous-
ing Program.

% $12.3 million to eliminate advance
payments to counties for mental
health services to special education

pupils.

% $4.2 million to reduce the Children’s
Systems of Care (CSOC) program,
and eliminate the independent
evaluation of the program that has
continued since the CSOC began

as a pilot. The CSOC program is
no longer a pilot and has been
expanded statewide.

% $2.7 million for the East Valley
Pavilion Institute for Mental Disease
that is no longer in operation.

% $1.9 million to eliminate the third
and final year of a dual diagnosis
pilot project.

% $0.6 million to reflect a reduction in
the estimated caseload for the HFP.

Department of
Developmental Services

The Budget includes $2.9 billion ($2 bil-
lion General Fund), an increase of
$159.4 million ($142.9 million General
Fund) above the 2001 Budget Act for
programs for the developmentally
disabled. This increase reflects an
additional 9,675 consumers, for a total
estimated caseload of 185,890 con-
sumers. Under this Administration, the
Department’s budget has increased
from $1.9 billion in 1998-99 to $2.9 bil-
lion in 2002-03 for a total increase of
$959.9 million, or 50 percent, primarily
for caseload and service utilization
increases.
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DeveLoPMENTAL CENTERS

The Budget includes the following
significant adjustments for 2001-02:

Developmental Center Certification—
$13.7 million General Fund and a
commensurate decrease in federal
funds due to the decertification of the
Secure Treatment Program units at
Porterville Developmental Center and a
delay in certification of the Canyon
Springs facility. These adjustments
reflect the recent certification of the
Sierra Vista facility on April 20, 2001.

Janitorial Contracts—$8.5 million
(4.9 million General Fund) increase to
reflect increased health benefits for
janitors and increased costs for con-
tracted janitorial services.

The Budget includes the following
significant adjustments for 2002-03:

Population—A net decrease of
$800,000 ($8,000 General Fund in-
crease) to reflect the projected decrease
of 50 consumers in the Developmental
Centers. Total 2002-03 caseload is
projected to be 3,660. Although the
population overall is decreasing, a
greater proportion of the population
requires increased levels of medical
care or requires higher levels of supervi-
sion due to behavioral challenges.
Therefore, the savings for reduced
caseload are partially offset by increased
costs per consumer.
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ReGloNAL CENTERS

The Budget includes a net increase of
$148.3 million ($134.9 million General
Fund) for 2002-03 due to increased
caseload, higher service utilization rates,
and program modifications. The
Regional Center population is projected
to increase by 9,725 consumers, to a
total of 182,230. Significant adjust-
ments include:

Regional Center Purchase of Services—
A net increase of $108.7 million

($95.3 million General Fund) for Pur-
chase of Services, which reflects

$52 million General Fund savings to be
achieved through the implementation of
statewide standards across the 21 Re-
gional Centers. The Administration will
undertake a collaborative effort,
whereby the Department, Regional
Centers, and stakeholders will seek to
identify opportunities to maximize the
$2.2 billion provided for the Community
Services program, increase administra-
tive efficiency, and improve consistency
of the services provided to consumers
throughout the state, while maintaining
the entitlement guaranteed under the
Lanterman Act.

Community Placement Plan—

$20.4 million General Fund increase to
improve the method of estimating the
cost of transferring consumers from
Developmental Centers into community
placements. This change in estimate
methodology is consistent with the
Department’s statutory responsibility to
ensure that individuals with develop-
mental disabilities live in the least

)
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restrictive setting appropriate to their
needs. Previously, the estimate was
based on historical service utilization
data. Beginning in 2002-03, the
estimate will be based on a detailed
assessment of the services necessary to
support individuals in community
placements.

Autism—$17.2 million General Fund
increase to maintain services for con-
sumers diagnosed with autism. Due to
increased awareness of autism in the
health care community and emphasis
on early screening of children, the
number of autism diagnoses is increas-
ing steadily. The development of
effective behavioral and educational
programs demonstrates that early
intervention leads to measurable
improvement in many children with
autism. With early, intensive, and
comprehensive treatment, many
children diagnosed with autism can go
on to lead more normal lives.

Special Incident Reporting—$2 mil-
lion General Fund increase for addi-
tional Regional Center staff to fully
implement the Special Incident Report-
ing system. These additional resources
are expected to bring the system into
compliance with federal requirements
to ensure continued federal funding
under the Home and Community-
Based Services Waiver.

Department of
Alcohol and Drug Programs

The Budget includes $544.2 million
($223.2 million General Fund), a de-
crease of $99 million ($20.1 million
General Fund) below the 2001 Budget
Act, for substance abuse treatment
programs. The Department’s commu-
nity substance abuse prevention and
treatment programs have increased
from $383.6 million in 1998-99 to
$506.3 million in the 2002-03 Budget
(including $120 million in Proposi-
tion 36 funds), for a total increase of
$122.7 million. These funding in-
creases reflect the Administration’s
efforts to expand services and improve
the availability of substance abuse
treatment programs.

The 2001-02 Budget includes the
following significant adjustments:

Drug Medi-Cal (DMC) Savings—
Existing statute automatically
reappropriates unspent DMC funds for
up to two years to pay claims from prior
years. The Department determined that
not all of the funds reappropriated for
2000-01 claims are required, and a
reduction of $21.5 million ($10.5 mil-
lion General Fund) is proposed to
capture these General Fund savings in
the current year.

Drug Medi-Cal Caseload—A reduction
of $7.6 million ($3.7 million General
Fund) as a result of changes in cost and
service utilization. This reduction is due
to lower costs for specified services and a
change in the types of services utilized.
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The 2002-03 Budget includes the
following major adjustments:

Drug Medi-Cal Caseload—A reduc-
tion of $9.6 million ($3.7 million
General Fund) to reflect a change in
the mix of DMC services expected to
be provided to clients and lower costs
for specified services.

Expiration of Limited-Term Pro-
grams—A reduction of $4.2 million
General Fund to reflect programs
expiring June 30, 2002, including the
first-round grants under the Drug
Court Partnership program.

Reduction for Fiscal Uncertainties—
$14.8 million General Fund reduction
in local assistance programs as part of
the statewide effort to address the
State’s current fiscal situation. The
substance abuse programs proposed
for reduction include non-DMC
Services, technical assistance con-
tracts, and ending the second-round
grants under the Drug Court Partner-
ship program one year early.
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MEenToRrING AT-Risk YouTH

The Department of Alcohol and Drug
Programs continues to be responsible
for coordinating the State’s mentoring
effort. The Budget continues

$23.4 million ($22.3 million General
Fund, including $10 million Proposi-
tion 98) for various state agencies
involved in mentoring. These programs
are designed to assist at-risk youth to
become productive members of society
while reducing juvenile crime, teenage
pregnancy, gang association, and the
school dropout rate. (Figure HHS-18
reflects mentoring funding by
department.)

Employment
Development Department

The Employment Development Depart-
ment (EDD) administers the Unemploy-
ment Insurance and Disability Insurance
programs and collects personal income
tax from employers. In addition, it
administers a variety of labor exchange
and job training programs including the

Figure HHS-18

California Mentor Initiative

2002-03
Department Program Fund Sources Amount
Alcohol and Drug Programs County Grants Safe and Drug-Free Schools Grant $1.1
Community Services and Development Local Programs General Fund 1.0 g\
Youth Authority-Institutions Young Men as Fathers ~ General Fund 1.0 1]
Youth Authority-Counties Volunteers in Parole General Fund 0.3 \\
Secretary for Education Academic Mentoring Proposition 98 10.0
Education Academic Mentoring General Fund 10.0 —?
TOTAL $23.4 / x"\
|
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Job Services, Welfare-to-Work Grant,
and Workforce Investment Act pro-
grams. The Budget includes $8.7 bil-
lion ($28.2 million General Fund) for
EDD programs.

Faith-Based Initiative—The Budget
continues, for an additional year, an
initiative begun during this Administra-
tion to engage faith-based organizations
more directly in the State’s effort to
deliver employment services. The
Budget provides $4 million for competi-
tive grants to faith-based organizations
that are uniquely suited to provide
services to individuals facing multiple
barriers and thus inhibiting their assimi-
lation into the workforce. In 2001-02,
the EDD received 684 proposals from
faith-based organizations representing
all regions of the state, requesting over
$184 million. Final award recommen-
dations are currently under consider-
ation by the Administration.

Job Agent Program—The Budget
reflects a General Fund savings of

$2.7 million as the result of eliminating
the Job Agent program in 2002-03.
The program provides employment-
related services to economically disad-
vantaged individuals who have multiple
barriers to employment by providing
individualized training and employment
plan development. However, clients are
currently directed by Job Agent staff to
other labor exchange services to meet
their job training and placement objec-
tives. Clients affected by this reduction
would continue to be directed to those
other employment programs best able
to meet their needs.

Intensive Services Program—The
Budget includes savings of $3.6 million
EDD Contingent Fund to reflect a
reduction in the Intensive Services
program in 2002-03. This program
provides case management assistance
for individuals who face barriers to
employment, such as long-term unem-
ployment or lack of job skills. The
employment training resources, labor
market information, and referrals that
are currently provided to Intensive
Services clients will continue to be
available for affected job seekers
through core EDD employment services
and the Workforce Investment Act
program. In addition, this funding was
used to provide services to CalWORKs
recipients. Funding for CalWORKs
services has been consolidated in a
combined program grant, which will be
provided to counties. Counties may use
this grant funding to continue to pro-
vide these services to CalWORKs
recipients.

Department of Rehabilitation

The Department of Rehabilitation is
responsible for assisting people with
disabilities, particularly those with the
most significant disabilities, to obtain
and retain employment and to maxi-
mize their ability to live independently in
their communities. The Budget pro-
poses $483.9 million and 2,085
personnel years to carry out the
Department’s programs in 2002-03.

Vocational Rehabilitation Services
Program—The Administration has
demonstrated its strong support for
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persons with disabilities by providing
sufficient funding for continuous service
to the Most Significantly Disabled and
Significantly Disabled, commencing
with the 1999-00 fiscal year. The
2002-03 Budget reflects an increase of
$3.3 million ($367,000 General Fund).
This will enable the Vocational Rehabili-
tation (VR) program to serve an addi-
tional 2,242 clients. Additionally, the
Budget proposes to restructure various
service delivery business processes to
improve operational efficiency. This
restructuring will result in savings of
$10.4 million ($2.5 million General
Fund). Through the Department’s
service priority system, the Order of
Selection, the Administration proposes
to continue to serve the Most Signifi-
cantly Disabled category, regardless of
application date, including those Signifi-
cantly Disabled applicants who may
apply through June 30, 2003, subject
to the availability of funds.

Habilitation Services Work Activity
and Supported Employment Pro-
grams—The Budget includes a net
increase of $3.5 million ($4.6 million
General Fund and a reduction of

$1.1 million reimbursements from the
Home and Community-Based Services
Waiver) for 2002-03 due to caseload
increases in the Habilitation Services
Work Activity and Supported Employ-
ment Programs. The Budget assumes
that the Department will implement a
variety of cost containment measures to
achieve savings of $7.3 million

($5.9 million General Fund).
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The Director of the Department of
Rehabilitation will convene a group of
Habilitation Service Program stakehold-
ers to consult in the development of
appropriate standards and revision of
business practices to restructure the
program to ensure attainment of these
savings.

The Budget includes $15 million in
reimbursements from the federal Home
and Community-Based Waiver for
2002-03. The Budget also contains an
additional $15 million ($12.8 million
General Fund) for 2001-02 to address
current year entitlement caseload
increases.

Office of Statewide Health
Planning and Development

The Office of Statewide Health Planning
and Development (OSHPD) is respon-
sible for helping California health care
systems meet the current and future
health needs in the State. The Office
ensures health care facilities are capable
of continued operation in the event of a
disaster, and improves delivery of and
accessibility to health care in the State.
The Budget proposes $55.5 million and
408 personnel years to carry out the
Office’s mission in 2002-03.

Coronary Artery Bypass Graft Out-
come Reporting—The Budget includes
an increase of $1 million California
Health Data and Planning Fund, offset
by $138,000 in savings to the Hospital
Building Fund, to implement the provi-
sions of Chapter 898, Statutes of 2001.
Chapter 898 requires the OSHPD to

)
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develop and publish the new Coronary
Artery Bypass Graft (CABG) outcome
report annually, beginning July 1, 2002.

The CABG outcome report will present
risk-adjusted mortality rates for hospi-
tals that regularly perform coronary
artery bypass graft surgery. The CABG
will annually provide consumer groups
and health care purchasers with infor-
mation regarding a hospital’s perfor-
mance as compared to other hospitals
on the CABG procedure. Furthermore,
surgeon-level data will be reported every
two years to assist consumers and
health care purchasers in choosing
health care providers by comparing
outcomes for the CABG procedure.

Department of
Child Support Services

To provide enhanced fiscal and pro-
grammatic direction and oversight of
child support enforcement activities,
Chapters 478 and 480, Statutes of
1999, established the Department of
Child Support Services (DCSS). These
measures authorized the implementa-
tion of a single statewide child support
system comprised of local child support
agencies under the supervision of the
new Department. The DCSS assumed
responsibility for child support enforce-
ment activities in January 2000. All
counties are scheduled to transfer from
the district-attorney-managed system to
DCSS by the end of 2002.

The DCSS is designated as the single
State agency to administer the state-
wide program to secure child, spousal,

and medical support, and determine
paternity. Its primary purpose is the
collection of child support payments for
custodial parents and their children.
The Budget proposes approximately
$995 million ($288.5 million General
Fund) and 215.3 personnel years for
these activities.

Child Support Collections—The child
support program establishes and
enforces court orders for child, spousal,
and medical support from absent
parents on behalf of dependent children
and their caretakers. For display pur-
poses only, the Budget reflects the total
collections received, including pay-
ments to families and collections made
in California on behalf of other states.
The General Fund share of assistance
collections is included in statewide
revenue projections.

Between 1999-00 and 2000-01, child
support collections grew from a level of
$1.8 billion to $2 billion, resulting in
General Fund revenues of $267 million
and $295 million, respectively. Total
collections of approximately $2.3 billion
($337 million General Fund) and

$2.4 billion ($353.7 million General
Fund) are estimated for 2001-02 and
2002-03, respectively. Child support
collections continue to increase even as
the DCSS continues to build its capacity
to meet program goals and transition
local child support agencies to the new
child support system.

In addition to generating increased
revenue to the State, the Child Support
Program also provides additional benefit
to the State through public assistance
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cost avoidance. For 2000-01, over

66 percent of child support collections
were disbursed to families who do not
receive public assistance. However,
many of these families have income
below the poverty level and are consid-
ered working poor. These child support
collections help these at-risk families
avoid the need for public assistance.

State Administration—The Budget
proposes total expenditures of

$30.7 million General Fund for State
administration of the program. Depart-
mental staff ensure a more effective
program through expanded State-level
direction and supervision of local child
support agencies. Specific mandates
require increased oversight of local
program and fiscal operations.

Federal Incentive Structure—Child
Support Program funding is comprised
of 66 percent federal financial participa-
tion and 34 percent federal and State
incentives. Incentive funding is calcu-
lated as 13.6 percent of total distributed
collections. The federal share of
incentive funding is based on the
performance of California relative to
other states in five performance catego-
ries. The Budget includes $39.9 million
in federal incentive funding. State
funding provides the difference between
federal funding and the capped incen-
tive rate, subject to Budget Act appro-
priation as discussed below.

County Administration—The Budget
continues to reflect the Administration’s
commitment to adequately fund local
child support agencies. The Budget
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proposes expenditures of $252.2 million
General Fund for county administration
in 2002-03. Although the Budget
includes a reduction of $35.3 million
General Fund to reflect a realistic
estimate of local administrative expendi-
tures for 2002-03, the proposed level of
funding reflects a 38 percent increase
over actual 2000-01 expenditures.

Child Support Automation—Chap-
ter 479, Statutes of 1999, designated
the Franchise Tax Board (FTB) as the
agent of the Department for the pro-
curement, development, implementa-
tion, and maintenance and operation of
the California Child Support Automation
System (CCSAS). The State is respon-
sible for all costs associated with devel-
oping, implementing, and transitioning
all counties onto this new system. As a
result of California’s delay in implement-
ing a single, statewide-automated
system, the federal government has
levied significant penalties against the
State. In 2001-02, California will pay an
estimated $157.5 million General Fund
in federal penalties, an increase of

$5.5 million over the 2001 Budget Act.

California, other states, and the National
Governors Association have been active
in lobbying the federal government for
changes to the existing penalty struc-
ture. Proposed changes to the penalty
structure would reduce the base used
for calculating the federal penalty, allow
states to reinvest penalties in program
improvements, and allow the Secretary
of the Department of Health and Hu-
man Services to waive penalties, pro-
vided that states make good faith efforts
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to comply with the terms of their
individual corrective action plans.

California continues to make good
progress on its corrective action plan.
Through the joint efforts of the FTB and
the DCSS, the CCSAS is currently in the
procurement phase, with contract
awards targeted for late 2002. Addi-
tionally, the Department has success-
fully converted all but two counties to
one of the six federally approved con-
sortia, interim systems. The remaining
two counties will convert by April 1,
2002. Consequently, the Administration
anticipates that federal legislation will be
enacted to provide relief from the
penalty in 2002-03 for an estimated
$181.3 million in General Fund savings.

The 2000 Budget Act provided funding
for the FTB to implement Chapters 478
and 480, Statutes of 1999, which
expanded its responsibility for the
collection of overdue child support
payments until the statewide, auto-
mated system is in place. This interim
system, known as the California Arrear-
age Management Process, was de-
signed to provide centralized manage-
ment of child support arrearages, and
was expected to increase child support
collections by $70 million annually
when fully implemented. However, due
to the loss of federal funds for the
project and concern that the interim
system would delay CCSAS, the FTB
ultimately recommended that the
interim system be scaled back.

Consistent with that recommendation,
Chapter 111, Statutes of 2001, reduced

the system requirements of the interim
project, which is now called the Child
Support Replacement Project, so that
child support collections could continue
without endangering the statewide
project. The 2002-03 Budget proposes
an additional 21.9 personnel years to
augment the manual collection of child
support arrearages, which is expected
to generate an additional $19 million in
child support payments to families.

Department of Social Services

CALIFORNIA WORK OPPORTUNITY
AND ResponsiBILITY TO KiDs

The CalWORKs program implements
California’s version of the federal Tem-
porary Assistance for Needy Families
(TANF) program. The CalWORKs
program replaced the Aid to Families
with Dependent Children (AFDC)
program on January 1, 1998.

The CalWORKs program is California’s
largest cash-aid program for children
and families, and is designed to provide
temporary assistance to meet basic
needs (shelter, food, and clothing) in
times of crisis. While providing time-
limited assistance, the program also
promotes self-sufficiency by establishing
work requirements and encouraging
personal accountability. The program
recognizes the differences among
counties and affords them maximum
program design and funding flexibility to
better ensure successful implementa-
tion at the local level.
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Program Successes—California has
experienced significant success with its
CalWORKs program. The number of
aid recipients who are employed has
increased from 19 percent in 1996, to
50 percent in 2000. The average
monthly wage for aided families has
grown from $592 prior to CalWORKs to
$735. Caseload reductions have
occurred in every county. To date, the
State has received over $100 million in
federal bonuses for its successful
operation of the CalWORKs program as
compared to other states.

Caseload Trends—After seven con-
secutive years of decline, caseload is
projected to increase by 3.9 percent
above the 2001 Budget Act, due to the
economic downturn. The revised
caseload projections are 520,000 cases
and 1,477,000 persons in 2001-02,
and 532,000 cases and 1,461,000
persons in 2002-03, reflecting a pro-
jected increase in child-only cases as
families begin to reach the 60-month
time limit. This represents a major
improvement from the rapid growth of
the early 1990s, when caseload peaked
in 1994-95 at 921,000 cases (see
Figures HHS-19 and HHS-20). Policy
reforms that promote self sufficiency
and encourage job skills training, along
with increased child care services,
financial incentives encouraging work,
and until recently, an improved private
sector economy, have assisted recipi-
ents and potential recipients in finding
employment.
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TANF Block Grant and Maintenance-
of-Effort—Under federal TANF provi-
sions, California is awarded a block
grant of $3.7 billion per year. Any
unspent block grant funding may be
carried forward by the State from
year-to-year.

The State and counties have a federal
maintenance-of-effort (MOE) require-
ment based on federal fiscal year 1994
baseline expenditures for the former

Figure HHS-19 CalWORKSs Caseload Trend
1991-92 Through 2002-03
1,000,000
900,000 -

800,000 -

700,000
600,000
500,000 ~
400,000 +
300,000 -

Average Monthly Cases

200,000
100,000 -
0 i

1991- 1992- 1993- 1994- 1995- 1996- 1997- 1998- 1999- 2000- 2001- 2002-
92 93 94 95 96 97 98 99 00 01 02 03

Fiscal Year

Figure HHS-20
9 Annual Percentage Change in
CalWORKSs Caseload and California Population
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Figure HHS-21
2002-03 CalWORKs Program Expenditures '
(Dollars in Millions)

Department of Social Services (DSS):

Assistance Payments $3,308
County Program Grant 1,905
County Performance Incentives 431
Kin-GAP 84
DSS Administration 24
Other CalWORKs Costs in DSS? 438

Total CalWORKs, DSS $6,190

Other Agencies:

Child Care 607
California Department of Education (CDE) (592)
California Community Colleges (15)

CalWORKs Costs in Other State Agencies3 208

County Share of CalWORKs Expenditures 156

Total CalWORKs, Other Agencies $970

CDE/DSS Child Care Reserve 165

General Temporary Assistance for Needy Families Reserve $40

Total CaWORKs Expenditures $7,365

" Detail may not add to totals due to rounding.

2 Includes funding for the Statewide Automated Welfare System, Child Welfare
Services, Indian Health Clinics, the Youth Development Services Project, Community
Challenge Grants, and Trustline.

% Includes funding for general child care in the CDE budget, child support disregard
payments in the Department of Child Support Services budget, and the Teenage
Pregnancy Prevention Program in the Department of Health Services budget.

AFDC program and the proportion of
CalWORKs recipients that are partici-
pating in work activities. The 2002-03
CalWORKs budget reflects California’s
success in having recipients meet the
federally-mandated work participation
requirements. With that goal being
met, the federally-imposed MOE level
for California was reduced from 80 per-

£
I
71
<7
erf

~ \_ cent of the federal fiscal year 1994

baseline expenditures for the former
AFDC program ($2.9 billion) to 75 per-
cent ($2.7 billion), saving $181.7 million
General Fund for use in other programs.

CalWORKs Expenditures—Total
CalWORKSs expenditures of $7.4 billion
are proposed for 2002-03, including
TANF and MOE countable expendi-
tures. This amount includes $6.2 billion
budgeted within the Department of
Social Services (DSS), $970 million
budgeted within other agencies, and
$205 million for CalWORKs program
reserves. The amount budgeted within
DSS includes $5.8 billion for direct
CalWORKs program expenditures and
$377 million in other DSS programs,
including the Statewide Automated
Welfare System and Child Welfare
Services. The amount budgeted in
other agencies includes $607 million in
the California Department of Education
(CDE) and California Community Col-
leges (CCC) for child care; $208 million in
other departments’ budgets; and

$156 million in county budgets. Lastly,
the $205 million for CalWORKSs reserves
includes $165 million for a child care
reserve and $40 miillion for a general
CalWORKs reserve (see Figure HHS-21).

The following reductions are included in
the Budget in order to maintain
CalWORKs program expenditures
within available resources, while protect-
ing the critical welfare-to-work emphasis
of the program and maintaining assis-
tance payments at the current level:
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$36 million General Fund in the
CDE for adult education and Re-
gional Occupational Collaborative
program (ROC/P) services.
CalWORKs recipients can continue
to receive these specialized services
through county programs or
through base CDE instructional
programs in adult education and
ROC/P. These instructional pro-
grams will receive their full allotment
of growth and cost-of-living adjust-
ments in 2002-03.

$58.4 million General Fund in the
CCC for job placement services,
work-study, and other educational-
related work experience. These
services can be provided from the
CCC apportionments or pursuant
to direct contracts between coun-
ties and the CCC using county
CalWORKs funding. The CCC
apportionments will receive addi-
tional growth funds in 2002-03
totaling $41.7 million. In addition,
$15 million is included in the CCC
budget to provide child care for
CalWORKs recipients attending
community college classes.

$2.5 million General Fund in the
California Department of Correc-
tions to reflect a funding shift
related to the Female Offender
Treatment and Employment Pro-
gram. This program will continue

HEALTH AND

HUMAN SERVICES

% $3.6 million Contingent Fund in the
EDD to reflect a reduction in the
Intensive Services program in
2002-03. The employment training
resources currently provided to
intensive services clients will con-
tinue to be available for affected job
seekers through core EDD employ-
ment services and the Workforce
Investment Act program. In addi-
tion, counties may use their funding
to provide these services to
CalWORKs recipients.

< $5.1 million General Fund in the
DSS from eliminating the

General Fund portion of CalWORKs
Fraud Incentive payments made to
counties. A total of $10.2 million
($5.1 million General Fund and
$5.1 million TANF Block Grant
funds) is estimated to be owed to
counties in 2002-03 for their share
of savings resulting from the detec-
tion of fraud. Eliminating the

$5.1 million General Fund share will
not affect the TANF funding, which
will provide counties with sufficient
incentive to identify and collect
overpayments.

< $2 million federal funds in the DSS
to reflect a reduction in the State
operations funding for the program.

*,

In addition, $40 million is set aside as a
general TANF reserve for unanticipated

to provide services to female offend- ~ program needs. A program reserve ?\
ers by utilizing $2.0 million in federal ~ allows the State to deal with unforeseen I
Workforce Investment Act funds for pressures that otherwise could drive W\
the portion of the program that program costs above the federally- —
relates to employment training. required MOE. 1 'I\'|
/N
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Grant Levels—The Budget does not
include funding to provide a cost-of-
living adjustment (COLA) for cash
grants. While grant levels will remain at
the same level as in the 2001 Budget
Act, funding for employment services is
provided through county program
grants so that recipients can continue to
move toward employment. The
monthly cash grant level for a family of
three is $679 in Region | and $647 in
Region II.

In addition, the CalWORKs assistance
payment structure continues to reward
working families by allowing them to
retain earnings in excess of twice the
grant amount and still remain enrolled
in the program. As an example, a
family of three living in Region | can
earn up to $1,583 per month before its
grant would be reduced to zero. In
addition to the grant, the family typically
would be eligible for employment
services, child care, food stamps, and
Medi-Cal.

Performance Incentives—The
CalWORKs statute provides for perfor-
mance incentive payments to counties
equaling 50 percent of savings resulting
from exits from aid due to employment,
grant reductions due to earnings, and
diversion of applicants before they enter
the program. Pursuant to Chapter 108,
Statutes of 2000, incentive earnings are
subject to Budget Act appropriation.
Counties will have earned $1.2 billion
through the end of 2001-02, but have
only spent $160.7 million through
September 2001. Because the DSS

has allocated $1.1 billion to counties,
the majority of this funding currently
resides in county bank accounts.

Recently, the federal government
formally notified the DSS that the State
is in violation of the federal Cash Man-
agement Act in drawing down federal
TANF dollars for fiscal incentive pur-
poses that were not going to be imme-
diately spent by the counties. Under the
Cash Management Act, those funds are
to remain at the federal level until such
time as a state is going to actually
expend those funds. The DSS pro-
poses to recover the $600 million that is
expected to remain unexpended by the
counties, and use $169.2 million as a
funding source in 2002-03 to maintain
CalWORKs funding within available
TANF and MOE funding levels. The
remainder, $430.8 million, will be
appropriated to counties to be available
in 2002-03.

County Program Grant—In an effort to
allow more flexibility in providing em-
ployment services, administration, child
care, and juvenile probation in accor-
dance with local needs and priorities,
the Administration proposes to provide
a combined CalWORKs program grant
to counties. The total amount bud-
geted for this county program grant
may fluctuate each year as the State
makes necessary adjustments to bal-
ance CalWORKs program needs within
available resources.

CalWORKSs Child Care—The Budget
funds the projected child care need for
CalWORKs recipients and reflects
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savings attributable to the Administra-
tion’s Child Care Reform proposal. This
proposal includes eligibility changes for
CalWORKs child care along with the
remainder of the State’s subsidized
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Figure HHS-22
Changes in the California
SSI/SSP Maximum Payment

Independent Living Arrangement
Aged and Disabled

Child care system. The budgets fOl“ the Implementation Date Individuals Couples
CDE and the CCC include $5921 mll- January 1, 2001, 2.96 Percent COLA $712 $1,265
. . . January 1, 2002, 5.31 Percent COLA 750 1,332
lion and $15 million, respectively, to January 1, 2003, 1.8 Percent SSI COLA 750 1,347
provide CalWORKs child care services.
In addition, funding is included as part above the 2001 Budget Act. This
of the county program grant for Stage | increase is the result of caseload
Child Care, in which counties initially growth and the full-year effect of the
place CalWORKs families and continue January 1, 2002, COLA. In Janu-
to provide services until their financial ary 2003, a 1.8 percent federal COLA
condition stabilizes. The Budget will be added to the SSI payment
includes a $164.7 million reserve to be standards. Given the State’s current
used for either DSS or CDE child care fiscal constraints, it is proposed that
providers, as needed. the State COLA for the SSP payment
standard be suspended. The overall
SUPPLEMENTAL SECURITY payment standards will still increase
INCOME/STATE SuppLEMENTARY Payment  t0 3759 for an individual and $1,347
for a couple (see Figure HHS-22).
The federal Supplemental Security As 'reflec?ted n .Flgure HHSTZS’
l (Ssl d California continues to provide the
ncome ) program provides a highest level of support to SSI/SSP
monthly cash benefit to eligible aged, recipients amond the ten most bobU-
blind, and disabled persons who meet l p g pop
. ous states.
the program’s income and resource
requ1ren;1epts. In Cathfél)m,lti’ thgtStSI During the tenure of this Administra-
payment 15 augmented with a State tion, the SSI/SSP grant levels have
Supplementary Payment (SSP) grant. -
. L . generally increased. For example, the
These cash grants assist recipients with .
i .. grant amount has increased from $650
basic needs and living expenses. The . AR
. . o to $759 for aged and disabled individu-
federal Social Security Administration
<. als, and from $1,156 to $1,347 for aged
administers the SSI/SSP program, .
. - R and disabled couples, a 17 percent
making eligibility determinations and . .
¢ tati d issui increase over the period from Janu-
g‘ran d Com%“:}a lins ka nt 1ssuing ctom— ary 1999 through January 2003. The °
ihed monthly checks fo recipients. State SSP portion of the grant has :i
2002-03 Program—The Budget mcreff\sed by 29 and 23 p.er.cent, re- ;
- spectively, for the two recipient catego- \
proposes $3 billion General Fund for —)
the SSI/SSP program in 2002-03. ,]\1 \
This represents a 7.3 percent increase L
/N
2002-03
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Figure HHS-23
Comparison of the 2001 SSI/SSP Maximum Payments1
for the Ten Most Populous States

Independent Living Arrangement

Aged and Disabled Blind
State Individuals Couples Individuals Couples
California $712 $1,265 $771 $1,466
New York 618 900 618 900
New Jersey 562 821 562 821

Pennsylvania
Michigan
Florida®
Georgia®
Texas?
Illinois®
Ohio®

558
545
531
531
531
531
531

840
824
796
796
796
796
796

558
545
532
531
531
531
531

840
824
796
796
796
796
796

' The January 2001 federal maximum payments are $530 per individual (increased to $531
effective August 1, 2001), and $796 for a couple.

“Reflects the federal SSI maximum payment only, as these states do not provide supplemental
payments for an independent living arrangement.

? lllinois does not have a standard SSP allowance. Any supplements are based upon
individual needs and circumstances.

Figure HHS-24
Annual Percentage Change in

SSI/SSP Caseload and California Population
1992-93 through 2002-03
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ries above. Prior to 1999-00, the SSP
grant level for those recipients had
remained flat for five consecutive years.

Caseload Trends—The caseload in this
program is estimated to be 1.1 million
recipients in 2002-03, a 1.9 percent
increase over the 2001 Budget Act.
Figure HHS-24 compares the annual
percentage change in California’s
SSI/SSP caseload and California’s
population. Except for caseload de-
creases associated with federal eligibility
changes in the mid-1990s, the caseload
has grown faster than the general
population throughout the 1990s. In
2000-01 through 2002-03, SSI/SSP
caseload has grown, or is anticipated to
grow, at an equal or slightly higher rate,
compared to growth in the general
population. The SSI/SSP caseload
consists of 30 percent aged, 2 percent
blind, and 68 percent disabled persons.

Administrative Fees—The Social
Security Administration administers the
SSI/SSP benefit payments for a monthly
check fee of $8.50. The fee will in-
crease on October 1, 2002, to $8.66.
The General Fund cost for SSP admin-
istration is estimated to be $118.1 mil-
lion in 2002-03.

CAsH ASSISTANCE
PRrROGRAM FOR IMMIGRANTS

Chapter 329, Statutes of 1998, estab-
lished the Cash Assistance Program for
Immigrants (CAPI). The Budget in-
cludes $113.4 million General Fund for
CAPl in 2002-03. This State-only
funded program previously provided

2002-03
Governor’s Budget Summary 198




benefits only to documented persons in
the country prior to August 22, 1996,
who were not receiving SSI/SSP ben-
efits on September 30, 1998. Begin-
ning in 1999-00, on a year-by-year
basis, the CAPI was expanded to also
include documented persons arriving in
the country after August 22, 1996,
subject to the deeming of sponsor
income. Through Chapter 111, Stat-
utes of 2001, the expanded CAPI was
made permanent. Because CAPI rates
are tied to the SSI/SSP payment stan-
dard, the grant for immigrants will
increase in 2002-03 proportionate to
the increase in the SSI payment
standard.

Foobp AssisTANCE PROGRAMS

The Budget includes $656.9 million
($290.3 million General Fund) to
support Food Assistance Programs.
These programs provide monthly
benefits that assist low-income house-
holds in purchasing the food they need
to maintain adequate nutritional levels.
Benefits are issued through the use of
coupons, which may be exchanged for
food products. In 2002-03, approxi-
mately 1.9 million persons are expected
to receive food assistance benefits from
these programs each month. The Food
Assistance Programs also distribute
food supplies valued at approximately
$70 million to over 2,300 local food
banks and soup kitchens. Significant
changes to the Food Assistance Pro-
grams are highlighted below.
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California Food Assistance
Program—The 2001 Budget Act
included $72.5 million General Fund for
the California Food Assistance Program
(CFAP), which provides food stamp
coupons to documented persons who
are not eligible for federal food stamps
solely because of their immigration
status. Many of these persons were
formerly eligible for federal food stamps
prior to the enactment of the federal
Personal Responsibility and Work
Opportunity Reconciliation Act of 1996,
which excluded them. In 2000, the
CFAP was temporarily expanded to
include documented persons who
entered the country legally on or after
August 22, 1996. In 2001, the Admin-
istration made this expansion
permanent.

The Administration proposes that
federal food stamp eligibility for CFAP
recipients be restored when Congress
reauthorizes the TANF program later
this year. Restoring federal eligibility for
these persons will result in General
Fund savings of $35.1 million, which
are reflected in the proposed 2002-03
Budget. As a result, the Budget con-
tains no funding for CFAP in 2002-03
because it is anticipated that the
program’s recipients will receive food
coupons through the federal Food
Stamp program.

Food Stamp Employment and Train-
ing Program—The Budget includes
$46.9 million to support job search,
workfare, education, and training
activities for food stamp recipients not
enrolled in CalWORKs. This is a

)
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$1.4 million, or 3 percent increase over
the 2001 Budget Act. Federal funding
for this program will increase by

$2.7 million in 2002-03, while the
Budget proposes General Fund savings
of $1.3 million for the State’s share-of-
cost for the program. In addition, the
Budget proposes comprehensive
reform of the State’s workforce develop-
ment system, which includes this
program. This reform proposal is
discussed in greater detail in the Im-
proving California’s Workforce Develop-
ment System section.

ApuLt PROTECTIVE SERVICES

Adult Protective Services (APS) is a
county-administered program that
investigates abuse, neglect, or exploita-
tion of elderly or dependent adults.
Chapter 946, Statutes of 1998, estab-
lished a State-mandated comprehensive
system to address the increasing need
for APS in California. Services include a
24-hour emergency response system,
emergency shelter, food, transportation,
and in-home protective care. The
Administration continues to support the
provision of these services to this
vulnerable population. The Budget
proposes $78.9 million ($55.3 million
General Fund and $23.6 million

Title XIX reimbursements) for the APS,
an increase of $8.6 million over the
2001 Budget Act. The Budget also
includes $18.6 million ($11.5 million
General Fund and $7.1 million Title XIX
reimbursements) for the County Ser-
vices Block Grant program that pro-
vides funding for the APS, as part of
county social service programs.

IN-HOME SUPPORTIVE SERVICES

The In-Home Supportive Services
(IHSS) program provides support
services, such as house cleaning,
transportation, personal care services,
and respite care to eligible, low-income
aged, blind, and disabled persons.
These services are provided in an effort
to allow individuals to remain safely in
their homes and prevent premature
institutionalization. The program
consists of the State and county-funded
Residual Program and the Personal
Care Services Program for Medi-Cal
eligible individuals.

The 2002-03 average monthly caseload
is projected to be 283,600 cases, an
increase of 6.5 percent over the 2001
Budget Act. Total IHSS expenditures
are projected to be approximately

$2.6 billion ($1 billion General Fund),
an increase of 9.8 percent above the
2001 Budget Act level. This includes
an increase of $77 million ($31 million
General Fund), to fund the full-year cost
of the January 2002 minimum wage
increase of $0.50 per hour.

IHSS Provider Rate Increases—As
part of the Aging with Dignity Initiative
in 2000-01, the Administration ap-
proved an IHSS provider rate increase
to further improve the quality of services
and strengthen recruitment and reten-
tion of IHSS providers, thereby allowing
more seniors to live independently at
home or with their families. IHSS
provider wages were increased by
$0.50 in Public Authority (PA) counties
in 1999-00. In 2000-01, Administra-
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tion-sponsored legislation was enacted
to provide for State participation in
further hourly compensation increases
of $1 over each of the ensuing four
years in PA and non-profit consortium
counties. This increase is tied to
General Fund revenue growth.

The 2001 Budget Act included
$106.6 million General Fund for the
State share of provider rate increases
above the State minimum wage in

PA counties. Although the wage in-
crease trigger was not activated, a
discretionary augmentation of

$23.7 million General Fund was in-
cluded to increase the maximum
provider rate in which the State would
share costs from $8.10 per hour to
$9.10 per hour ($8.50 for wages,
$0.60 for benefits). However, the
revised General Fund expenditure level
for 2001-02 has been reduced from
$106.6 million to $92.5 million, due
primarily to delays in county implemen-
tation of these provider rate increases.
Given the State’s current fiscal situation,
and the fact that a discretionary in-
crease was provided in 2001-02, it is
proposed that no rate increase be
provided in 2002-03.

The 2002-03 Budget, however, does
include an increase of $11.9 million
General Fund to address growth in an
estimated number of cases to be served
through the PA mode of service delivery
and further phase-in by counties of the
PA provider rate increases.

The 2001 Budget Act also included
$6.4 million General Fund to provide a
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2.31 percent rate increase for non-PA
individual providers, and $1.3 million
General Fund for a 5.31 percent in-
crease in the current Maximum Allow-
able Contract Rate for that mode of
service delivery. However, the proposed
Budget for 2002-03 includes a reduc-
tion of $7.6 million General Fund for the
non-PA individual provider rate, and
assumes that 95 percent of the [HSS
individual provider caseload will move to
PA mode in 2002-03. The Budget also
proposes a reduction of $1.4 million
General Fund for the contract mode to
reflect anticipated expenditures, based
on actual wage rates expected to be
paid by the counties.

Overall, during its tenure, this Adminis-
tration has augmented the IHSS pro-
gram by over $169 million General
Fund, or 32 percent, to provide the
State share-of-cost for IHSS provider
wage and health benefit increases.

CHILDREN'S SERVICES PROGRAMS

The child welfare system in California
provides a continuum of services,
through various programs, to children
who are abused or neglected. The
Budget proposes $3.1 billion

($1.3 billion General Fund) to provide
assistance payments and services to
children under these programs (see
Figure HHS-25).

Spending on children services pro-
grams has grown from $2.5 billion
($1.2 billion General Fund) to a pro-
posed level of $3.1 billion ($1.3 billion
General Fund) for 2002-03, an increase

)
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Figure HHS-25

2002-03 Children's Services Program Funding

(Dollars in Millions)

Program Total Funds General Fund
Child Welfare Services $1,674 $590
Foster Care 962 458
Adoptions 437 221
Child Abuse Prevention 20 13
State Administration 47 28
Total W W

of approximately 24 percent since
1998-99. Significant adjustments are
proposed in the following children’s
services programs.

Child Welfare Services Augmentation—
The Budget continues to provide
$120.8 million ($74.3 million

General Fund) for additional county
Child Welfare Services (CWS) workers,
expressly targeted for emergency
response, family reunification, family
maintenance, and permanent
placement. This funding will allow
counties to reduce the workloads of
caseworkers responding to approxi-
mately 174,000 cases of abused and
neglected children each month.
Through its CWS Stakeholders’ Group,
the Department is continuing a review
of existing programs, components, and
systems, which is expected to lead to
recommendations for improvements
over the next three years.

Since 1998-99, this CWS augmentation
has increased from $68.4 million

($40 million General Fund) to a pro-
posed level of $120.8 million

($74.3 million General Fund) for
2002-03, an increase of approximately
7’7 percent.

Child Welfare Services Base Funding
Adjustment—The Budget also pro-
vides $132.7 million ($62.3 million
General Fund) above the level of fund-
ing supported by current caseload and
caseload standards, to allow counties to
maintain higher social worker staffing
levels. This represents a $30.4 million
($13 million General Fund) increase
over the 2001 Budget Act level.

Foster Youth Programs—The Budget
proposes expenditures of $1.1 billion
($494.1 million General Fund) for foster
youth, including those exiting foster
care into the Kinship-Guardianship
Assistance Payment (Kin-GAP) Pro-
gram. Since 1998-99, expenditures for
these various programs have increased
by $51.1 million ($18.8 million General
Fund), or about 4.9 percent. This is
significant in that, during this period,
there has been increased emphasis on
relative placements and adoption
placements. As a result, the number of
youth in foster care has declined from
an average monthly caseload of 92,902
in 1998-99 to a projected caseload of
70,827 in 2002-03. During the same
period, the average monthly caseload
for adoption assistance payments has
increased from 28,779 to 54,649, and
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the average caseload for foster care
placements into Kin-GAP has grown to
a projected 15,309.

During the tenure of this Administra-
tion, a variety of augmentations have
been provided that benefit foster youth.
The Budget includes funding for the
following:

« Extended Independent Living
Program—S$15.2 million General
Fund

% Supportive Transitional Emanci-
pation Program—$13.9 million
General Fund

+ Supplemental Clothing
Allowance—$6.5 million ($3.2 mil-
lion General Fund)

7
0‘0

Health Services for Children in
Foster Care—$5.3 million General
Fund

+ Emancipated Foster Youth
Stipends—$3.6 million General
Fund

+ Kinship/Foster Care Emergency
Funds—$1 million General Fund

The Budget Act of 2001 included

$10 million to implement the Transi-
tional Housing Placement Program for
foster youth. In the November 2001
Proposed Reduction in 2001-02 Spend-
ing plan, $4.8 million has been pro-
posed for reversion to the General Fund
because these funds would not be
required in either 2001-02 or 2002-03,
based on current caseload projections.
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It is anticipated that, of the $5.2 million
available, $867,000 would be expended
in 2001-02 and $4.3 million would be
expended in 2002-03.

Community CARE LICENSING

The Community Care Licensing program
directly licenses and monitors approxi-
mately 72,000 community care facilities,
and provides oversight, direction, and
training to counties that license approxi-
mately 13,000 additional facilities. These
non-medical facilities, which include child
day care facilities, children’s residential
facilities, and elderly residential and day
support facilities, serve approximately

1.3 million clients. The Budget proposes
$126.1 million ($44.9 million General
Fund) for licensing activities that promote
the health, safety, and quality of life of
each person in community care facilities.
This is a $6.2 million ($4.5 million
General Fund), or 5 percent, increase
over the 2001 Budget Act.

Facility Growth—Program growth
trends indicate an overall increase of
1,812 State-licensed community care
facilities in 2002-03, an increase of
2.5 percent. The Budget includes an
augmentation of $3.2 million

(2.9 million General Fund) to sup-
port 19 new positions and the conver-
sion to permanent of 25 expiring
limited-term positions for workload

associated with facility growth. In 4
addition, $423,000 Technical Assis- |

tance Fund is included to continue six )\
limited-term positions that provide —\
training and consultation to newly- ,]\1 \
licensed community care facility L

N
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operators. The Budget also provides
$845,000 in reimbursements to
continue the Child Care Development
Grant/Loan Program in Los Angeles
County, a State-county collaborative
program that is expanding the avail-
ability and quality of child care in that
county.

Licensing Reform—The Budget in-
cludes an augmentation of $550,000
Technical Assistance Fund and 6.5 posi-
tions, starting January 1, 2002, to
strengthen family child care home
licensing activities and implement
Chapter 679, Statutes of 2001. In this
Budget, the Administration proposes to
streamline licensing procedures for
after-school child care facilities, which
will result in General Fund savings of
$1.5 million and 25.3 positions. With
this streamlining, the State will continue
to focus on critical core safety func-
tions, including provider fingerprint
clearances and background checks.

California Health and Human
Services Agency Data Center

The Health and Human Services
Agency Data Center (HHSDC), one of
the State’s three consolidated data
centers, provides the Agency’s various
departments electronic data processing
(EDP) capacity by using shared, central-
ized resources to minimize equipment
and staff duplication. The central
processors and peripheral equipment
operate 24 hours a day, 7 days a week.
Telecommunications network and
software support services also are
furnished. The HHSDC assists the

Agency in identifying potential
EDP-related applications and recom-
mending policies on the appropriate
use of EDP among client departments.
Special project management activities
are performed on behalf of the DSS.
HHSDC costs are reimbursed by service
users.

For the HHSDC's primary facility opera-
tions, the Budget includes a net reduc-
tion of $6.6 million in HHSDC Revolving
Fund authority. For the special projects
managded by the HHSDC for the DSS,
the Budget proposes a net increase in
expenditure authority of $19.9 million
over the 2001 Budget Act and the
continuation of six limited-term
positions.

AuTtomaTioN PROJECTS

The HHSDC manages five major
automation projects for the DSS.
These systems assist in the administra-
tion of the CalWORKs, Food Stamps,
CWS, and IHSS programs, and further
the Administration’s goal of providing
quality services as efficiently as possible
while preventing fraud and reducing
long-term costs. The Budget includes
$374.3 million ($136.7 million General
Fund) to continue to develop, maintain,
and operate these projects.

Statewide Automated Welfare Sys-
tem—The Statewide Automated Wel-
fare System (SAWS) automates welfare
eligibility processes and administrative
functions for the CalWORKs, Food
Stamp, Medi-Cal, Foster Care, Refugee,
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and County Medical Services programs

through the development of the follow-

ing four separate systems:

+ Interim SAWS—This consortium is
comprised of 35 counties. The
Budget includes $37.7 million
($15.4 million General Fund) for
maintenance and operations activi-
ties. This represents an increase of
$6.1 million ($5.5 million General
Fund) over the 2001 Budget Act,
due to the acquisition and installa-
tion of a replacement mainframe
system.

< Welfare Client Data System—The
Budget maintains the 2001 Budget
Act funding level of $79.9 million
($23.6 million General Fund) to
continue the implementation of this
system in 18 counties.

+ Los Angeles Eligibility, Auto-
mated Determination, Evaluation,
and Reporting System—The
Budget includes $15.2 million
($5.2 million General Fund) for
maintenance and operation of this
single-county system. This repre-
sents a reduction of $5.2 million
(1.1 million General Fund) below
the 2001 Budget Act, due to the
completion of countywide imple-
mentation in 2001-02.

« Consortium [V—The Budget
maintains the 2001 Budget
Act funding level of $75.5 million
($16.9 million General Fund) to
continue implementation of this
system in the remaining four
counties.
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The Budget also includes $5.7 million
federal funds for the SAWS Welfare
Data Tracking Implementation Project
(WDTIP). This represents a reduction of
$838,000 due to the completion of
county conversion and training activi-
ties. The WDTIP allows the four con-
sortia to share CalWORKs time-limit
tracking data. In addition, the Budget
maintains the current year revised
funding level of $7.1 million ($2.5 mil-
lion General Fund) for the DSS and
HHSDC consortium planning, State
oversight, and overall statewide man-
agement of the SAWS system.

Child Welfare Services/Case Manage-
ment System—This system automates
tracking and reporting information for
the CWS, Foster Care, and Adoptions
programs. The CWS/Case Manage-
ment System (CMS), which is fully
operational in all 58 counties, assists in
the effective administration of the CWS
program by enabling social workers to
make better decisions for neglected and
abused children, allowing social workers
to spend more time providing services
to clients rather than doing paperwork,
and improving statewide information
sharing. It also provides the counties
with better program management
information, facilitates compliance with
federal reporting requirements, and
provides statewide statistical

information.

The Budget includes $82.5 million :i
($41.2 million General Fund) for

contract-related costs for system A\
maintenance and operations to con- I—X
tinue these services, and for 1 i

reprocurement of a maintenance and / BN
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operations vendor. Overall, proposed
CWS/CMS maintenance and operations
funding for 2002-03 is $14.5 million
(7.2 million General Fund) less than
the 2001 Budget Act funding level, due
to adjustments for one-time costs
related to workstation replacement,
workstation software, and upgrades to
workstation operating systems.

The Budget also provides one-time
funding of $276,000 ($138,000 General
Fund) to improve the CWS/CMS infra-
structure by replacing application
servers that exceed useful service life.
Additionally, the Budget includes
$736,000 ($368,000 General Fund) to
proceed with planning activities neces-
sary to incorporate the expanded
adoptions subsystem into CWS/CMS to
meet federal guidelines.

Statewide Fingerprint Imaging System—
The Statewide Fingerprint Imaging
System is a database system that
detects and reduces multiple-case fraud
in the CalWORKs and Food Stamp
programs. The Budget includes

$11.3 million General Fund for mainte-
nance and operations activities. This
represents a reduction of $396,000,
due to the completion of project imple-
mentation activities.

Electronic Benefit Transfer—The
Electronic Benefit Transfer (EBT)
system will deliver public assistance
benefits to eligible recipients through
electronic funds transfer, automated
teller machines (ATM), and point-of-sale
terminals in retail outlets. Counties are
statutorily required to use the EBT

system to deliver Food Stamp benefits,
and are also permitted to use the EBT
system to deliver CalWORKs benefits.
When operational, Food Stamp and
CalWORKs recipients will be able to
access their benefits via ATM-like cards,
in lieu of monthly checks or Food
Stamp coupons. The Budget includes
$56.8 million ($19.1 million General
Fund) to continue statewide implemen-
tation. This represents an increase of
$38.2 million ($12.8 million General
Fund) above the 2001 Budget Act.
Federal welfare reform requires states
to implement an EBT system to deliver
Food Stamp benefits by October 1,
2002. California, however, has received
a waiver of this federal requirement
provided that the State adheres to
current implementation schedules.

Case Management, Information, and
Payrolling System—The Case Man-
agement, Information, and Payrolling
System (CMIPS) processes eligibility
determinations of IHSS applicants;
provides case management services for
recipients; calculates IHSS authorized
service hours and issues notices of
action to recipients for any change in
that service level; provides payroll
services for individual providers includ-
ing income tax and other payroll taxes;
audits invoices for third-party contract
providers; and produces reports for
program management. The Budget
proposes $1.5 million ($969,000 General
Fund) for contract reprocurement
activities, including an augmentation of
$175,000 ($63,000 General Fund) for
operating expenses. Additionally, the
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HHSDC will receive expenditure author-
ity of $247,000 for CMIPS reprocure-
ment project staffing.

California Children
and Families Commission

The California Children and Families
Commission (Commission), estab-
lished by Proposition 10 approved by
voters statewide in November 1998, is
responsible for developing a statewide
system of information and services to
strengthen early childhood develop-
ment from the prenatal stage to five
years of age. Proposition 10 funds
result in significant increases in
baseline services because these
continuously appropriated funds must
supplement, not supplant, existing
funds. In addition, the State Commis-
sion and county commissions working
in collaboration may use Proposi-

tion 10 funds to leverage new federal
funds.

The initiative, through its cigarette and
other tobacco product taxes, is cur-
rently projected to generate $643.5 mil-
lion in 2001-02 and $634.5 million in
2002-03. Proposition 10 includes
provisions which replace the loss of
Proposition 99 tobacco tax revenues for
health education, research, and breast
cancer programs due to the decreased
consumption of tobacco products
resulting from increased taxes pursuant
to Proposition 10. The amounts re-
placed in 2001-02 and 2002-03 total
$25.9 million each year. Proposition 10
provides that 20 percent of funds
remaining after the Proposition 99
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Figure HHS-26

California Children and Families Commission
Estimated Proposition 10 Tobacco Tax Allocations

(Dollars in Millions)

2001-02 2002-03
Total revenues $643.5 $634.5
Less:
Board of Equalization tax collection costs 1.7 1.7
Proposition 99 and Breast Cancer funding offset 25.9 25.9
Net revenues $616.0 $606.9
County Allocation (80 percent) 492.8 485.5
State Commission Allocation (20 percent) 123.2 121.4
Mass Media Communications (6 percent) 37.0 36.4
Education (5 percent) 30.8 30.3
Child Care (3 percent) 18.5 18.2
Research and Development (3 percent) 18.5 18.2
Unallocated (2 percent) 12.3 121
Administration (1 percent) 6.2 6.1

replacement and tax collection cost are
allocated to the State Commission for
programs indicated in Figure HHS-26.
The initiative also provides that the
remaining 80 percent is allocated to
county commissions for early childhood
development programs including, but
not limited to, health care, child care,
education, domestic violence preven-
tion, maternal nutrition, and child abuse
prevention.

Child Development Policy
Advisory Committee

The Child Development Policy Advisory
Committee (CDPAC) is responsible for
assisting the CDE in preparing the State
plan for child development programs,

and reviewing the effectiveness of child N
care and development programs and ]
the need for children’s services in 2\
California.
—— ']\‘
1

N
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In developing the 2002-03 Budget, the
Administration reviewed a variety of
programs for potential restructuring or
consolidation to improve the efficiency
and effectiveness of State government.
Consequently, the Administration will
propose legislation to eliminate the
Committee effective January 1, 2003,
for ongoing savings of approximately
$935,000 ($492,000 General Fund).
The Budget proposes $396,000
(227,000 General Fund) to provide
half-year funding for the Committee, a
savings of $539,000 ($265,000 General
Fund).

Figure HHS-27

State-Local Realignment

In 1991-92, State-Local Realignment
restructured the state-county partner-
ship by giving counties increased
responsibilities and funding for a num-
ber of health, mental health, and social
service programs. Realignment also
provided an ongoing revenue source for
counties by establishing a new %2-cent
sales tax and an increase in the motor
vehicle license fee (VLF). The '2-cent
sales tax is a dedicated funding stream
for realignment and is not affected by
the calendar year 2001 statewide
Ya-cent reduction in sales tax. Similarly,

State-Local Realignment
2000-01 Estimated Revenues and Expenditures
(Dollars in Thousands)

Mental Social
Amount Health Health Services Totals
Base Funding
Sales Tax Account $826,693 $376,811 $921,507 $2,125,011
Vehicle License Fee Account 158,233 918,024 25,656 1,101,913
Total Base $984,926 $1,294,835 $947,163 $3,226,924
Growth Funding
Sales Tax Growth Account: $29,155 $44,258 $88,874 $162,287
Caseload Subaccount _ _ (84,984) (84,984)
Indigent Health Equity Subaccount — (3,803) — (3,803)
Community Health Equity Subaccount — (9,311) — (9,311)
Mental Health Equity Subaccount (3,009) — — (3,009)
State Hospital Mental Health Equity Subaccount (5,342) — — (5,342)
County Medical Services Subaccount — (6,535) — (6,535)
General Growth Subaccount (20,804) (24,609) (3,891) (49,304)
Vehicle License Fee Growth Account 50,327 76,398 6,716 $133,441
Total Growth $79,482 $120,656 $95,590 $295,728
Total Realignment ' $1,064,408 $1,415,491 $1,042,753 $3,522,652

1

\ Excludes $14 million in Vehicle License Collection Account moneys not derived from realignment revenue sources.
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the amount of VLF revenue available for
realignment is not affected by the

67.5 percent reduction in vehicle
license fees that resulted from Chap-
ter 5, Statutes of 2001, because
General Fund is provided to backfill
these lost VLF revenues. In 2001-02, a
special fund backfill was also provided
for this purpose. Therefore, local
governments are not adversely affected
by the lower sales tax and vehicle
license fees paid by California citizens.

Figure HHS-28
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Realignment revenues for 2001-02 are
estimated to total $3.5 billion, which
represents a decrease of $35.8 million
compared to the 2000 Budget Act. The
$3.5 billion is comprised of $2.2 billion
in sales tax revenues and $1.3 billion in
VLE The VLF amount includes

$585.2 million General Fund and
$283.1 million special fund to backfill
for lost VLF revenues, as discussed
above. Because sales tax revenues are
not projected to increase, there will be
no growth funding available for distribu-
tion to the equity and general growth
accounts.

State-Local Realignment
2001-02 Estimated Revenues and Expenditures
(Dollars in Thousands)

Mental Social

Amount Health Health Services Totals

Base Funding

Sales Tax Account $820,948 $405,162 $971,479 $2,197,589

Vehicle License Fee Account 208,560 994,422 32,372 1,235,354

Total Base $1,029,508 $1,399,584 $1,003,851 $3,432,943

Growth Funding

Sales Tax Growth Account: — — _

Indigent Health Equity Subaccount — — _
Community Health Equity Subaccount i — o
Mental Health Equity Subaccount — i _
State Hospital Mental Health Equity Subaccount — — o
County Medical Services Subaccount _ — _
General Growth Subaccount — — o

Vehicle License Fee Growth Account 20,073 31,150 2,679 $53,902

Total Growth $20,073 $31,150 $2,679 $53,902 3\

|

Total Realignment’ $1,049,581 $1,430,734 $1,006,530 $3,486,845 )

\

! Excludes $14 million in Vehicle License Collection Account moneys not derived from realignment revenue sources. —\
Includes $585.2 million General Fund deemed to be vehicle license fee revenue per Chapter 322, Statutes of 1998 'l 'I 1
and $283.1 million special funds deemed to be vehicle license fee revenue per Chapter 5, Statutes of 2001. / N

|
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For 2002-03, realignment revenues are lion included in the Tax Relief budget.
estimated to total $3.6 billion, which The $3.6 billion total includes $2.3 bil-
represents an increase of $157 million lion in sales tax revenues and $1.3 bil-

above the 2001 Budget Act. This is the lion in VLE. The VLF amount includes
sum of the $2.7 billion in VLF and sales $905.5 million General Fund to backfill
tax revenues included in the State-Local for lost VLF revenues (see Figures
Realignment budget, and $905.5 mil- HHS-27 through HHS-29).

Figure HHS-29
State-Local Realignment

2002-03 Estimated Revenues and Expenditures
(Dollars in Thousands)

Mental Social
Amount Health Health Services Totals
Base Funding
Sales Tax Account $820,948 $405,162 $971,479 $2,197,589
Vehicle License Fee Account 228,633 1,025,572 35,051 1,289,256
Total Base $1,049,581 $1,430,734 $1,006,530 $3,486,845
Growth Funding
Sales Tax Growth Account: 40,290 56,234 5,377 101,901
Indigent Health Equity Subaccount _ (5,255) _ (5,255)
Community Health Equity Subaccount _ (12,868) _ (12,868)
Mental Health Equity Subaccount (4,158) _ _ (4,158)
State Hospital Mental Health Equity Subaccount (7,382) _ _ (7,382)
County Medical Services Subaccount _ (4,104) _ (4,104)
General Growth Subaccount (28,750) (34,008) (5,377) (68,135)
Vehicle License Fee Growth Account 21,796 30,422 2,909 $55,127
Total Growth $62,086 $86,656 $8,286 $157,028
Total Realignment' $1,111,667 $1,517,390 $1,014,816 $3,643,873

' Excludes $14 million in Vehicle License Collection Account moneys not derived from realignment revenue sources.
Includes $905.5 million General Fund deemed to be vehicle license fee revenue, per Chapter 322, Statutes of 1998.

N
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Corrections and
Law Enforcement

Tle Governor’s Budget includes funding to support the various programs
within the Youth and Adult Correctional Agency, Department of Justice, Office of
Criminal Justice Planning, Commission on Peace Officer Standards and Training,
Office of the Inspector General, and the California Highway Patrol. Funding for
these programs will grow to approximately $8.2 billion in total funds, and reflects a
0.7 percent increase over the revised 2001-02 Budget. The level of funding pro-
posed for each of these agencies is shown in Figure CLE-1. Highlights of the more
notable funding changes included in the Budget for these programs are further
described below.

Youth and Adult Department of Corrections, Board of

Correctional Agency Prison Terms, Department of the Youth
Authority, Youthful Offender Parole

The Secretary for the Youth and Adult Board, and the Board of Corrections.

Correctional Agency is responsible for The Secretary also provides oversight

providing day-to-day policy direction for the Narcotic Addict Evaluation

and broad administrative guidance to Authority and the Commission on

the departments that deliver youth and Correctional Peace Officer Standards

adult detention services, including the and Training. Total funding for these

Figure CLE-1

Public Safety Proposed Expenditures for 2002-03

All Funds
(Dollars in Millions)

Department of Corrections
$4,802.6 = 58.9%

$35.4 = 0.4%

Other*
$47.3 = 0.6%

California Highway Patrol
$1,191.3 = 14.6%

Peace Officer Standards and
Training
$65.1 = 0.8%

Board of Corrections
$167.7 = 21%

Youth Authority
$416.2 = 51%

$116.3 = 1.4%
Department of Justice

Debt Service on G.O. Bonds $619.9 = 7.6%

YACA
$308(2 2 )38% Office of Criminal Justice Juvenile Justice

Planning $116.3 = 1.4%
$265.9 = 3.3%

* Includes the Youth and Adult Correctional Agency, Office of the Inspector General, Youthful Offender Parole Board, Board of Prison Terms,
and the Commission on Correctional Peace Officer Standards and Training.

2\
1
N
)

)
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Inmates/Parolees
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Figure CLE-2
Department of Corrections
Institution and Parole Population Growth
180,000

M Institution Population . 24 0.0 03

160,000 O Parole Population
140,000
120,000
100,000
80,000
60,000

40,000

20,000

94 95 96 97 98 99 00 01 02 03
Population as of June 30
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Figure CLE-3
Incarceration Rates of the Ten Most Populous States
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programs will be approximately $5.4 bil-
lion in 2002-03. This amount reflects a
0.4 percent increase over the revised
2001-02 Budget.

Department of Corrections

The Department of Corrections (CDC)
is responsible for the incarceration of
convicted felons and the supervision of
these felons after their release on
parole. The CDC is responsible for
providing safe and secure detention
facilities and providing necessary
support services to inmates, including
food, clothing, academic and vocational
training, and health care.

The CDC’s inmate population is pro-
jected to decrease from 156,409 on
June 30, 2002, to 155,721 by

June 30, 2003, a decrease of 688 in-
mates, or 0.4 percent. The parole
population is projected to decrease
from 120,523 on June 30, 2002, to
116,811 by June 30, 2003, a decrease
of 3,712 parolees, or 3.1 percent (see
Figure CLE-2). The Governor’s Budget
proposes $4.8 billion and 44,926 per-
sonnel years for state operations and
local assistance programs to accommo-
date these populations. This results in a
savings of $28.3 million and 80.6 per-
sonnel years from the revised

2001-02 Budget. In 2002-03, incar-
ceration and parole services will be
provided through 33 institutions,

11 reception centers, 38 camps, and

11 community correctional facilities.

California has an incarceration rate of
474 inmates per 100,000 population,
compared to a nationwide rate of
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432 inmates per 100,000, ranking it
thirteenth among the 50 states, and
fourth among the ten most populous
states (see Figure CLE-3). Adequate
funding for state prison operations
ensures the safety of the public and the
officers and staff who supervise and
work with confined criminals.

Preventing Parolee Crime Program
Funding Shift—The Budget includes a
funding shift related to the Preventing
Parolee Crime Program. General Fund
savings will be realized by using

$10.6 million in federal Workforce
Investment Act funds for the portion of
the Preventing Parolee Crime Program
that relates to employment training,
including the Jobs Plus Program, the
Offender Employment continuum, a
contract with the Employment Develop-
ment Department, and the Computer-
ized Literacy Learning Centers.

Female Offender Treatment and
Employment Program (FOTEP)
Funding Shift—The Budget contains a
funding shift related to FOTEP. General
Fund savings will be realized by using
$2 million in federal Workforce Invest-
ment Act funds for the portion of
FOTERP that relates to employment
training.

Replacement and Repair of
Electromechanical Door Operating
Systems—The Budget proposes to
reappropriate $11.7 million related to
the Electromechanical Doors project to
fund those portions of the project that
will take place in 2002-03, due to
changes in the implementation
schedule.
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Additional Security at Patton State
Hospital—The Budget proposes
$427,000 and seven personnel years to
increase perimeter security at Patton
State Hospital. This increase in security
is for two years, until completion of a
new secure perimeter fence.

Medical Evaluations Related to
Respiratory Protection Program—The
Budget includes $620,000 for medical
evaluations of those employees who
may be required to wear respirators in
the course of employment.

Workers’ Compensation Continuing
Funding and Fee Increases—The
Budget continues $21.3 million in one-
time funding from the 2001-02 Budget
for increased workers’ compensation
expenditures, and includes $1.1 million
in new funding for increased service
fees.

Legal Affairs Division Restructuring—
The Budget contains $1.8 million in
redirected funding to establish the Major
Litigation Unit and the Liability Re-
sponse Unit within the Legal Affairs
Division. These units are designed to
assist the Department in addressing
major lawsuits as well as identifying
potential solutions to problems before
they become lawsuits.

Reduction in Legal Settlement
Authority—The Budget includes a
reduction in the Department’s legal
settlement authority of $3.2 million,
which the CDC indicates will not be
needed in 2002-03.
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Elimination of Five Expiring
Community Correctional Facility
(CCF) Contracts—The Budget in-
cludes a reduction of $5.1 million and
an increase of 200 personnel years
related to the elimination of five expiring
private CCF contracts. Due to the
decline of inmate population and the
effects of Proposition 36, these facilities
are no longer required. Under the
terms of Proposition 36, it is anticipated
that parolees who would have returned
to incarceration on specified substance
abuse parole violations will receive
treatment within the community.

Cancellation of Additional 425
Community Correctional Re-entry
Center (CCRC) Beds—Due to the
declining inmate population and the
effects of Proposition 36, the Budget
proposes cancellation of 425 additional
CCRC beds for a savings of $3.4 million
and a net increase of 43 personnel
years. It is anticipated that under the
terms of Proposition 36, there will be
fewer lower classification level inmates
(i.e., inmates with short terms of incar-
ceration and those with little history of
institutional violence or escapes) enter-
ing the prison system, due to the
elimination of prosecutions by district
attorneys for substance abuse posses-
sion. This, in turn, will reduce the
number of lower level inmates for
programs such as the CCRCs.

Incarceration of
Undocumented Persons

The CDC expects to expend approxi-
mately $572 million in 2001-02 for
incarceration and parole supervision of
undocumented persons. Undocu-
mented persons are estimated to
comprise 12.4 percent of inmates in
State prison and 16.8 percent of parol-
ees in the State in 2001-02. The CDC’s
costs in 2002-03 are estimated to
decrease to $567.2 million, a decrease
of 0.8 percent. In addition, the Depart-
ment of the Youth Authority expects to
expend approximately $18.2 million in
both 2001-02 and 2002-03, resulting in
a total State cost of $590.2 million in
2001-02 and $585.4 million in
2002-03, an overall decrease of 0.8 per-
cent between the two years.

In the past two years, the annual share
of federal State Criminal Alien Assis-
tance Program (SCAAP) funding that
the State receives has declined signifi-
cantly, primarily due to the fact that

25 percent more local law enforcement
entities have applied for and received
funding for the misdemeanants held in
their facilities. For 2002-03, it is esti-
mated that California will receive ap-
proximately $208.3 million in SCAAP
funding. This amount includes an
additional $50 million beyond the
amount estimated to be received under
the current appropriations at the federal
level. California will work with other
states facing similar unreimbursed costs
for undocumented individuals to secure
an increase in the amount available at
the federal level to provide a greater
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level of compensation for these costs.
Even with this increase, California will
still be receiving reimbursements for
significantly less than 50 percent of
the cost of incarceration, parole
supervision, and related debt service
associated with the undocumented
population, leaving $377.1 million in
costs incurred by the Youth and Adult
Correctional Agency departments
uncompensated.

Department of the
Youth Authority

The Department of the Youth Authority
protects the public from criminal activity
of youthful offenders by housing wards
committed to the Department by
juvenile courts. In order to help these
youthful offenders become productive
California citizens, the Youth Authority
provides education, training, and
treatment services to the wards.

The Department projects an institution
population of 6,360 youthful offenders
by June 30, 2002, which is a decrease
of 380 from the level anticipated in the
2001 Budget Act. The 2002-03 year-
end institution population is expected to
decrease by 260 wards, resulting in a
June 30, 2003, population of 6,100.

The Youth Authority operates 11 institu-
tions, including 2 reception center/
clinics, 6 conservation camps (2 of
which are institution-based camps), and
1 institution-to-parole transition pro-
gram. The total Youth Authority design
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capacity is 6,692 beds, which includes
the institutions, camps, and contract
beds.

The Youth Authority supervises parolees
through 16 offices located throughout
the State. The parole population is
projected to be 4,230 by June 30,
2002, and decrease by 75 cases, to
4,155 by June 30, 2003.

The Budget includes a reduction of
$3.1 million for the Youth Authority,
primarily for operating equipment and
expenses, which is spread across the
Department’s institution, parole, educa-
tion, and administration programs.
This reduction will not affect the
Department’s ability to provide training
and treatment services for youthful
offenders committed to its custody.

Program Compliance Unit—The
Budget includes $725,000 and five
personnel years to enhance manage-
ment oversight and to monitor staff
compliance of policies and procedures
within the Youth Authority.

Board of Corrections

The Board of Corrections (BOCQ) is
responsible for establishing standards
for the construction and operation of
local jails and juvenile detention facili-
ties, compliance inspections, and
employment and training for local
corrections and probation personnel. In
addition, the BOC administers various
correctional facility construction and
juvenile justice local assistance grant
programs.
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The Budget includes a reduction of
$176,000 and two personnel years for
BOC. However, this reduction will not
affect the ability of the Board to carry
out its core responsibilities which
include establishing standards for
correctional officer training and correc-
tional facility operations and implement-
ing various local assistance programs.

Crime Prevention Act Administration—
The Budget includes $275,000 for the
BOC to administer an additional $116.3
million proposed for local juvenile crime
prevention programs for at-risk youth
and juvenile offenders, pursuant to the
Crime Prevention Act of 2000. The
Board is responsible for approving local
juvenile justice action plans required by
this Act.

Community Law Enforcement And
Recovery (CLEAR) Program—The
Budget includes $3 million for the
CLEAR program. This program pro-
vides funding to various agencies in
Los Angeles for a multi-agency gang
intervention program. The agencies
work together to provide a flexible and
coordinated response to crime perpe-
trated by criminal street gangs.

Department of Justice

The Attorney General serves as the
State’s primary legal representative and
chief law enforcement officer, and is
responsible for ensuring that California’s
laws are uniformly enforced.

The Budget includes a reduction of
$17.6 million General Fund for the
Department of Justice, which is spread
across various divisions and programs.
However, this reduction is not expected
to affect the ability of the Department to
fulfill its law enforcement mission.

Despite the reduction, the Department’s
proposed budget reflects an increase of
$160.7 million over expenditures for
fiscal year 1998-99, including a

$67.2 million increase in General Fund
resources.

For 2002-03, the Governor’s Budget
proposes $619.9 million and 5,636 per-
sonnel years, including $160.3 million
for Law Enforcement programs,
$256.1 million for Legal Service pro-
grams, $147 million for the Criminal
Justice Information System program,
$14.6 million for the Gambling Control
Division, and $10.9 million for the
Firearms Division. The Budget pro-
poses the following major augmenta-
tions for 2002-03:

Armed Prohibited Persons Data-
base—$1 million General Fund to
implement Chapter 944, Statutes of
2001, which creates a database con-
taining information on persons identi-
fied as prohibited from possessing a
firearm.

Hate Crime Analysis Tracking and
Evaluation (HATE) Database—
$596,000 General Fund and four
personnel years to expand the HATE
crime database to provide timely crimi-
nal intelligence information via a state-
level automated crime database.
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Anti-Reproductive Rights Crime
Reporting—$433,000 General Fund
and three personnel years to collect and
analyze information related to anti-
reproductive rights crimes, as well as
develop plans to apprehend and pros-
ecute offenders of such crimes pursu-
ant to Chapter 944, Statutes of 2001.

Recreational Entities Fingerprint
Submissions—$441,000 General Fund
and four personnel years to implement
Chapter 777, Statutes of 2001, which
requires cities, counties, and special
districts to obtain state-level criminal
offender record information prior to the
employment of persons who will super-
vise or discipline minors. By imple-
menting this legislation, the Administra-
tion seeks to ensure that persons
convicted of certain crimes, such as
sexual offenses, child abuse, or domes-
tic violence are not allowed to supervise
or discipline minors, thus helping to
ensure the safety of our children.

Predatory Lending Fraud—
$606,000 in reimbursement authority
and five personnel years to prevent
predatory lending fraud and ensure
California consumers are protected
against consumer fraud and deceptive
and unfair business practices.

Office of Criminal
Justice Planning

The mission of the Office of Criminal
Justice Planning (OCJP) is to reduce
crime and delinquency and lessen its
adverse effects upon the victims of
crime in California. The OCJP provides
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financial and technical assistance to
State and local criminal justice and
victim service agencies and community-
based organizations. The Budget
proposes $265.9 million and 155 per-
sonnel years to continue efforts to
enhance victim services programs,
improve the criminal justice system, and
reduce crime in California.

Since 1998-99, total General Fund
resources allocated for OCJP’s pro-
grams have increased by $27.9 million,
or 63 percent. This cumulative increase
does not take into account the signifi-
cant one-time expenditures provided in
the form of local assistance grants for
the construction and renovation of
forensics laboratories, DNA profiling
activities, and drug interdiction efforts.

Los Angeles Regional Crime
Laboratory—The November 2001
Proposed Reduction in 2001-02 Spend-
ing proposed to shift $82 million from a
$96 million grant authorized in the 2000
Budget Act from General Fund to lease-
revenue bonds for the construction of a
regional crime laboratory in the

Los Angeles area. Since construction
of the laboratory is not expected to
begin until 2003-04, the Administration
will propose legislation authorizing the
sale of lease revenue bonds and com-
mitting the State resources necessary to
ensure the completion of this important
facility.

War on Methamphetamine—The
Budget continues $15 million General
Fund for disbursement to High Intensity
Drug Trafficking Areas (HIDTAs) to
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combat methamphetamine manufac-
turing and distribution, with a focus on
the Central Valley. HIDTAs are multi-
jurisdictional law enforcement groups
operating with the goal of eliminating
the production and distribution of illegal
drugs in California. This local assis-
tance augmentation will continue to
provide resources for the purchase of
specialized equipment and the support
of investigators, agents, and prosecu-
tors specializing in methamphetamine
offenses.

High Technology Theft Apprehension
and Prosecution Program and Iden-
tity Theft Funding—The Budget
continues $913,000 State operations
and $13.5 million local assistance
($14.2 million General Fund) to com-
bat high technology crimes as well as
identity theft. This funding will continue
the ability of the task forces to employ
local law enforcement officers and
agents, provide high technology investi-
gative and forensic training, purchase
forensic equipment, and coordinate
public awareness efforts with the high
technology industry.

California Highway Patrol

The California Highway Patrol (CHP)
patrols over 105,000 miles of state
highways and county roads, ensures the
safe operation of commercial trucks
through inspection at weigh stations,
and protects State facilities and the
people who work and do business in
them. For 2002-03, the Budget pro-
poses $1.2 billion and 10,435 personnel
years for support of the CHP. Of

these personnel, 7,230 are uniformed
officers. Since 1998-99, the number of
CHP uniformed personnel has in-
creased by 7.2 percent, or 484 officers,
reflecting the Administration’s strong
commitment to public safety.

The Budget includes $39.5 million in
2001-02 and $89.6 million in 2002-03
from federal funds for terrorism-related
safety and security, including:

% $34.9 million in overtime for
2001-02 and $32.5 million in
2002-03, for twelve-hour shifts
during periods when placed on high
alert for response to possible
terrorist activities.

% $4.6 million in 2001-02 and
$26.4 million and 24 officers in
2002-03 for increased air patrol of
state infrastructure and event
surveillance, including five
additional aircraft in 2002-03.

% $14.4 million and 150 officers and
staff at key truck inspection stations
for 24-hour, seven-day-a-week
operation, in order to increase
surveillance for trucks carrying
explosives and other potential
weapons.

% $3.8 million for 47 officers to
protect State facilities, including the
State Capitol, health labs, and the
TransBay Terminal, and another
$4.9 million for 44 officers to
protect bridges, nuclear power
plants, and other landmarks and
public facilities.
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% $1.9 million for 24 officers to staff
emergency information and
command operations and
participate in multi-agency task
forces.

% $3.3 million and 27 supervisors and
other staff to support the additional
patrol officers proposed for the CHP.

% $2.5 million (one-time) for
specialized protective equipment.

In addition to these terrorism-related
augmentations, the Budget proposes:

% $11.9 million for additional workers’
compensation costs.

% $87.5 million to fund retirement
costs previously funded through
Public Employee Retirement System
(PERS) investment earnings, and
$18.1 million for retirement cost
increases.

% $2.4 million to improve the CHP’s
telecommunications infrastructure.

Cost Pressures on the Motor
Vehicle Account (MVA)

The MVA is the major funding source
for the California Highway Patrol and
the Department of Motor Vehicles. (For
a discussion of revenue sources for the
Account, see the Revenue Estimates
section.) In recent years, the State’s
retirement system was able to fund the
cost of the California Highway Patrol’s
retirement plan entirely from its invest-
ment earnings. With the stock market
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decline, $107 million in annual retire-
ment plan costs have been shifted to
the MVA, reducing resources from the
account to support other costs. In
addition, other employee costs are
scheduled to increase over the next few
years.

To help balance the account, the CHP,
Department of Motor Vehicles, and Air
Resources Board have reduced their
MVA programs in 2002-03 for a total
savings of $32.1 million. The CHP’s
share of this total is $8.5 million, as
follows:
% $3 million (one-time) for equipment
reductions.

% $2 million (ongoing) for operating
expenses.

% $1.5 million (one-time) for deferral
of special repairs projects.

% $1.5 million for gasoline purchases,
because pump prices have fallen.

% $0.5 million for vehicle purchases,
in recognition of reduced purchase
costs.

In addition, the Budget proposes
revising several penalties and fees that
contribute revenue to the MVA, raising
additional revenue of $67 million in
2002-03 and $96 million in 2003-04.
These changes are discussed under the
Department of Motor Vehicles in the
Business, Transportation, and Housing
section.
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California Environmental
Protection Agency

Secretary for Environmental Protection (Office of the Secretary)

\Norking with the boards, departments, and office comprising the
California Environmental Protection Agency (CalEPA), the Secretary for Environmen-
tal Protection coordinates and supervises the State’s environmental protection
programs—uwith particular focus on improving cross-media collaboration, enhanc-
ing risk assessment, enforcing laws consistently and fairly, and measuring and
reporting results.

The Secretary for Environmental Protec- « Children’s Environmental Health
tion oversees: the Air Resources Board,

Integrated Waste Management Board, + California-Mexico Border
Department of Pesticide Regulation, State Environment

Water Resources Control Board (which

includes the nine Regional Water Quality « Environmental Justice

Control Boards), Department of Toxic
Substances Control, and Office of Envi- % Environmental Protection Indicators
ronmental Health Hazard Assessment. for California

Continuing the Administration’s strong % Comprehensive Enforcement
commitment to California’s environ-
ment, the Governor’s Budget includes
$1.2 billion ($203 million General Fund)
and 4,966.8 personnel years in support

L)

» Urban Cleanup (Brownfields)

L X4

R
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Emergency Preparedness and

. Response
of environmental programs.
The Administration has
made significant progress Figure EPA-1
advancing California’s Environmental Protection
internationally recognized Proposed Zzﬁzl:-gi E:Pe"d“ufes
environmental standards. (Dollars In Millions) Water Resources
Among these efforts and Other” S0 526, 0%
ongoing regulatory pro- $19'8=1'7%\ /
grams, the Secretary for

Toxic Substances

Environmental Protection Control
$156.3=13.3%

coordinates the following
activities:
Integrated Waste
Management Board
$117.2=10.0%
Office of / \
Environmental Health Pesticide Regulation
Hazard Assessment Air Resources Board Secretary for $59.7=5.1%
$16.8=1.4% $133.6=11.4% Environmental

Protection
$7.5=0.6%

*General Obligation Bond Debt Service
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Through various CalEPA departments,
boards, and office, the Administration
has provided over $9 million for
children’s environmental health pro-
grams and $7.5 million for California-
Mexico Border Environment.

California’s pioneering environmental
laws and programs have successfully
reduced pollution from factory smoke-
stacks, vehicles, garbage, and sewage.
New strategies—and the participation of
all Californians—will be required to
further address sources of pollution that
impair the health of our people and
ecosystems. Accordingly, CalEPA, the
Resources Agency, and numerous
stakeholders have developed the foun-
dation for a system of environmental
indicators—meaningful, objective, and
direct measures of the condition or
trends in the environment.

For 2002-03, the Administration pro-
poses expenditures in the Office of the
Secretary of $7.5 million ($2.9 million
General Fund) and 45.1 personnel
years.

In light of the current condition of the
General Fund, however, the Budget also
reflects a reduction of $352,000 Gen-
eral Fund for the Scientific Peer Review
Program.

Air Resources Board

The Air Resources Board (Board) helps
protect the public health of Californians
by ensuring that federal and State
health-based air quality standards are
achieved and exposure to air pollutants

is reduced through controls on mobile
and stationary sources of pollution. The
Board adopts and enforces emission
standards for motor vehicles, fuels,
consumer products, and toxic air
contaminants. The Board’s research,
monitoring, and emission inventory
programs provide a scientific and
technical foundation to support regula-
tory activities.

The Board oversees 35 local air pollu-
tion control districts, which are primarily
responsible for controlling and permit-
ting sources of industrial pollution.
Each district adopts and enforces its
own rules in compliance with applicable
federal and State requirements. The
Board reviews district rules for effective-
ness, approves district clean air plans
required under the federal and Califor-
nia Clean Air Acts, and audits district
compliance programs. Controlling
particulate matter and toxic com-
pounds, investigating health impacts,
and developing zero-emission technol-
ogy are among the challenges for air
quality in the State. The Budget pro-
poses $133.6 million ($31 million
General Fund) and 1,033 personnel
years for support of these ongoing
programs.

During this Administration, over

$98 million has been expended for
programs to reduce diesel emissions,
$50 million for the replacement and
retrofit of diesel school buses, and
$41 million for zero-emission and low-
emission vehicles.
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In light of the current condition of the
General Fund, however, the budget
reflects the following adjustments:

% A reduction of $4.4 million General
Fund for stationary source pro-
grams.

< A reduction of $10.6 million Motor
Vehicle Account for mobile source
programs.

Integrated Waste
Management Board

The mission of the Integrated Waste
Management Board (Board) is to
reduce waste, promote management of
materials to their highest and best use,
and protect public health and safety and
the environment, in partnership with all
Californians. The Board oversees
management of solid waste through
programs that permit and regulate solid
waste facilities, assist local govern-
ments, and educate Californians about
reducing wastes disposed at landfills.
The Board does this by promoting the
conservation tenets of “reduce, reuse,
recycle, and buy recycled,” and by
assisting in the development of markets
for recycled materials. Over a four-year
period, including the proposed 2002-03
Budget, the Administration has pro-
vided a cumulative total of $79 million
to reduce and prevent stockpiles of
waste tires, $10.9 million for waste

CALIFORNIA ENVIRONMENTAL

PROTECTION AGENCY

The Budget proposes $117.2 million

($116,000 General Fund) and

478.3 personnel years for support of

these ongoing programs, including

additional funding of:

< $1.5 million (special fund) to estab-
lish grants and outreach programs
to encourage the use of waste for
energy generation.

% $1.2 million (special fund) to en-
force standards for rigid plastic
container recycling and develop
programs to encourage the recy-
cling of these containers.

Department of
Pesticide Regulation

The Department of Pesticide Regulation
protects public health and the environ-
ment through the nation’s most rigor-
ous and comprehensive program to
evaluate pesticides and control their use
by regulating pesticide sales and use
and fostering reduced-risk pest man-
agement. Specific oversight responsi-
bilities also include scientific evaluation
of pesticides before they are licensed for
sale; local enforcement to ensure that
pesticides are used safely; residue
testing of fresh produce; environmental
monitoring to detect, reduce, and
prevent contamination; and programs
to encourage the development and use
of pest control practices that are envi-

9

diversion programs, and over $2 million ronmentally sound. The Budget in- :?
to increase the recycling and reuse of cludes $59.7 million ($17 million \
materials used in businesses. General Fund) and 425.6 personnel \
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Over the course of this Administration,
including the proposed 2002-03 Bud-
get, expenditures to mitigate and
reduce future pesticide contamination
in surface water, including the develop-
ment of Total Maximum Daily Loads,
have increased a total of $11.4 million.

The Budget also proposes a reduction
of $3.5 million General Fund, which will
be achieved through program efficien-
cies. Program funding priorities are:
preservation of strong field enforcement
and compliance assistance, protection
of workers and the public, and food
safety.

State Water Resources
Control Board

The State Water Resources Control
Board (SWRCB) and the nine Regional
Water Quality Control Boards are
responsible for the preservation, en-
hancement, and restoration of the
quality of California’s water resources.
SWRCB activities include regulatory
oversight of the State’s surface, ground,
and coastal waters; allocation of unap-
propriated water; control of unautho-
rized water diversions; and protection of
water quality in watersheds and coastal
waters from point and nonpoint sources
of pollution. The Budget includes
$663.6 million ($87.3 million General
Fund) and 1,730.4 personnel years for
support of these ongoing programs.

The Budget includes $4.3 million
General Fund to continue funding for
Phase Il of the System for Water Infor-
mation Management (SWIM II) project,

which is designed to provide water
resources protection, enhancement,
and restoration by building an enter-
prise information management system
to automate core business processes at
the SWRCB and the Regional Water
Quality Control Boards.

The Budget proposes $70.8 million
for grants under the Safe Drinking
Water, Clean Water, Watershed Protec-
tion and Flood Protection Act of
2000. This amount includes the
Water Recycling Program ($2.5 mil-
lion), the Watershed Protection Pro-
gram ($21 million), the Nonpoint
Source Pollution Control Program
($27 million), the Coastal Nonpoint
Source Control Program ($13.2 mil-
lion), the Southern California Inte-
grated Watershed Program ($7.1 mil-
lion), and the Lake Elsinore and

San Jacinto Watershed Program
($50,000).

The Budget also proposes an increase
of $22.4 million Underground Storage
Tank Cleanup Fund (USTCF) to reim-
burse eligible claimants for costs
incurred for cleanup activities related to
leaking underground storage tanks.

In light of the current condition of the
General Fund, however, the Budget
reflects a reduction of $2.7 million
General Fund for various water quality
and water rights programs and a

$15 million funding shift for the Core
Regulatory Program from the General
Fund to the Waste Discharge Permit
Fund.
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The Budget contains an increase in
waste discharge permit fees levied
against entities discharging wastes onto
land or water. These fees are used to
permit and monitor discharges and take
enforcement action where dischargers
are out of compliance with their per-
mits, thereby protecting water quality
throughout the State. The Budget
proposes increasing the statutory cap
on Core Regulatory Program fees
(National Pollution Discharge Elimina-
tion System [NPDES], NPDES
Stormwater, Chapter 15 Land Disposal,
Waste Discharge Requirements, and
Section 401 Certification). This in-
crease will shift more of the financial
support of the program from the Gen-
eral Fund to fee payers, consistent with
the “polluter pays” principle. Support of
the program from fees will increase
from 34 percent to approximately

50 percent.

This Administration also has provided:

% $38 million over four years (includ-
ing proposed 2002-03 expendi-
tures) for Total Maximum Daily Load
(TMDL) development, which is
crucial to determining the extent of
pollution in water bodies and
identifying measures to ensure that
standards are not exceeded.

% $2 million in 1999-00 for Methyl
Tertiary Butyl Ether (MTBE) source
identification and cleanup. MTBE is
a gasoline additive that rapidly
pollutes groundwater when under-
ground storage tanks leak.
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% $32 million over four years (including
proposed 2002-03 expenditures) for
efforts related to storm water runoff.
Controlling pollution from contami-
nants in storm water is critical to
reaching clean water goals.

< $34 million in 2001-02 for the Clean
Beaches Initiative to reduce the
number of beach closure days.

% $900,000 over two years (2001-02
and proposed expenditures for
2002-03) for the investigation and
cleanup of hexavalent chromium
contamination in drinking water
supplies.

Department of Toxic
Substances Control

The Department of Toxic Substances
Control is responsible for the prevention
and remediation of environmental
damage caused by hazardous wastes.
The Department regulates hazardous
waste transportation, treatment, stor-
age, and disposal in California; oversees
cleanup of contaminated sites; and
develops and promotes pollution
prevention. Specific programs include
site mitigation, hazardous waste
management, pollution prevention,
waste minimization, and technology
development.

The Budget proposes $156.3 million
($31.5 million General Fund) and
1,095.4 personnel years for support of
these ongoing programs. The Budget
includes:
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% $9.3 million (special fund) to cover
increased rental costs, the purchase
of equipment, and various other
expenses.

% $1.5 million (special fund) for
replacement of outdated laboratory
equipment.

% $910,000 (special fund) to conduct
waste stream studies.

% $460,000 (special fund) to provide
compliance and technical assis-
tance to jewelry manufacturers in
downtown Los Angeles.

Additionally, this Administration, over a

four-year period (including proposed

2002-03 expenditures), has provided:

% $10 million in reimbursement
authority for oversight and
remediation actions at potential
school sites that are contaminated
with hazardous waste.

% $8 million for the Cleanup Loans
and Environmental Assistance to
Neighborhoods program, which is
designed to encourage cleanup and
development of urban brownfield
properties.

% $114.5 million in 2001-02 for a
settlement with the federal govern-
ment related to the Stringfellow and
Casmalia hazardous waste sites.

Office of Environmental
Health Hazard Assessment

The Office of Environmental Health
Hazard Assessment (Office) protects
public health and the environment
through objective, scientific evaluations
of risks posed by hazardous substances.
The Office conducts risk assessments
for various CalEPA programs and
organizations as well as other State and
local agencies, and develops scientific
tools and information that serve as the
basis for risk management decisions.
Health risk assessments focus on
exposure to chemicals in air, water,
food, consumer products, hazardous
and municipal waste facilities, fish and
shellfish, and sediments in bay and
estuarine waters. The Office also
manages the Environmental Indicators
for California program on behalf of
CalEPA and the Resources Agency.
During the last three budgets, and as
proposed in the 2002-03 Budget, the
Administration has provided a total of
$4.7 million to establish Public Health
Goals for the safe level of chemicals in
drinking water. The Budget includes
$16.8 million ($13.6 million General
Fund) and 159 personnel years for
these ongoing programs.

In light of the current condition of the
General Fund, however, the Budget
reflects a reduction of $1.5 million
General Fund for risk assessments,
research contracts, and scientific
studies.
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—l-};e Resources Agency, through its various departments, boards, commis-
sions, and conservancies, is responsible for administering programs that conserve,
preserve, restore, and enhance the rich and diverse natural and cultural resources
of California. The Governor’'s Budget proposes $4.0 billion and 16,225.1 personnel
years for state operations, local assistance activities, and capital outlay.

Secretary For Resources

The Secretary for Resources (Secretary)
is responsible for administering pro-
grams and policies governing the
protection of California’s natural and
cultural resources. The Secretary also
administers the Sea Grant Program, the
Open Space Subvention Program, the
Environmental Enhancement and
Mitigation Demonstrations Program,
and the Coastal Resources and Energy
Assistance program. Other significant
programs include:

California Legacy Project—Also
known as the California Continuing
Resource Investment Strategy Project,

Figure Res-1
Natural Resources

Proposed 2002-03 Expenditures state operations and local assistance

All Funds
(Dollars in Millions)

Conservaton Corps

$83.8=2.7% Other

$318.4=10.2%

Conservation
$529.5=16.9%

Fish and Game
$253.1=8.1%

Energy Commission
$243.6=7.8%

Water Resources

$774.7=24.8% State Coastal

Conservancy
$32.1=1.0%

Tahoe Conservancy

Forestry and Fire
Protection
$498.2=15.9%

this multi-year project will continue its
work to develop the first-ever statewide
conservation investment strategy, which
will help State agencies and the State’s
conservation partners make better
decisions about how to conserve our
natural resources. The Budget includes
$2 million for the third year of the
project.

River Parkway Initiative—In the
ongoing effort to develop and protect
river parkways in the State, the Budget
includes $10 million from the proposed
California Clean Water, Clean Air, Safe
Neighborhood Parks and Coastal
Protection Bond Act to be placed
before the voters in March 2002 as
Proposition 40.

California Tahoe
Conservancy

In an effort to preserve and
restore Lake Tahoe, Califor-

Wildlife
e nia entered into the Federal
Interagency Partnership on
Parks and the Lake Tahoe Ecosystem
sat64=101%  in 1998. This partnership

commits the State, the
federal government, the
State of Nevada, and
various other local and
governmental entities to a

$24.8=0.8%

)
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10-year Lake Tahoe Environmental
Improvement Program (EIP). Of its
$275.1 million share, California has
allocated $158.0 million (57.4 percent)
for acquisition and site improvement
projects. In addition, the State has also
funded $8.4 million for research,
monitoring, and related activities that
support the EIP but are not a direct part
of the commitment. The Budget
continues California’s commitment to
the partnership by providing an addi-
tional $25.6 million to continue acquisi-
tion, construction, and restoration
projects that will further protect air and
water quality, preserve and restore
wetlands, enhance public access and
recreation, preserve fisheries and wildlife
habitat, and protect scenic resources
with funding provided as follows:

% $20.7 million for the Tahoe
Conservancy

# $0.2 million for the State Water
Resources Control Board

% $1.0 million for the Department of
Parks and Recreation

< $0.4 million for the Air Resources
Board

% $3.3 million for the Tahoe Regional
Planning Agency

Department Of
Forestry And Fire Protection

The Department of Forestry and Fire
Protection (CDF) provides fire protec-
tion and suppression for non-federal

\ wildlands, responds to emergencies,

and protects and enhances forests,

range lands, and watersheds. The

Budget includes $498.2 million and

5,220.3 personnel years to support

CDFE Significant changes include the

following:

+ Elimination of the Emergency Fund
($55 million General Fund).
Instead, the Budget includes
language that will allow the
Department of Finance to address
the actual costs of firefighting
through an administrative process.

% $20 million General Fund replaced
with reimbursement authority for
firefighting infrastructure costs in
State Responsibility Areas (SRAs).
Population encroachment in SRAs
necessitates an examination of the
appropriate cost-sharing mecha-
nism with local jurisdictions for
response services to incidents such
as traffic accidents, house fires,
medical emergencies, and other
incidents unrelated to wildland fires.

% $1.4 million General Fund and
11.6 personnel year reduction for
various resource management and
administrative activities.

The Budget also proposes $52.8 million
for 21 previously-approved capital
outlay projects and one new project.

For additional details, see the Capital
Outlay Section.
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California Conservation Corps

The mission of the California Conserva-
tion Corps (CCC) is to engage young
men and women in meaningful work,
public service, and educational activities
that will assist them in becoming more
responsible citizens, while protecting
and enhancing California’s environment
and communities. The CCC operates
district and satellite facilities, in both
residential and nonresidential settings,
from the Oregon to the Mexico borders.
Since the CCC'’s creation in 1976, more
than 85,000 young men and women
between the ages of 18 and 23 have
participated in the program. The
Budget includes $83.8 million and
546.4 personnel years in support of the
CCC. Significant changes include the
following:

.0

% $5.3 million General Fund reduc-
tion for elimination of the Weather-
ization and Energy Efficient Reha-
bilitation program and four energy
pilot projects. This reduction will
have little effect on the number of
Corps members, and the Corps will
continue to pursue other funding
opportunities.

# $0.8 million General Fund reduction
due to the closure of the Mare
Island residential facility.

The Budget also proposes $12.9 million
for one continuing capital outlay project
and for the minor capital outlay pro-
gram. For additional details, see the
Capital Outlay Section.
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Tidelands Oil

The State Lands Commission collects
revenues from the sale of tidelands oil.
Under current law, which will sunset on
January 1, 2003, these revenues are
allocated to a variety of special funds to
support particular programs. The
Budget proposes to streamline this
process by depositing these revenues
into the General Fund and funding
these programs directly from the
General Fund or other appropriate
funding sources.

Specifically, the Budget proposes to

fund current programs as follows:

< Department of Fish and Game—
Replace $2.2 million for the Marine
Management program with General
Fund, and replace $8 million for
salmon habitat projects with
Proposition 40 funds.

« Wildlife Conservation Board—
Replace the $19.7 million transfer to
the Habitat Conservation Fund with
General Fund.

« Department of Parks and
Recreation— Replace $10 million
for state park deferred maintenance
with Proposition 40 funds.

Department Of Fish And Game

Over the last three years, the Adminis-
tration has more than doubled the
General Fund support, and increased
other funds by 30 percent, for the
Department of Fish and Game to
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significantly improve its ability to
manage California’s diverse fish,
wildlife, and plant resources, and
habitats for their ecological values
and enjoyment by the public. The
Budget proposes $253.1 million and
2,443.7 personnel years for state
operations and local assistance.

In light of the current condition of the
General Fund, however, the Budget
reflects the following significant
adjustments:

< $2.1 million General Fund reduction
for enhanced CEQA reviews.

% $1.2 million General Fund reduction
for expanded CALFED activities.

% $1 million General Fund reduction
for local conservation planning
grants.

% $975,000 General Fund/Fish and
Game Preservation Fund reduction
for in lieu fees to counties.

State Coastal Conservancy

The State Coastal Conservancy was
established to preserve, protect, and
restore significant coastal resources
and to provide public access along
California’s 1,100-mile shoreline. Over
the past three years, the Administration
has expended nearly half a billion
dollars and acquired 20,000 acres
through various State and local pro-
grams to further protect the environment.

The Budget proposes $5.5 million and
60.1 personnel years for state opera-
tions and $26.6 million for capital
outlay. Significant adjustments include
$10 million from Proposition 40 for
various CALFED-related projects.

Department Of
Parks And Recreation

The Department of Parks and Recre-
ation is responsible for preserving the
State’s extraordinary biological diversity,
natural and cultural resources, and high
quality outdoor recreational opportuni-
ties. The State Park System consists of
266 units including parks, beaches,
trails, wildlife areas, open spaces, off-
highway vehicle areas, and historic sites.

Over the past three years, the Adminis-
tration has added 22,000 acres to the
System and has placed particular
emphasis on expanding opportunities
for urban populations to enjoy the park
experience.

The Budget proposes a total of

$316.4 million and 3,026.1 personnel
years for state operations ($268.2 mil-
lion) and local assistance ($48.2 mil-
lion). Significant adjustments include a
$17 million General Fund reduction to
be partially backfilled with Motor Vehicle
Fuel Account revenues ($15 million)
that otherwise would have been depos-
ited into the Department of Boating and
Waterways’ Harbors and Watercraft
Revolving Fund.
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The Budget also includes $48.2 million
in grants to local agencies for recre-
ational facilities, historic preservation
projects, and habitat protection efforts,
as follows:

% $16.4 million Off-Highway Vehicle
Fund

% $17.1 million from the
Proposition 12 Park Bond Act

< $8.6 million Federal Funds
< $4.0 million Recreational Trails

< $2.1 million Habitat Conservation
Fund

The Budget also proposes $58.2 million
for 20 previously approved capital
outlay projects and 13 new projects for
acquisition, maintenance, and develop-
ment issues in the park system. For
additional details, see the Capital Outlay
Section.

CALFED

The CALFED Bay-Delta Program is an
unprecedented effort to build a frame-
work for managing California’s most
precious natural resource—water.
California and the federal government
have launched the largest, most com-
prehensive water management and
ecosystem restoration program in the
world. The CALFED program includes
participation by water users, environ-
mentalists, business leaders, and
representatives of local governments
and tribal communities.

NATURAL
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The Budget includes $519.3 million for
the State’s share of the CALFED Bay-
Delta Program ($58.9 million General
Fund, $417.0 million bond funds, and
$43.4 million other funds) for the
following activities:

% $207.5 million for ecosystem
restoration programs and projects.

% $103.4 million for surface and
groundwater storage.

% $47.8 million for Delta conveyance
projects.

% $36.2 million for drinking water
quality projects.

< $124.4 million for water use
efficiency, environmental water
account, science, water transfers,
watershed management, and Delta
levees.

Department Of
Water Resources

The Department of Water Resources
(DWR) protects, conserves, and
develops the State’s water supply.
DWR delineates the State’s water
issues, forecasts future water needs,
evaluates and inventories existing
water resources, and explores conser-
vation and storage options to meet
the needs of the State’s growing
population. The Budget includes a
total of $774.7 million for state opera-
tions ($516.5 million) and local
assistance activities ($258.2 million)
and 2,936.1 personnel years. In
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addition, DWR will expend $5.2 billion
from the Electric Power Fund for the
costs related to the purchase of
electric power to help meet the
State’s electrical needs. These costs
are borne by ratepayers.

In light of the current condition of the
General Fund, however, the Budget
reflects the following adjustments:

# $15.8 million General Fund
reduction for expanded CALFED
activities.

% $5.8 million General Fund to
upgrade a Tahoe-Truckee Sanitation
Agency waste water treatment
facility. This is the second of a two-
year commitment, which will
improve water quality in the Truckee
River and help ensure that the State
secures additional water allocations.

% $3.9 million General Fund reduction
for expanded CALFED levee
activities.

# $1.4 million General Fund reduction
for various water conservation and
management activities.

The Budget also proposes $9.6 million
for four previously approved capital
outlay flood control projects, and
includes $510.9 million for the State
Water Project. For additional details, see
the Capital Outlay Section.

California Energy Resources
Scheduling—In early January 2001,
suppliers of electricity to California
threatened to discontinue the sale of

electric power to two of the State’s three
investor-owned utilities because of the
utilities’ poor financial condition. To
prevent major electricity shortages in
the State, DWR began purchasing
electric power on behalf of the utilities,
which has successfully stabilized energy
prices. The Budget includes $28.4 mil-
lion and 88 positions for various activi-
ties including the management of long-
term energy contracts and purchasing
power on the spot market through
December 31, 2002.

Energy Resources
Conservation And
Development Commission

The mission of the California Energy
Commission (Commission) is to ensure
a reliable supply of energy to meet
California’s needs, while complying with
environmental, safety, and land use
goals. The Commission processes
applications to site new power facilities,
encourages measures to reduce waste-
ful and inefficient use of energy, and
monitors alternative ways to conserve,
generate, and supply energy. The
Budget proposes $243.6 million and
535.0 personnel years for state opera-
tions and local assistance.

Over the past three years, the Admin-
istration has nearly tripled funding for
siting energy facilities. The Commis-
sion’s review of power plant siting
proposals ensures that applicants
provide an efficient and reliable
source of energy while operating in
compliance with health, safety, and
environmental laws. In addition, the
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review process has been streamlined
to add additional power plant capacity
and reduce bureaucracy.

Over the past three fiscal years,

$459 million of the State’s total
$770.8 million for conservation efforts
has been provided to the Commission
to promote energy conservation
throughout the state. Largely through
appropriations from Chapters 7 and 8,
Statutes of 2000, First Extraordinary
Session (SB 5X and AB 29X, respec-
tively), the Commission has expanded
existing and developed new programs
to help the State conserve energy.
Some of these programs include:

(1) improved building and appliance
energy efficiency standards to reduce
unnecessary energy consumption;

(2) loans, grants, and technical assis-
tance to schools, colleges, local govern-
ments, and the private sector for the
installation of energy efficient lighting,
insulation, and machinery; and

(3) rebates to energy customers for the
installation of energy efficient appli-
ances and renewable energy systems,
such as windmills or solar panels.

In 2000, the Public Interest Energy
Research (PIER) and Renewable Energy
Program were extended through 2012.
The PIER program provides $62.5 mil-
lion annually to public and private
entities for research, development, and
demonstration activities that promote
energy-related technologies. The
Renewable Energy Program provides
$135 million from the Renewable
Resource Trust Fund each year for the
continued operation and construction
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of new renewable energy power plants,
and provides assistance to energy
customers in purchasing renewable
energy.

Public Utilities Commission

The Public Utilities Commission (PUQC)
is responsible for the regulation of
investor-owned utilities, including gas,
electricity, telephone, water and rail-
roads, and certain passenger and
household goods carriers to ensure the
delivery of stable, safe, and economic
services. The PUC has traditionally met
this responsibility through enforcement
of safety regulations, controlling indus-
try rates for services, and promoting
energy and resource conservation. The
Budget proposes $1.3 billion and
921.9 personnel years for state opera-
tions, which includes $1.1 billion and
25.7 personnel years for the administra-
tion of the Universal Service Telephone
programs; and $123.5 million for the
Natural Gas Surcharge program, which
provides assistance to low-income
customers, supports energy conserva-
tion efforts, and sponsors research and
development projects.

Over the past three fiscal years,
$137.5 million General Fund of the
State’s total $770.8 million for conser-
vation efforts has been provided to the
PUC to promote energy efficiency and
conservation throughout the State.
Largely through appropriations from
Chapter 7, Statutes of 2000, First
Extraordinary Session (SB 5X), the
Commission has expanded existing and
developed new programs to help the
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State conserve energy, including:

(1) rebates to energy customers for the
installation of energy efficient appli-
ances; (2) education of customers,
manufacturers, and distributors of
energy efficient products in the market-
place; and (3) loans, grants, and techni-
cal assistance to public and private
sector entities for the installation of
energy efficient equipment.

AN
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Business, Transportation,

and Housing

—l-I;e Business, Transportation, and Housing Agency includes programs
that plan, build, and maintain California’s state transportation systems; ensure effi-
cient and fair markets for the real estate industry, health care plans, and certain fi-
nancial businesses; and assist community efforts to expand the availability of afford-
able housing for a growing workforce. In addition, the Agency contributes to public
safety through the law enforcement activities of the California Highway Patrol and
the Department of Alcoholic Beverage Control. Information on the Highway
Patrol’s budget can be found in the Corrections and Law Enforcement section.

Figure BTH-1 displays the funding
proposed in the Business, Transporta-
tion, and Housing portion of the
Governor’s Budget. The majority of the
funding is provided from special fund
revenues and federal funds. Significant
General Fund expenditures are made for
general obligation bond debt service for
transportation projects and bridge
seismic retrofit, and to support a variety
of programs in the Department of
Housing and Community Development.

Figure BTH-1

Business, Transportation
and Housing Agency
2002-03 Expenditures

Highway Patrol
10.0%

Motor Vehicles
5.6%

) Bond Debt Service
| 45%
‘\'-

Business

Transportation 2.1%

77.5%

Transportation

The Department of Transportation, the
California Transportation Commission,
the California Highway Patrol, the
Department of Motor Vehicles, the
Office of Traffic Safety, and local gov-
ernment agencies administer transpor-
tation and related public safety pro-
grams. Transportation funding comes
from State and federal fuel taxes, the
sales and use tax on fuel, motor vehicle
license and registration fees, weight
fees for trucks, and local sales taxes.
The Budget proposes total expenditures
of $11.2 billion in 2002-03 for roads,
highways, mass transit and intercity rail,
vehicle licensing and registration, and
highway law enforcement.

Department of Transportation

The Department of Transportation
(Caltrans) constructs, operates, and
maintains a comprehensive transporta-
tion system with more than 50,000
miles of highway and freeway lanes. In
addition, Caltrans provides intercity rail
passenger services under contract with
Amtrak as well as technical assistance
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and development loans to more than
100 of California’s public general
aviation airports.

The Budget proposes $9.0 billion in
2002-03 expenditures for Caltrans from
federal funds, various State funds, and
reimbursements, and staffing of
23,479.6 personnel years. This amount
includes $2.2 billion for programs that
assist local governments in constructing
and operating highway, road, and transit
systems; and $3.5 billion in spending
on capital projects. Since 1999-00, the
Administration has spent a total of

$34 billion dollars on transportation, an
increase of $13 billion over the prior
four years. In addition, as described
below, the Transportation Congestion
Relief Act of 2000 was enacted to
increase the funding for transportation
by an additional $6.1 billion between
2003-04 and 2007-08.

Transportation projects and operations
generally are supported from dedicated
funding sources. This approach guar-
antees funding for multi-year planning
processes that need sustained revenues
to fund large projects. The four major
transportation funding sources are:

« State and federal fuel taxes
deposited in the State Highway
Account (SHA).

7
°o

Certain sales taxes on fuel deposited
directly in the Public Transportation
Account (PTA), which fund transit
and intercity rail capital projects as
well as transit operations.

% The Traffic Congestion Relief Fund
(TCRF), which supports 142 projects
and studies designated in the
authorizing statute. The TCRF was
established in 2000 with a one-time
General Fund appropriation, and
beginning in 2003-04 will receive
annual allocations of sales taxes on
fuel through the Transportation
Investment Fund.

R
°o

The Transportation Investment
Fund, which operates from 2003-04
through 2007-08, providing addi-
tional transportation resources from
sales taxes on fuel. Resources are
allocated by the following statutory
formula:

< 40 percent for the State
Transportation Improvement
Program (STIP).

% 40 percent for allocations to
cities and counties for local
street and road repairs

% 20 percent to the PTA, in
addition to certain sales tax
receipts deposited directly into
the account.

Figure BTH-2 displays the relationships
between these programs.

MaJsor CAPITAL OuTLAY
INTIATIVES AND PROGRAMS

The Budget estimates $3.3 billion for
transportation capital outlay program
expenditures, an increase of $1.1 billion
over estimated expenditures for 2001-02.
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Figure BTH-2

Sources and Uses of Major Transportation Funding

Sources of Funds

State and

State Fund Name

State Highway

Federal Fuel
Taxes and
Vehicle Weight
Fees

Sales Tax on
Prop 111
portion of gas

Account

Programs Funded

Highway maintenance,
94 operations and planning

State Highway Operations
and Protection Program

» (SHOPP)—Safety and
Rehabilitation

Public
Transportation
» Account

tax and diesel

Miscellaneous

State Transportation
Improvement Program
(STIP)

75% Regional

25% Interregional

M Transit and Intercity Rail
Projects and Operations

Transportation Congestion Relief Act
of 2000—As noted above, in 2000 the
Legislature and the Administration
enacted the Traffic Congestion Relief
Act, creating a six-year funding plan for
state and local transportation needs
(Chapters 91, 92, and 656, Statutes of
2000). At that time, this plan was
expected to provide $6.8 billion from
the General Fund—$1.5 billion from an
initial General Fund appropriation and

Caltrans y
revenues
Local Streets
and Roads
Sales Tax on Transportation v Maintenance
Non-Prop. 111 Investment /
portion of gas tax » Fund
from 2003-04 to Traffic Congestion
2007-08 | Relief Program--
L $5 billion for 142
$1.5 billion from Traffic de3|gna.ted .
the General Fund Congestion Coggestlgn relief
and $500 million in Relief Fund and goods
sales tax on gas in T——» p movement
2000-01

$5.3 billion from the transfer of sales
taxes on fuel over the life of the Act. In
addition, the Act created two new funds
mentioned earlier—the Traffic
Congestion Relief Fund that would

receive $5.4 billion of the $6.8 billion to ]}
support 142 projects designed to

reduce congestion and enhance goods W\
movement; and the Transportation ——\ N

Improvement Fund (TIF) that would
distribute approximately $600 million

)
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for local streets and roads improve-
ments, $600 million to the State Trans-
portation Improvement Program (STIP),
and $300 million to the PTA.

As the economy began to slow in early
2001, the Administration and Legisla-
ture revised the funding timetable for
the Act. The starting date for transfer-
ring the sales tax funding was deferred
until 2003-04, and the plan was ex-
tended through 2007-08 (Chapter 512,
Statutes of 2001). This revision to the
funding timetable results in the Traffic
Congestion Relief Act providing a total
of $8.1 billion for transportation projects
and operations through 2007-08 (see
Figure BTH-3). (Chapter 87, Statutes of
2001, is a constitutional amendment
that will be placed before the voters in
March 2002 to permanently dedicate
sales taxes on fuel to transportation
purposes).

Figure BTH-3

Transportation Funding Plan
(Dollars in Millions)

Resources

General Fund appropriation $1,500
Sales tax on gasoline $6,596
Total Resources $8,096
Uses of Funds

Designated Traffic Congestion Relief $4,914
Projects

State Transportation Improvement 1,318
Program

Local Streets and Roads Maintenance 1,308
Public Transportation Account 556
Total Uses of Funds $8,096

As of December 2001, $2.4 billion of
the funding from the Traffic Congestion
Relief Program (TCRP) has been autho-
rized since the program began a year
ago. A total of 129 of the 142 projects
included in the TCRP have been ap-
proved for funding.

2002-03 TCRP Cash Management—
As part of the 2002-03 General Fund
spending plan, the Budget proposes to
loan $672 million of TCRP monies to
the General Fund and loan $474 million
concurrently from SHA cash to the
TCRF. The Administration proposes
statutory provisions to require that all
loans be repaid when funds are needed
to meet project cash needs. This loan
program will not adversely affect the
delivery of any TCRF or SHA funded
projects or programs. As part of the
overall transportation cash manage-
ment program, all transportation capital
outlay is budgeted on a cash basis. By
providing the SHA with the authority to
borrow for short-term cash flows needs
from the General Fund, a $360 million
cash balance in the SHA can be freed
up for projects.

Seismic Retrofit of Bridges and the
San Francisco-Oakland Bay Bridge
Funding—In 1989, the Loma Prieta
earthquake in the Bay Area revealed the
need for seismic retrofit of California’s
bridges. SB 60 (Chapter 327, Statutes
of 1997) authorized a $2.62 billion
financing plan for the retrofit of the
seven state toll bridges—San Francisco-
Oakland Bay Bridge, Benicia-Martinez
Bridge, San Mateo-Hayward Bridge,
Richmond-San Rafael Bridge, Carquinez
Bridge, Vincent Thomas Bridge, and
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the San Diego-Coronado Bridge. In
particular, the Bay Bridge required
major rebuilding, involving replacing the
east span and retrofitting the west span.

However, in early 2001, it became
apparent that additional funding would
be required to complete the work
envisioned under SB 60, particularly for
the retrofit and reconstruction of the
Bay Bridge. In the summer of 2001,
the Administration proposed an innova-
tive financing plan to complete the
seismic retrofit of the Bay Bridge. This
plan relied partly on revenue bonds and
partly on federal funding through the
Transportation Infrastructure Finance
and Innovation Act of 1998 (TIFIA).
Chapter 907, Statutes of 2001

(AB 1171), incorporated the majority of
this plan, authorizing an additional
$2.017 billion for the seven bridges, for
a total project cost of $4.637 billion.
Chapter 907 also directed the California
Infrastructure and Economic Develop-
ment Bank to issue revenue bonds for
the Bay Bridge project on behalf of
Caltrans. Debt service and the costs of
issuance will be funded from toll
revenues.

Work is also continuing on the seismic
retrofit of state owned non-toll bridges
funded under Proposition 192. In the
first phase, seismic problems were
corrected on 1,039 bridges statewide
(primarily single-column bridges). In
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retrofit. Of the remainder, four are under
construction, and the final 18 are in the
design stage.

Bridge Security Upgrades—Current
year expenditures reflect the anticipated
receipt of $24.2 million in federal funds
to reimburse security costs incurred on
the state’s toll bridges to protect against
terrorist attacks.

State Transportation Improvement
Program (STIP)—The STIP is a state-
regional planning process that identifies
projects to be funded from the four
major transportation sources described
earlier. A new STIP is prepared every
two years that covers the next five-year
period. By statute, each regional
transportation-planning agency is
allocated a share of the STIP’s pro-
gramming capacity and nominates
projects from its share. In total, region-
ally programmed projects receive

75 percent of STIP funds. Caltrans
identifies projects of interregional
benefit using the remaining 25 percent
of the funds. In calculating resources
available for the STIP, the California
Transportation Commission first sets
aside funds for highway safety projects
and major rehabilitation programmed
through the State Highway Operations
and Protection Program (SHOPP), as
well as funds for Caltrans’ operations.
In August 2002, the Commission took
the first step in creating the 2002 STIP

9

the second phase, 1,155 bridges by adopting the “STIP Fund Estimate,” 1\
(primarily multiple-column) will be which projects that $3.882 billion will be ]
seismically retrofit. Proposition 192 available for programming between W\
provided $1.35 billion for phase two, 2002-03 and 2006-2007. The 2002 —\
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LocaL AssisTANCE PROGRAMS

Caltrans provides State and federal
transportation funds to local agencies
through its local assistance budget.
Funds are used primarily for local
capital projects off the State highway
system, mass transit capital improve-
ment projects, and bridge improve-
ment projects. The Budget proposes
$2.2 billion in local assistance funding
for transportation in 2002-03, includ-
ing $332.9 million from the SHA,
$645.6 million from the Traffic Con-
gestion Relief Fund, $1.2 billion in
federal funds, and $32 million from
special funds.

STaTE OPERATIONS BUDGET

The Governor’s Budget proposes

$3.1 billion in state operations funding
supporting transportation in 2002-03,
including $2.1 billion from the SHA,
$425 million in federal funds, and
$580 million from special funds. This
funding level represents a reduction of
$72 million over currently estimated
2001-02 expenditures. Specifically, the
Budget includes:

Better Information Systems for
Better Project Delivery—$77 million
for Caltrans to plan and deliver a series
of projects supporting integrated
systems of financial management, local
project management, land manage-
ment, and construction contract pay-
ments. Other funded efforts include
development of a project management
office for information technology

projects and review of how Caltrans
provides its information technology
program and services.

Storm Water Compliance—$23.4 mil-
lion and 167.5 personnel years to
implement the Storm Water Manage-
ment Plan of August 2001, and to
comply with the requirements of the
Federal Clean Water Act. With this
increase, the Budget includes a total of
$84.9 million in support costs for
compliance with the Act.

Caltrans’ Mobile Fleet Greening
Strategy—$10 million for Caltrans to
continue the replacement and retrofit of
its fleet from vehicles that use conven-
tional diesel fuel and gasoline to those
that use cleaner burning fuels, reducing
emissions that degrade California’s air
quality.

Freeway Service Patrol—$5 million for
a new competitive grant component of
the Freeway Service Patrol program.
Grants for new or expanded service will
be pursuant to specified criteria, includ-
ing the cost/benefit ratio pursuant to
traffic congestion relief.

Litter and Graffiti Removal—$2.8 mil-
lion for one-time mural restoration in
the Los Angeles area; a two-year urban
youth training program conducted by
the California Conservation Corps (in
which trainees will assist Caltrans’ crews
in their litter and graffiti removal efforts);
and a pilot program involving the use of
litter removal vehicles.
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Caltrans Staffing—The Budget pro-
poses 23,479.6 personnel years in
2002-03 for Caltrans, a net increase of
62.1 personnel years over adjusted
2001-02 expenditures. This increase
results primarily from staffing require-
ments to implement the statewide
Stormwater Management Plan.
Caltrans’ capital outlay support staffing
will be re-evaluated for the May Revi-
sion, when more accurate information is
available on workload for the 2002 STIP.

High-Speed Rail Authority

The Authority is planning the develop-
ment and implementation of an intercity
high-speed rail service that achieves
speeds of at least 200 mph and is fully
integrated with California’s existing
intercity rail and bus network. A busi-
ness plan issued in January 2000
advised that the first step would be a
program-level environmental impact
report (EIR) that would take an esti-
mated three years and $25 million to
complete.

The Authority received $5 million in
2000-01 for the first year of this work
and $2.5 million in 2001-02 through an
interagency agreement with Caltrans to
continue the effort. (An additional
$498,000 will be received from Caltrans
in 2002-03.) In November 2001, the
Authority reduced its estimate of the
EIR’s cost from $25 million to $17 mil-

BUSINESS, TRANSPORTATION,
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The 2002-03 Governor’s Budget
proposes $7 million from the State
Highway Account to largely finish the
EIR, with full completion expected in
2003-04. At that time, the Authority will
develop a long-term funding plan for
high-speed rail for the Legislature’s
consideration, before proceeding
further on the project.

Department of Housing and
Community Development

The Department of Housing and
Community Development (HCD)
administers housing finance, rehabilita-
tion, and community development
programs; oversees the State’s housing
planning and code-setting processes;
and regulates manufactured housing
and mobile home parks. The Budget
proposes $210.1 million and 495.9 per-
sonnel years for the Department’s
activities.

The State’s housing programs have
shared in the windfall revenues created
by a very strong stock market. Prior to
the Administration’s major housing
initiative in 2000, many of the State’s
housing programs were funded through
periodic housing bonds and tax credits
offered to developers of affordable
housing. Due to current economic
conditions, the Budget reflects the

return to these more traditional sources.

Despite this necessity, the Budget

9
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level of $126.5 million. Reductions
proposed for the current and budget
years are summarized below:

Reductions that affect 2001-02 only:

72
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$59.7 million by eliminating funds
for Jobs-Housing Balance
Improvement incentive grants.

HCD will give priority in the
allocation of other 2002-03 housing
funding to localities that have
increased issuance of housing
permits, consistent with the intent of
the Jobs-Housing Balance
Improvement Program.

Program reductions that affect 2001-02
and 2002-03:

¢ $3 million for Downtown Rebound
project loans and grants.

L X4

% $45.1 million for the Multifamily
Housing Program in 2001-02,
leaving $43.8 million in loan funds
in the current year for projects that
can begin construction by Decem-
ber 30, 2002. For 2002-03, the
Budget eliminates the program'’s
ongoing funding of $29.5 million in
anticipation that voters will approve
a housing bond in the November
2002 statewide election.

Reductions that begin in 2002-03:

% $2 million for Emergency Housing
Assistance grants, leaving
$11.3 million or 180 percent more

than the program’s 1999-00 base.

++ $2.1 million by eliminating funds for
the Self-Help Housing program.

$300,000 for community affairs
programs.

% $1.4 million for childcare facilities
loan guarantees.

¢+ $400,000 for housing policy review,
planning, and assistance.

Department of Corporations

The Department of Corporations
administers and enforces State laws
governing the offer and sale of securi-
ties and franchise investments; the
licensing and regulation of securities
broker-dealers and investment advisers;
and the licensing and examination of
mortgage brokers, finance lenders, and
escrow companies. Through these
activities, the Department protects the
public and helps promote the integrity
of the financial services marketplace.
The Governor’s Budget proposes total
expenditures of $35.3 million and
291.8 personnel years to support the
Department.

£ Statewide Outreach on Predatory
i «% $3.6 million for Farmworker Practices (STOPP). Predatory invest-
f Housing grants, leaving $14 million  ment and lending practices damage
7 for the program, or 300 percent investors and borrowers, many of whom
Y more than the program’s 1999-00 are targeted because they are unin-
tfr base. formed. These practices also adversely
Vs \ affect the ability of California businesses
i
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to raise capital by diverting investors’
money from legitimate investments or
by siphoning off borrowers’ money
through inflated fees or unnecessary
financing. The Budget proposes

$10 million and 17.3 positions (16.4
personnel years) for the Department of
Corporations to increase public aware-
ness and call-center assistance, and for
additional investigation and enforce-
ment. This proposal complements
augmentations proposed for the De-
partment of Financial Institutions and
the Department of Real Estate to
combat predatory lending, pursuant to
Chapter 731, Statutes of 2001.

The term “predatory lending” generally
refers to the practice by some loan
companies of encouraging individuals
to take out risky or expensive home
mortgage loans or some other forms of
financing. Potentially vulnerable
homeowners, such as the elderly,
minorities, and women, are often
targeted with offers of high-cost, home-
secured credit. If they have trouble
repaying the debt, they are often en-
couraged to refinance the loan into
another unaffordable, high-fee loan that
provides little or no economic benefit to
the consumer. This cycle of high-cost
loan refinancing can ultimately deplete
the homeowner’s equity and result in
foreclosure and the loss of the home.

The Department of Corporations will
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augmentation will also support a one-
stop contact center to improve the
Department’s communication with both
the public and regulated businesses on
these issues. STOPP will also increase
investigation and enforcement activities
to respond to predatory activities
identified through the outreach and
education campaign.

Department of
Financial Institutions

The Department of Financial Institu-
tions regulates depositary institutions,
including commercial banks, savings
associations, credit unions, and other
providers of financial services. The
Department licenses and regulates
issuers of payment instruments, includ-
ing companies licensed to sell money
orders and travelers’ checks. In addi-
tion, companies licensed to transmit
money abroad are also licensed and
regulated by the Department. Pro-
grams are supported by assessment of
the various industries and license and
application fees. The Governor’s
Budget proposes total expenditures of
$19.5 million and 209.8 personnel
years to support the Department.

Predatory Lending. Chapter 732,
Statutes of 2001, is intended to reduce
predatory lending practices by prohibit-
ing certain types of loans and excessive
fees. Chapter 732 requires lending

9
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conduct a stat.evwde 1.'r1ed.1'f1 campaign institutions to consider the financial 1
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In support of Chapter 732, the Budget
proposes $310,000 and three positions
to allow the Department to monitor
licensees’ compliance with the new law.
Through comprehensive on-site exami-
nations, the Department will identify
illegal activities and take appropriate
enforcement action.

Department of Real Estate

The Department of Real Estate licenses
and regulates persons who conduct real
estate transactions. The 2002-03
Governor’s Budget includes $30.4 mil-
lion and 304.3 personnel years for this
purpose.

Predatory Lending. Effective July 1,
2002, Chapter 732, Statutes of 2001,
creates the new Predatory Lending Law,
which prohibits certain practices in the
mortgage lending industry as described
under the Department of Corporations’
budget. The Budget includes $224,000
for three staff within the Department of
Real Estate to investigate and take
enforcement actions against predatory
lenders. Augmentations to help deter
predatory financial practices have also
been proposed for the Department of
Corporations and the Department of
Financial Institutions.

Department of
Managed Health Care

The Governor's Budget proposes a
total of $32.5 million and 309.7
personnel years in 2002-03 for the
Department of Managed Health Care
and the Office of Patient Advocate,

established July 1, 2000, by Chapter
525, Statutes of 1999, to regulate
health care service plans and address
consumer needs.

Specifically, the Budget includes:

% An augmentation of $500,000 for
the annual health maintenance
organizations (HMO) Report Card of
the Office of Patient Advocate. With
these funds, the Office will report on
medical group performance, add
cultural/linguistic indicators and
more language interaction, analyze
HMO complaint data, and study the
feasibility of including information
on the quality of care provided to
persons covered by the Medi-Cal
and Healthy Families programs.

% $234,000 to increase the frequency
of routine exams for specialized
health care plans from five to three
years, in order to identify financially
troubled firms more quickly and
take corrective action.

Since its inception in 2000-01, the
Department has spent $98.2 million on
consumer protection activities. On an
average annual basis, thisis a 111 per-
cent increase over program activities
when managed health care oversight
was a program within the Department
of Corporations. Major changes since
1999-00 include addition of the Office
of Patient Advocate and the HMO report
card ($2 million), creation of the inde-
pendent medical review process

($3.7 million), and expansion of finan-
cial monitoring of HMOs ($834,000).
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Department of Motor Vehicles

The Department of Motor Vehicles
(DMV) promotes driver safety by
licensing drivers, and protects con-
sumers and ownership security by
issuing vehicle titles and regulating
vehicle sales. The Department also
collects the various fees that are
revenues to the Motor Vehicle Ac-
count (MVA). The 2002-03 Governor’s
Budget proposes $666.7 million and
8,602 personnel years for support of
the DMV, including the following
significant augmentations:

+ $10.5 million for retirement cost
increases.

+* $5 million for additional worker’s
compensation costs.

Y
L X4

$2.9 million for increased costs for
mailing.
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$2.5 million to continue the replace-
ment of obsolete terminals in field
offices.

+ $2 million to install queuing systems
in 33 additional field offices for
improved management of customer
lines (the second year of a two-year
project).

% $1.5 million for replacement of
modular furniture systems and
moving expenses associated with
the headquarters asbestos abate-
ment project.

BUSINESS, TRANSPORTATION,
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The MVA is the major funding source
for the Department of Motor Vehicles
and the California Highway Patrol. As
discussed under the California Highway
Patrol's budget, the fund is experiencing
growth in costs that is proposed to be
offset through a combination of expen-
diture reductions and revisions to fees
and penalties. As part of this proposal,
the DMV’s budget includes the following
savings:

% $750,000 ($393,750 MVA) by
directly contracting for construction
workers rather than contracting for
the same workers through the
Department of General Services.

$1,394,000 ($731,850 MVA) by
reducing printing costs.

% $626,271 ($89,494 MVA) by auto-
mating the clearance of suspended
transactions (e.g., when a smog
certification is missing from registra-
tion papers).

R
**

$2,600,000 ($371,540 MVA) from
increased voluntary participation in
Filing Electronic Proof of Insurance
by insurance companies.

< $5,000,000 (52,625,000 MVA) from
miscellaneous operating expenses.

R
**

$312,207 ($44,614 MVA) from
eliminating the Registration En-
hancement Development Unit.

% $721,000 (all MVA) by shifting the
funding for the Research and Devel-
opment Unit to reimbursements.
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$339,181 ($178,070 MVA) by
eliminating the activity costing unit.

$229,953 MVA by eliminating on-
site occupational license inspections
of business locations.

$5 million MVA by eliminating the
use of certified mail for the delivery
of orders of suspension and revoca-
tion.

$835,000 ($438,375 MVA) by
eliminating student assistant con-
tracts.

The following changes to penalties and
fees are also proposed to help resolve
the Motor Vehicle Account fund balance
problem:

$25 million from penalty increases
for late payments on the $30 vehicle
registration fee by an average of

90 percent. The minimum late

payment penalty will be raised to
$10 from $3. Revenues increase to
$50 million beginning in 2003-04
with full-year implementation.

$2 million from increasing filing fees
to the $120 cost of the hearing for
driving-under-the-influence (DUI)
offenders who appeal their suspen-
sions. This amount increases to

$4 million beginning in 2003-04.

$40 million from increasing fees to
$4 per record for information
provided to insurers and others who
request driver record information.

$4 million beginning in 2003-04
from the imposition of a $5 fee to
retake a driving test.

2002-03

Governor’s Budget Summary 246




Technology,

TECHNOLOGY,

TRADE, AND COMMERCE

Trade, and Commerce

—l-};e Technology, Trade, and Commerce Agency (TTCA) promotes business
development, job creation, and job retention to help California maintain a strong,
globally competitive economy. The Governor’s Budget proposes $254.9 million
and 320.8 personnel years for the Agency, with services to the business community
provided through the Divisions of Economic Development; International Trade and
Investment; Science, Technology and Innovation; Tourism; Marketing and Commu-
nications; and the California Infrastructure and Economic Development Bank.

Due to current economic conditions,
the Budget includes the following
General Fund reductions listed below.
Even with these adjustments, the
Agency'’s planned expenditures for
2002-03 are $126.4 million or 98 per-
cent higher than the amount budgeted
for 1998-99. Through the proposed
2002-03 Budget, this Administration,
since its inception, will have provided
the Technology, Trade, and Commerce
Agency $772.4 million to promote a
vibrant business economy.

Reductions that affect 2001-02 only:

% $29.9 million reversion of the
balance of the Renewable Energy
Loan Guarantee Fund to the Gen-
eral Fund.

Reductions that affect 2001-02 and
2002-03:

¢ $2 million from the Biomass Grants
Program, leaving $6 million to

Reductions that begin in 2002-03

% $600,000 from the Manufacturing
Technology Program, leaving
$5.4 million, or 90 percent, of the
funding for activities that stimulate
the growth of California’s manufac-
turing industry.

R
**

$1 million each from the Next
Generation Internet Program and
the Rural E-commerce Grant
Program, maintaining half of the
third-year funding for each pro-
gram.

R
**

$223,000 and 1.8 personnel years
(PYs) to eliminate the Major Corpo-
rate Projects Program.

« $10 million transferred to the
General Fund from the Small
Business Expansion Fund ($2 mil-
lion in 2001-02 and $8 million in
2002-03), leaving $29.5 million to
guarantee about $131 million in
loans, an increase of $35 million

9
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< $400,000 and 5.8 PYs from the
Export Finance program. In addi-
tion, $8 million will be transferred to
the General Fund from the Export
Finance Fund.

Y
°o

$1.2 million and 10.3 personnel
years from administrative activities
for small business development
centers, contract and loan admin-
istration, and from economic
research.

TTCA’s budget provides $1 million to
support the consolidated space grant
program authorized by Chapter 752,
Statutes of 2001 (AB 1382), and retains
full funding of $6.1 million for California
Technology Improvement Program and
$10 million for the Film California First
Program. To better support the film
industry, the Administration will propose
a restructuring to improve program
performance as an economic stimulus.

California Infrastructure and
Economic Development Bank

In 2002-03, the California Infrastructure
and Economic Development Bank
(Bank) expects to authorize $150 mil-
lion in economic development loans.
The Bank will loan $105 million of its
remaining $143 million in capital in
2001-02. In order to continue its
lending program, the Bank will issue a
bond, using repayments from the loans
it has made from its original capital to
pay the debt service. The Bank will use
bond proceeds to make additional
loans. Of the $150 million expected to
be loaned in 2002-03, $30 million will
come from the original amount pro-
vided from the General Fund plus
earnings, while the other $120 million
will be from proceeds of the recapitaliza-
tion bonds. Since January 1999, the
Bank has provided a total of $1.1 billion
to finance (both loans and conduit
revenue bonds) a variety of infrastruc-
ture and economic development
projects, such as research and technol-
ogy business parks, police facilities,
storm drainage systems, harbor dock
renovation, and construction and
renovation of cultural facilities.
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Judicial
Branch

—l-l;e State Constitution vests California’s judicial authority in a tripartite
court system composed of the Supreme Court, the Courts of Appeal, and the trial
courts. The Administrative Office of the Courts (AOC) provides support to the
Supreme Court, the Courts of Appeal, the trial courts, and the Judicial Council. The
Commission on Judicial Performance administers judicial discipline.

For 2002-03, the Governor's Figure JB-1
Budget proposes approximately - .
$2.8 billion for the Judicial Total Judicial Branch Expenditures

Branch, in combined General Fund, 2002-03

special funds, federal funds, and
reimbursements: $349.8 million
($294.6 million General Fund) for
the Judiciary; $4 million General
Fund for the Commission on
Judicial Performance; $2.2 billion
($1.2 billion General Fund) for the
trial courts; and $231.4 million
($116.7 million General Fund) for

Trial Court Funding

$2,211 million

| -

Judiciary
$349.8 million

judges’ retirement costs (see J“d§§§'1Rr§§f|ﬁiTe”t Commission on
Figure JB-1). Judicial

Performance

$4 million

Judicial
The 2002-03 Judicial budget (Supreme - $28.6.,000 to provide two attorney
Court, Courts of Appeal, AOC, and the PO_SIUOHS at the AOC regional
Habeas Corpus Resource Center) totals offices.
$349.8 million, which includes . . .
$289.2 million in State operations and % $122,000 to provide additional

$60.6 million in local assistance. This security for the Courts of Appeal.

amount reflects an increase in expendi-
tures of $2.8 million over the revised

2001-02 Budget, and includes the and the decrease in General Fund
following au gme,ntations: revenues, the Judicial Branch has

identified the following savings and

Due to current economic conditions

9
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% $211,000 to provide two human reductions: T

resource positions to provide . . . \
expertise in labor relations at the * A one-time General Fund savings \

AOC. totaling $7.7 million in 2001-02, —
including $4.6 million associated N 1\}‘
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with current vacancies, $1.5 million
related to Supreme Court, Court
Appointed Counsel workload, and
$1.6 million related to Courts of
Appeal, Court Appointed Counsel
workload.

% A General Fund reduction of

$3.9 million in fiscal year 2002-03,
including $2.9 million associated
with anticipated vacancies and

$1 million related to Supreme
Court, Court Appointed Counsel
workload.

Trial Court Funding

The Trial Court Funding budget in-
cludes $1.2 billion General Fund and
approximately $1 billion in non-General
Fund resources, for a total of $2.2 bil-
lion. This represents a decrease of
$21.3 million from the revised 2001-02
Budget. The following is included:

« Consistent with the intent of the
Legislature, as specified in Budget
Act language, $23.2 million in fiscal
year 2001-02 and $51.7 million in
fiscal year 2002-03 to meet various
needs of the trial courts, including
salary increases resulting from local
memoranda of understanding with
recognized bargaining agents.
Under the Trial Court Employment
Protection and Governance Act
(Chapter 1010, Statutes of 2000),
trial court employees are employees
of each individual court with the
right to unionize and negotiate
salaries with their individual court.
During 2002-03, approximately

71 bargaining agreements will be
subject to negotiation in the trial
courts.

< $14.4 million to fund increased
costs associated with services and
benefits provided to the trial courts
and trial court employees through
the counties, such as mail and
janitorial services, health benefit
increases, and retirement rate
increases.

% $13.4 million to address increased
costs associated with providing
security at trial court facilities.

% $2.3 million to address increased
costs associated with providing
court interpreters to assist non-
English speaking defendants in trial
court proceedings.

< $802,000 for Family and Children
services, including case processing
and mediators, investigators, and
evaluators in a variety of courts.

Due to current economic conditions
and the decrease in General Fund
revenues, the Judicial Council has
identified the following savings, reduc-
tions, and transfer of resources from the
Trial Court Funding budget:

<

% One-time General Fund savings
totaling $28.3 million in 2001-02,
including $7.3 million associated
with delayed implementation of new
jury reform programs, $8.5 million
related to judicial vacancies at the
trial courts, and $12.5 million as a
result of funding costs for
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technology asset management and
security from the Trial Court
Improvement Fund rather than the
General Fund.

+« A General Fund reduction in fiscal
year 2002-03 of $37.8 million,
including $7.2 million associated
with delayed implementation of new
jury reform programs, $7.4 million
as a result of funding one-time costs
for technology asset management
from the Trial Court Improvement
Fund rather than the General Fund,
and $23.2 million from reducing the
operating budget for each trial court
by varying amounts. The Judicial
Council intends to achieve these
reductions in a way that will have
the least impact on each court and
the public.

< A transfer of $28.1 million from the
Trial Court Improvement Fund to
the General Fund on a one-time
basis.

Overall, the Judicial Branch will achieve
a total of $106 million in General Fund
savings, reductions, and a one-time
transfer of resources. Despite the
reductions reflected in this Budget,
Judicial Branch expenditures have
increased by $649 million over the
course of this Administration.

JUDICIAL

BRANCH

Criminal Fines
and Civil Filing Fees

Currently, criminal fines result in ap-
proximately $229 million in annual
revenue to local jurisdictions. In addi-
tion, for each criminal fine imposed, a
penalty assessment equaling the
amount of the fine is also imposed. Of
these penalty assessments, 30 percent
is retained by counties to support trial
courts, and 70 percent goes to the
State Penalty Fund, from which funding
is distributed to a variety of State special
funds that support a variety of programs
and activities. Approximately $14 mil-
lion of this revenue is returned to the
General Fund.

The Administration is proposing legisla-
tion to add a surcharge of 20 percent
on all criminal fines, with the proceeds
going to the General Fund. It is antici-
pated that this surcharge would in-
crease General Fund revenue by

$45.8 million. This change will not
affect the current collection and distri-
bution of fines or penalty assessments.

In addition, civil filing fees result in
approximately $152 million in annual
revenue to the Trial Court Trust Fund,
which is used to support trial court
operations.

The Administration is proposing legisla-
tion to add a surcharge of 10 percent

9

nyy
_\\,

on civil filing fees, with the proceeds ?
going to the General Fund. It is antici- D\
pated that this surcharge will increase
General Fund revenue by approximately
$15 million annually.
J
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Government

Department of
General Services

The Department of General Services
(DGS) is responsible for management
review, control, and support of State
agencies as directed by the Governor
and specified in statute. The Depart-
ment provides support services to
operating departments to achieve
greater efficiency and economy than
they can individually achieve. The
Budget proposes $853.5 million

and 4,124 personnel years for the
Department.

Enhanced Emergency Telephone
Services—The Budget proposes
$147.6 million for Emergency Tele-
phone Services, including the following:

4 Landline 911—An augmentation of
$10.4 million State Emergency
Telephone Number Account
(SETNA) to fund the increased cost
of reimbursing service providers for
Public Safety Answering Point
(PSAP) equipment and network and
database costs associated with
providing enhanced emergency
telephone services to landline
telephone users in California. These
enhanced services include Auto-
matic Number Identification (ANI)
and Automatic Location
Identification (ALI).

% Wireless 911—5$40 million SETNA
to reimburse service providers for
PSAP equipment and network and
database costs associated with the

GENERAL

GOVERNMENT

continued implementation and
maintenance of enhanced wireless
service for subscribers in California.
This funding represents the second
year of implementation for this
program, which will result in the
ability to provide the same emer-
gency telephone services to wireless
customers as those provided to
landline customers, including ANI
and ALIL

California Portal—The Budget in-
cludes an augmentation of $5.8 million
General Fund to support increased
functionality and enhanced operation of
the California Portal (www.my.ca.gov).
The Portal was expanded in response to
a tremendous increase in user traffic
resulting from the State’s energy
challenge, which coincided with the
Portal’s debut in January 2001. In the
past year, millions of Californians have
accessed the Portal for information and
advice about energy conservation, and
having discovered the wide range of
additional services available through the
Portal, have continued to access it.
Prior to the creation of the California
Portal, hits on the State’s home page
averaged 300,000 per day. Upon the
January 2001 release of the Portal,
average daily hits jumped immediately
to 600,000, and have steadily increased
to the current level of 2.6 million per

day. This unanticipated traffic drove the EN

need for enhanced site security, rein- I

forced system architecture, and in- D\

creased functionality. Though imple-

mented in response to a crisis, these T\

improvements have strengthened the | 1R
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ability of the Portal to serve a greater
number of Californians—at their conve-
nience. These enhancements provide a
stable framework within which individu-
als can interact with State government,
and allow for the rapid dissemination of
emergency information to citizens
throughout California.

Asset Planning and Enhancement—
The Budget includes $2 million Prop-
erty Acquisition Law Money Account
(PAL) in the current year and $1.4 mil-
lion PAL in the budget year to fund
consultant services to assist in the
accelerated sale of State property. This
proposal will allow DGS to sell another
parcel of the Agnews Developmental
Center in Santa Clara, the California
Institute for Men in Chino, and the Bay
Area Research and Extension Center in
Santa Clara. The combined sale of
these properties is estimated to gener-
ate at least $85 million in additional
General Fund revenue in 2002-03.

Office of Emergency Services

In time of major emergency or disaster
in California, the Office of Emergency
Services (OES) coordinates emergency
response activities to save lives, reduce
property loss, and expedite recovery.
The Governor’s Budget proposes
$644.2 million ($63 million General
Fund, $575.4 million federal funds, and
$5.8 million other funds) and 511 per-
sonnel years for OES.

State Strategic Committee on Terrorism—
The Budget proposes $562,000 and
three personnel years in 2002-03 for

support and coordination of the State
Strategic Committee on Terrorism
(SSCOT). The Committee was estab-
lished to address and carry out emer-
gency preparedness and response and
recovery activities related to acts of
terrorism. This augmentation will
provide OES with the necessary re-
sources to coordinate federal, state, and
local anti-terrorism programs; conduct
assessments of the risks associated with
terrorist threats; and provide support to
the existing statewide regional mutual
aid anti-terrorism working groups.
Since the September 11 attacks,
SSCOT has been directed to evaluate
the potential threat of terrorist attacks
on the public and private infrastructure
that support and protect the people and
economy in California, including food
and agriculture, transportation, and
public health.

Immediately following September 11,
OES deployed several Urban Search
and Rescue Task Forces to provide
assistance and support in the New
York City rescue operations. In
addition, OES established a toll-free
24-hour Safety Information and
Referral Line to address safety con-
cerns of Californians. The informa-
tion line provides callers with advice
on personal and family preparedness
as well as a referral network to obtain
additional information.

Franchise Tax Board

The Franchise Tax Board (Board)
administers the personal income tax,
corporation tax, and several non-tax

2002-03

Governor's Budget Summary 254



collection and audit programs, which
together contribute over 64 percent of
General Fund revenue. The Governor’s
Budget proposes total expenditures of
$437.4 million and 5,395.8 personnel
years to support the Board.

Tax Processing—In 2002-03, the
Franchise Tax Board will save $461,000
in tax return processing costs and

17.1 personnel years because more
taxpayers are voluntarily filing their
returns electronically. The number of
electronically filed returns was up

17 percent last year and is expected to
climb another 15 percent in 2001-02
and 16 percent in 2002-03. The
Governor’s Budget provides additional
electronic-file savings by proposing that
tax practitioners who prepare 100 or
more tax returns file their clients’ returns
electronically. This measure will save
$2.2 million and 80 personnel years in
2002-03.

The Board’s budget also includes an
additional $4.3 million and 53.5 person-
nel year savings due to other program
adjustments. Total reductions, includ-
ing those that were redirected to gener-
ate additional revenue, represent

3 percent of the Board’s General Fund
budget. This preserves activities needed
to ensure collection of the revenues
critical to the operation of State
government.
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and $4.5 million will return $52.0 mil-
lion in 2002-03. A collections augmen-
tation of 78.8 personnel years and

$6.2 million will return $27.5 million in
2002-03.

In addition, the Budget includes
$288,000 for security improvements at
the Fresno Field Office.

Child Support Enforcement—Chapter
479, Statutes of 1999, requires the
Board to develop a single, statewide,
automated child support collection
system to track child support cases,
collect payments from delinquent
parents, and disseminate payments to
the appropriate family. This is the
California Child Support Automation
System (CCSAS). When completed in
2005, CCSAS will meet federal require-
ments for collecting and distributing
child support payments. For 2002-03,
the Administration will pursue federal
legislation to eliminate the penalties
currently imposed. This is discussed in
more detail under the Department of
Child Support Services.

The 2000 Budget Act provided funding
for the Board to implement Chap-

ters 478 and 480, Statutes of 1999,
which expanded its responsibility for the
collection of overdue child support
payments until the statewide, auto-
mated system is in place. This interim
system, known as the California Arrear-

9

The Budget also proposes to augment age Management Project, was designed ?

auditing and collections to address to provide centralized management of

workload that has a revenue-to-cost child support arrearages and was A\

return greater than 5:1. An audit expected to increase child support I——

augmentation of 44.6 personnel years collections by $70 million annually 1 1R
when fully implemented. / T
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However, due to a loss of federal funds
for the project and the concerns that
the interim system would delay CCSAS,
the Board recommended that the
interim system be scaled back.

Consistent with that recommendation,
Chapter 111, Statutes of 2001, reduced
the system requirements of the interim
project, which is now called the Child
Support Replacement Project, so that
the Board’s child support collection
could continue without endangering the
statewide project. The 2002-03 Budget
adds 21.9 personnel years to augment
the manual collection of child support
arrearages and is expected to generate
an additional $19 million in child-
support payments to families.

Board of Equalization

The Board of Equalization (Department)
administers 21 tax programs, including
the sales and use tax and the motor
vehicle fuel license tax. These programs
generate approximately 30 percent of
General Fund revenue. The 2002-03
Governor’s Budget proposes total expen-
ditures of $311.7 million and 3,657.9 per-
sonnel years for the Department.

In response to the State’s fiscal condi-
tion, the Governor’'s Budget proposes a
reduction in the Department’s budget of
$7.6 million ($6.2 million General Fund,
$1.4 million reimbursements) and

146 positions. This reduction, which
represents three percent of the Board's
General Fund budget, preserves

activities needed to ensure collection of
the revenues critical to the operation of
both State and local government.

In addition, the Budget proposes to
address cigarette and tobacco tax
evasion, which has steadily increased
since the passage of Proposition 10 in
1998. The redirection of 9.9 personnel
years of sales tax investigators to ciga-
rette and tobacco tax investigation
activities will help ensure that cigarette
and tobacco product purchases are
made from legitimate sources.

California Victim
Compensation and
Government Claims Board

The Victim Compensation and Govern-
ment Claims Board (Claims Board)
compensates victims of violent crimes
and eligible family members for certain
crime-related financial costs, considers
civil claims against the State, and
protects the public against improper
acts of state agencies. The Budget
proposes $155.4 million and 342 per-
sonnel years for the Claims Board.

Hearing Officers—The Budget in-
cludes a redirection of $468,000 (Resti-
tution Fund) and five personnel years to
implement the use of hearing officers in
its victims claim program. The hearing
officers will improve the level of services
provided to victims by accelerating the
timeframes in which appeals can be
heard and resolved, traveling to the
communities in which victims reside,

2002-03

Governor’s Budget Summary 256



and offering additional privacy and
personal attention to victims during the
appeals process.

Claims Review Units—The Budget
includes an augmentation of $966,000
(Restitution Fund) to establish Claims
Review Units within the Joint Powers
Authority (JPA) counties that administer
the victims of crime program locally.
This augmentation will ensure the
continued allocation of federal funding
by providing for the implementation of
audit findings resulting from a federal
review of the JPAs’ claims process.

Department of
Veterans Affairs

The Department of Veterans Affairs is
responsible for providing services to
California veterans and their depen-
dents. The Department administers the
Cal-Vet Farm and Home Purchase
Program, assists veterans in obtaining
State and federal benefits to which they
are entitled, and operates veterans
homes in Yountville, Barstow, and Chula
Vista. The Governor’s Budget includes
$338.6 million and 1,831 personnel
years to support the Department’s
various programs.

Since 1998-99, the General Fund
operating budgets for the veterans
homes has increased $23 million, or

60 percent, over actual 1998-99 Gen-
eral Fund expenditures. This increase is
attributable to the opening of the Chula
Vista Home in 2000 and numerous
program improvements that ensure that
residents receive quality nursing and
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medical care. These enhancements
demonstrate the Administration’s
continued commitment to improve the
services offered to veterans at the
Homes and include patient care staff
recruitment and retention incentives,
increases in medical and related staff,
additional therapeutic and recreational
staff, and significant environmental and
facility improvements.

Barstow Veterans Home—The
2002-03 Budget for the operation of the
Barstow Home anticipates that the
Skilled Nursing Facility will achieve
certification in early 2002. Additionally,
it assumes that the Barstow Home will
be fully occupied in all levels of care by
September 2002.

Chula Vista Home—The Budget for
the operation of the Chula Vista Home
assumes the Home will receive Skilled
Nursing Facility licensure in early 2002
and full occupancy in all levels of care
will be achieved by September 2002.

Military Department

The Military Department is responsible
for the command, leadership, and
management of the California Army and
Air National Guard, whose purpose is to
provide military service support to
California, as well as the nation. These
services are provided through 118 ar-
mories, 10 air bases, and 3 army bases
located throughout California. The
Governor’s Budget proposes $95.9 mil-
lion and 825 personnel years for the
Department. The Department also
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receives an additional $464.1 million in
federal funds that are not deposited in
the State treasury.

The Budget includes reductions for the
Department totaling $1.4 million and
one personnel year as follows:

+ $1 million for the Army Division
Armory Maintenance program.

% $155,000 for the Youth Programs
Division.

%+ $247,000 and one personnel year
for the California Cadet Corps
program.

Despite these reductions, the Military
Department’s proposed budget reflects
an increase of $39 million over expendi-
tures in fiscal year 1998-99, including
an increase of $11.3 million General
Fund to support programs such as the
Turning Point Academy, Oakland
Military Institute, California Cadet Corps,
and the Veteran's Funeral Honor Guard
program.

Terrorism/Bridge Guarding Support—
The Budget includes $3.9 million
federal funds for 2001-02 and $6 mil-
lion federal funds for 2002-03 to sup-
port the cost of providing military
security support at the Golden Gate,
San Francisco-Oakland Bay, Vincent
Thomas, and Coronado bridges in
response to the terrorist acts of Sep-
tember 11, 2001.

Turning Point Academy—The Budget
includes $3 million General Fund and
32 personnel years to continue the

operation of the Turning Point Academy,
which is a reduction of $4.4 million for
this program. This reduced expenditure
level for the budget year is based on a
lower projected cadet enrollment.
However, the Administration will pro-
pose legislation to expand the eligibility
criteria for the program.

Department of
Industrial Relations

The primary functions of the Depart-
ment of Industrial Relations (DIR) are
to protect the workforce, improve
working conditions, and advance
opportunities for profitable employ-
ment. The Governor’s Budget pro-
poses $258.7 million and 2,616
personnel years for DIR. Since
1998-99, the total General Fund
resources allocated for DIR programs
have increased by $14.1 million, or
10 percent. Specific programmatic
enhancements over this period in-
clude a 21 percent increase for the
Division of Occupational Safety and
Health (DOSH), a 61 percent increase
for the Division of Labor Standards
Enforcement, and a 125 percent
increase for the Division of Appren-
ticeship Standards.

The 2002-03 Budget for DIR reflects a
General Fund reduction totaling ap-
proximately $17.4 million. The majority
of these reductions affect the Division of
Workers’ Compensation and DIR’s
administrative programs. General Fund
savings is also achieved by maximizing
the use of Targeted Inspection and
Consultation Funds in DOSH and by
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increasing the proportion of wage
claims being paid directly from the
Uninsured Employers Fund. As a result,
DIR’s important worker safety, labor
standards enforcement, and job training
programs are not affected by General
Fund reductions in the Department.

Workers’ Compensation Studies—
The 2002-03 Budget includes $1.2 mil-
lion for the Commission on Health and
Safety and Workers’ Compensation to
conduct three new research projects
related to the improvement of the
workers’ compensation permanent
disability system and benefits. These
proposed projects will analyze the use of
social welfare programs by injured
workers, determine the adequacy of
future medical payments, and measure
the full employer cost associated with
injuries.

Farm Labor Contractor License
Verification and Enforcement—The
Budget provides $354,000 and four
personnel years for the Division of
Labor Standards Enforcement to
implement Chapter 157, Statutes of
2001. Chapter 157 required the estab-
lishment of Farm Labor Contractor
Verification and Enforcement Units to
assist growers and other contractors
with license verifications, and to enforce
farm labor licensing requirements. This
proposal also increases expenditure
authority from the Farmworkers’ Reme-
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Department of
Food and Agriculture

The Department of Food and Agricul-
ture (DFA) is responsible for protecting
and promoting California’s agriculture,
providing leadership in the development
of agricultural policy, and enforcing
weights and measures standards in
commerce. The DFA’s activities include
prevention and eradication of harmful
plant and animal pests and disease,
marketing and export assistance to the
agriculture industry, and assistance to
county agricultural commissioners and
local fairs. The Governor’s Budget
proposes $259 million ($103 million
General Fund and $156 million in other
funds) and 1,937 personnel years for
the Department.

Specialty Crop Support Program—
The Budget includes an augmentation
of $63.8 million in federal funds in
2001-02. Of these available funds,

$45 million has been set aside for
market promotion and development
programs such as “Buy California,” an
intrastate market promotion program
that is currently supported by a General
Fund appropriation and industry funds.
Other proposed uses include agricul-
tural research and pest management,
and competitive grants in areas such as
food safety, consumer education, and
nutrition (including school nutrition).

9

. . . \
dial Acco.unt (FRA) to address antici- Plant Pest Prevention Comprehensive 1
pated claims increases as a result of Strategy—The Budget continues )
Chapter 147, Statutesf of 2001, which $11 million General Fund and 158 per- \
expanded the types of payments that sonnel years for the Plant Pest Preven- T\
can be made from the FRA. tion Comprehensive Strategy to reduce 1 1R
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the growing threat to California from
invasive pests. This program perma-
nently includes the Mediterranean Fruit
Fly Preventative Release Program and
related public outreach activities,
including the maintenance of an
Internet site.

Microbiological Data Program—The
Budget includes $700,000 in federal
funds and six personnel years for
California to participate in a new federal
program testing fresh fruits and veg-
etables at the retail sale level. This data
collection effort will allow for more
intensive contaminant identification
training in DFA chemistry labs. This
funding will also allow DFA staff to be
better prepared for potential outbreaks
of food contamination.

Secretary of State

The Secretary of State (SOS) is the
chief election officer of the State and is
responsible for the administration and
enforcement of election laws. The
office is also responsible for the admin-
istration and enforcement of laws
pertaining to filing documents associ-
ated with corporations and limited
partnerships and for the preservation of
documents and records having histori-
cal significance. The Budget proposes
$75.8 million and 451 personnel years
for the Secretary of State’s Office.

Business Automation Program
Phase [I—The Budget proposes

$5.7 million Business Fees Fund to
continue funding for the second phase

of the Business Automation Program.
Phase | of this project, funded in the
2000 Budget Act, will address standard-
ization of the Uniform Commercial
Code. Phase Il will automate other
business processes with overall goals to
provide accurate and reliable data,
standardize and simplify the processing
of business and security interest filings,
reduce turnaround time, and provide
services through the Internet.

Local Mandate Funding

Article XIII B, Section 6 of the California
Constitution, requires the State to
provide a subvention of funds to reim-
burse local governments for the costs of
increased levels of service whenever the
Legislature or any State agency man-
dates a new program or higher level of
service on any local government entity,
unless specified exemptions apply.
Over the past several years, appropria-
tions for reimbursable state mandated
local programs have been deficient by
significant amounts. Because local
entities have up to 18 months after the
year in which costs were incurred to
submit reimbursement claims, these
deficiencies are largely due to claims
submitted against prior budget acts.

Based on the most recent deficiencies,
the 2001 Budget Act includes

$18.0 million set aside in the reserve to
fund deficient appropriations for reim-
bursable state mandated local pro-
grams, anticipated to be funded in the
2002 Mandates Claims Bill. The
2002-03 Budget proposes an additional
$30 million.
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Capital Outlay

Recognizing California’s current economic condition, public works
projects have become increasingly more important. Besides addressing public
health, safety, and other critical infrastructure needs throughout the State, con-
struction projects can provide an important economic stimulus for the State’s
economy. While the 2001 Budget Act provided $1.802 billion for State infrastruc-
ture needs, California’s current economic situation calls for accelerated public

works spending.

Public works spending has long been
recognized as a means of strengthening
weak economies and balancing macro-
economic fluctuations, when imple-
mented in a timely manner. Infrastruc-
ture development stimulates the
economy by creating jobs and spurring
demand for materials and services,
which in turn creates additional eco-
nomic activity. It is estimated that

19 jobs are created for every $1 million
of State infrastructure spending.

Economic Stimulus Package

In an effort to boost the State’s
economy, the Administration is sponsor-
ing legislation in the current year to
authorize and fund an Economic Stimu-
lus Package. This package will appro-
priate $678.3 million from lease-rev-
enue bonds to accelerate new public
works projects that will stimulate the
economy and create more than 13,000
new jobs.

The proposed Economic Stimulus
Package consists primarily of the accel-
eration of the construction of educa-
tional facilities for higher education.

CAPITAL

OUTLAY

plete and the projects are ready to
proceed to construction. The package
includes $279 million for University of
California, $191 million for California
State University, and $170 million for
the California Community Colleges. In
addition, the package includes $7 mil-
lion to replace aging fire stations for the
Department of Forestry and Fire Protec-
tion, and $31 million for various other
projects.

Capital Outlay Program

In addition to the Economic Stimulus
Package, the Governor’s 2002-03
Budget proposes $1.235 billion for the
capital outlay program, not including
funding for transportation, K-12
schools, and State conservancies (the
Business, Transportation, and Housing,
Education, and Natural Resources
sections describe the funding provided
for those programs). Of this amount,
$979 million is for continuing phases of
previously approved projects, and
$256 million is for new projects. Fund-
ing for this program comes from a
number of sources including the

General Fund, various special funds, W\

These projects are best positioned to be general obligation (GO) bonds, lease-

accelerated because the planning and revenue bonds, and federal funds. B \1 1\1\
design phases are substantially com- Figure CO-1 summarizes the proposed
N
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Figure CO-1
Capital Outlay
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capital outlay program and the
Economic Stimulus Package, by
agency, as well as by funding source.
This will result in over $7.336 billion
invested in capital outlay during the
course of this Administration. Figure
CO-2 summarizes the capital outlay
program for each agency for the last
four years.

2002-03 Highlights

Highlights of the proposed 2002-03
capital outlay program and Economic
Stimulus Package are as follows:

Higher Education: The 2002-03
capital outlay program and Economic
Stimulus Package total $1.15 billion.
This will result in over $3.74 billion of
funding for this program area over the
last four years.

California State University:

$258.8 million—This amount, pro-
posed from future GO bonds, includes
$110.4 million for the continuation or
completion of 20 previously approved
projects at 15 campuses, and

$128.4 million for 10 new projects at

9 campuses. The Budget provides an
additional $20 million for minor projects
at CSU’s 23 campuses. CSU’s funding
places priority on vital infrastructure
projects such as critical telecommmuni-
cations infrastructure improvements at
eight campuses. CSU’s funding also
addresses existing space deficiencies
and enrollment growth. Examples of
CSd projects include replacing the
current Physical Science Building at Los
Angeles; constructing a new classroom/
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office facility for general academic,
business administration, political sci-
ence, and economic programs at San
Marcos; and renovating and replacing
engineering and architecture program
buildings at San Luis Obispo.

An additional $191.3 million from lease-
revenue bonds is proposed as part of
the Administration’s Economic Stimulus
Package to accelerate three projects.

California Community Colleges:
$169.4 million—Funding includes
$166.4 million for the continuing
phases of 76 projects at 53 campuses,
and $3 million to begin three new fire,
life, and safety projects at three cam-
puses. The total includes $7.6 million
Higher Education Capital Outlay Bond
Fund of 1998 (Proposition 1A) funding
and $161.8 million in proposed GO
bonds. These projects will correct
seismic deficiencies, provide program-
matic upgrades in instructional and
library facilities, and construct new
classrooms and laboratories for growth.

An additional $170.5 million lease-
revenue bonds is proposed as part of
the Administration’s Economic Stimulus
Package to accelerate 11 projects.

University of California: $85.9 million—
This amount includes $46.7 million for

15 new and $39.2 million for 5 continu-
ing projects at the 9 existing campuses
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Laboratory seismic correction at Davis
and $3 million Water Bond for the
Watershed Science Research Center at
Davis.

The Budget proposes projects to
address three primary areas: replace-
ment of aging facilities; renovations to
address fire, life, and safety, and seismic
concerns; and construction of new
facilities to accommodate enrollment
growth. Examples of new UC projects
include seismic projects at Berkeley,
Davis, and Los Angeles; enrollment
growth projects including the construc-
tion of a new computer science facility
at Irvine, renovation and expansion of
the biomedical library at San Diego, and
construction of a new Humanities and
Social Sciences Facility at Santa Cruz.
Continuing projects include the con-
struction of a Biological Sciences
Building at Riverside and an Engineer-
ing and Science building at Santa Cruz.

An additional $279 million from lease-
revenue bonds is proposed as part of
the Administration’s Economic Stimulus
Package to accelerate seven projects.

Hastings College of Law: $831,000—
This amount addresses health and
safety deficiencies at the college’s San
Francisco instructional facility.

California State Library—The
Administration’s Economic Stimulus

and the new campus at Merced. The Package includes $10.5 million to ‘\l

total includes $8.6 million Proposition 1A renovate space for the Sutro Library as

bonds and $74 million in proposed GO part of a joint library project with Califor- A\

bonds. The remainder consists of nia State University at San Francisco. __—\

$356,000 General Fund for the Thurman 1 ik
/M
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State and Consumer Services—The
2002-03 capital outlay program and
Economic Stimulus Package total
$286.3 million.

Department of General Services
(DGS): $174 million—Funding for
DGS is comprised of two major pro-
grams—the Statewide office building
program and the seismic retrofit pro-
gram:

Statewide Office Building Program:
$152.9 million—This amount of lease-
revenue bonds is to continue the
renovation of the Food and Agriculture
Building at 1220 N Street, the Educa-
tion Building, and Office Building 8
concurrently with Office Building 9.

An additional $13.2 million of lease-
revenue bonds is proposed to acceler-
ate the Bonderson building renovation
project as part of the Administration’s
Economic Stimulus Package.

Seismic Retrofit Program: $21.1 million—
DGS administers the State’s seismic
retrofit program to minimize risk to life
resulting from major earthquakes by
rehabilitating State-owned buildings.
The criteria and evaluation process
developed by DGS has been used to
assess the relative risk of State build-
ings, and to fund those buildings that
pose the greatest risk to the occupants
during a major earthquake. The 1990
Seismic Bond Act provided $250 mil-
lion in GO bonds for the purpose of
earthquake safety improvements of
State buildings.

This budget includes the final

$21.1 million of the $250 million in
Seismic Bond proceeds to ensure that
existing seismic retrofit projects will not
be terminated, thereby maintaining the
State’s efforts to address this critical
safety issue. A total of $46.6 million
General Fund will be needed in 2003-04
to complete those projects already
started, and an additional $54.9 million
General Fund will be needed in the
future to complete the retrofit of the
remaining State facilities currently
identified as seismic risks.

California Science Center: $96.9 million—
This amount includes $19.1 million
from lease-revenue bonds and an
anticipated $77.8 million from private
sources and other governmental funds
for the construction of Phase Il of the
California Science Center. The project
is a four-story addition to the existing
California Science Center, which com-
bines science exhibits with live animal
exhibits, including a two-story reef tank.

Franchise Tax Board: $288,000—This
General Fund amount is for security
improvements at the Fresno Field
Office to complete standardization of
security measures at the Board’s vari-
ous office buildings.

Resources Agency—The 2002-03
capital outlay program and Economic
Stimulus Package total $154.4 million.
This will result in over $1.341 billion in
capital outlay funding for this agency
over the last four years.
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Department of Parks and Recreation:
$58.2 million—This amount includes
$51.6 million ($34.8 million bond
funds, $8.2 million reimbursements,

$7 million special funds, and $1.5 mil-
lion federal funds) for 20 previously
approved projects and 13 new projects;
$6.1 million ($2.2 million special funds
and $3.9 million bond funds) for minor
projects; and $530,000 ($500,000
bond funds and $30,000 special funds)
for project planning. The new projects
include acquisitions, historical restora-
tions, development and maintenance of
existing day use and campground
parks, environmental restoration at
existing parks, and wastewater improve-
ments.

Department of Forestry and Fire
Protection (CDF): $52.8 million—This
amount includes $52.4 million lease-
revenue bonds for 21 continuing
projects, and $485,000 General Fund
for one minor capital outlay project.
One of the continuing projects will
relocate CDF’s South Operations
Headquarters to a site at March Air
Force Base.

As part of the Administration’s Eco-
nomic Stimulus Package, $6.5 million
lease-revenue bonds will be proposed to
accelerate four projects.

California Conservation Corps:
$12.9 million—This amount includes
$12.3 million lease-revenue bonds for
one continuing project and $659,000
General Fund for the minor capital
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outlay program. The continuing project
is to replace a residential facility due to
a lease expiration.

Department of Boating and Water-
ways: $9.8 million—This Harbors and
Watercraft Revolving Fund amount
includes $4.3 million for various phases
of three Boating and Instruction Safety
Centers, $366,000 for the planning
phases of two major boat launching
facility projects, $135,000 for project
planning, and $5 million for the minor
capital outlay program.

Department of Water Resources:
$9.6 million—This amount includes
$7.2 million General Fund and $2.4 mil-
lion from local reimbursements for four
previously approved flood control
projects.

Department of Fish and Game:

$3.9 million—This amount includes
$250,000 Park Bond and $14,000
federal funds for the planning phases of
a new Research and Education Center
at the Elkhorn Slough Ecological
Reserve, and $3.5 million various
special funds for minor capital outlay
projects.

Business, Transportation, and Housing—
The 2002-03 capital outlay program
and Economic Stimulus Package total
$106.9 million.

Department of Transportation:

$86.4 million—This amount includes
$2.3 million for one new project to
replace the Marysville District Office
Building. Also included is $72.6 million
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to replace the San Diego District Office
Building, and $11.5 million to complete
two seismic projects. The total is
comprised of $72.6 million lease-
revenue bonds and $13.8 million State
Transportation Fund.

Department of the California High-
way Patrol: $12.2 million—This
amount includes funding for three
continuing projects to replace field
offices in Monterey, South Lake Tahoe,
and Williams.

Department of Motor Vehicles:

$8.3 million—This amount includes
$7.3 million for the Sacramento Head-
quarters Building 3™ Floor Asbestos
Removal and Seismic Retrofit as well as
three other projects.

Health and Human Services
Agency—The 2002-03 capital outlay
program and Economic Stimulus
Package total $73 million.

Department of Health Services
(DHS): $47.7 million—This amount
includes $47.5 million lease-revenue
bonds for the continuing phase of the
Phase IlI office building at the Rich-
mond Laboratory Campus. The office
building will be the third and final phase
of the Laboratory Campus, and will
house all administrative and support
staff associated with Bay Area laboratory
programs. Also included is $150,000
General Fund to complete a study that
will identify DHS’ future laboratory
needs in Southern California.

Department of Mental Health:

$21.5 million—This amount includes
$21.4 million lease-revenue bonds for
continuing phases of three projects, and
$94,000 General Fund for one new
project. The new project will make
upgrades to the electrical generator
plant at Patton State Hospital.

Department of Developmental Ser-
vices: $3.7 million—This General
Fund amount will complete security
improvements at the Lanterman Devel-
opmental Center.

Legislative, Judicial, and Executive—
The 2002-03 capital outlay program
and Economic Stimulus Package total
$44.1 million.

Judicial Council: $31.9 million—This
amount, from lease-revenue bonds,
provides for the continuation of two new
courthouse projects for the Fourth
Appellate District in Santa Ana and the
Fifth Appellate District in Fresno.

Department of Justice: $10.5 million—
This amount includes $5 million Gen-
eral Fund for the Statewide DNA Labo-
ratory, and $5.5 million lease-revenue
bonds for the Santa Barbara Replace-
ment Laboratory.

Office of Emergency Services:
$1.6 million—This General Fund
amount provides for the design and
construction of a perimeter fence for
the new Headquarters and Control
Center.

2002-03

Governor’s Budget Summary 266



Youth and Adult Correctional
Agency—The 2002-03 capital outlay
program and Economic Stimulus
Package total $41.5 million.

California Department of Corrections:

$22.5 million—This amount includes
$4.3 million General Fund and

$12.8 million lease-revenue bonds for
the continuing phases of 10 previously
approved projects; $1.9 million General
Fund to begin 2 new projects; $3 mil-
lion General Fund for statewide minor
projects; and $500,000 General Fund
for statewide budget packages. The
proposed new projects address critical
infrastructure deficiencies at California
Institution for Men and Salinas Valley
State Prison.

Department of the Youth Authority:
$19 million—This amount includes
$2.3 million General Fund for minor
capital outlay projects and master
planning, and $16.7 million lease-
revenue bonds for the continuing
phases of four previously approved
projects.

General Government—The 2002-03
capital outlay program and Economic
Stimulus Package total $41.5 million.

Department of Food and Agriculture:
$21.2 million—This amount includes
$11.2 million lease-revenue bonds and
$10 million State Highway Account
Funds for the continuation the Yermo
and Dorris agriculture inspection
stations.

CAPITAL

OUTLAY

Military Department: $9.5 million—
This amount includes $6.3 million
General Fund for the continuing phases
of two projects, $2.3 million General
Fund for one new project, and
$855,000 for minor capital outlay
projects. In addition, the federal gov-
ernment will be contributing another
$13.9 million for the Azusa and
Lancaster armories.

Department of Veterans Affairs:
$2.6 million—This amount will fund
major and minor projects at the
Yountville Veterans’ Home, including
$2 million ($253,000 General Fund,
$617,000 Veterans’ Home Fund, and
$1,145,000 Federal Funds) for two
previously approved projects, and
$359,000 ($126,000 Veterans’ Home
Fund and $233,000 Federal Funds) for
two new projects. The new projects
consist of renovating a 1.25 million
gallon capacity water system and the
Memorial Chapel. The Budget also
includes $273,000 General Fund for
minor projects.

Current year adjustments include

$6.6 million in reimbursement authority
as part of the Administration’s Eco-
nomic Stimulus Package to renovate
the Lincoln Theater.
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Figure CO-3
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Debt Service On Bonds

The debt service cost displayed in
Figure CO-3 represents the combina-
tion of the annual cost of general
obligation bonds and lease payments
for lease-revenue bonds. Total annual
debt service costs are $3.250 billion in
2001-02, and are estimated to be
$3.653 billion in 2002-03.

General Obligation Bonds—California
currently owes $20.5 billion in principal
on outstanding non-self liquidating
general obligation (GO) bonds as of the
end of calendar year 2001. The State
General Fund cost for the payment of

Debt Service Cost as Compared to the
Percentage of General Fund Revenues
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interest and redemption on these bonds
is $2.5 billion in 2001-02, and is esti-
mated at $2.6 billion in 2002-03.

Lease-Revenue Bonds—The State
also uses lease-revenue bonds to
supplement the GO bond program.
The lease-revenue method of financing
projects has been used for higher
education facilities, State prison con-
struction, general-purpose office build-
ings, and other types of projects when a
lease can be created that provides a
marketable security for the issuance of
the bonds.

Outstanding lease-revenue bonds
totaled $6.379 billion as of December

1, 2001, and are estimated to total
$6.749 billion as of June 30, 2002, and
$6.510 billion as of June 30, 2003. The
cost for lease payments (principal and
interest) was $533.1 million in 2000-01,
and is estimated to be $525.7 million in
2001-02 and $555.1 million in
2002-03.

A common measure of bonded indebt-
edness is the ratio of net tax-supported
debt to General Fund revenues. Using
this measure, California’s General Fund
debt ratio for 2001-02 is 4.6 percent
and would rise to a maximum of

5.4 percent in 2003-04. This increase
is the result of education and resources
general obligation bonds authorized by
voters statewide up through 2000.
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Ile fiscal effect of the following issues is reflected in statewide items rather
than in individual budgets. These amounts will be allocated to individual budgets in

the future.

2001-02 Operating Expenses
and Equipment Reduction

The Governor’s October 2001 Executive
Order D-49-01 directed State depart-
ments to initiate various cost savings
measures to effect a minimum

$150 million statewide reduction in
2001-02 operating expenses and
equipment costs. The cost savings
measures included canceling or post-
poning non-essential travel; reducing,
canceling, or postponing any new
contract or agreement for the purchase
of goods or services; and, when pos-
sible, canceling and disencumbering
the balance of any existing contract or
purchase agreement. Departments
have reported savings of approximately
$178 million as a result of this directive.
This amount will be reverted from
individual appropriations pursuant to
urgency legislation to implement the
proposals contained in the Proposed
Reduction in 2001-02 Spending plan
released in November 2001.

1999-00 and 2000-01

sion. Departments reported potential
disencumbrances for both years of
approximately $40 million as a result of
this review. This amount will be re-
verted from individual appropriations
pursuant to urgency legislation relating
to the Proposed Reduction in 2001-02
Spending plan released in November
2001.

2001-02 Local
District Projects

The Proposed Reduction in 2001-02
Spending plan released in November
2001 proposed to revert $30 million of
the approximately $65.5 million General
Fund appropriated for local district
projects. An exemption mechanism
was established to ensure projects for
which resources have been obligated
are not jeopardized if the absence of
State funding would result in a loss of
jobs or matching funds and resources.
A reversion item to capture the General
Fund savings will be proposed through
urgency legislation.

Disencumbrances Hiring Freeze

The Governor’s Executive Order In response to the State’s continuing N

D-49-01 also directed State depart- fiscal difficulties, the Governor issued ]

ments to review 1999-00 and 2000-01 Executive Order D-48-01 in October D\

encumbrances, for which goods and 2001, requiring State agencies and

services had not been received, for departments to implement a hiring )

potential disencumbrance and rever- freeze through June 2003. The Univer- 1 'IR

/o
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sity of California and the California State
University are requested to comply with
the hiring freeze; however, participation
is limited to a level that will not interfere
with meeting their core educational
missions. The hiring freeze prohibits
the use of new hires to fill State posi-
tions, excluding specified positions
related to public health, safety, security,
and other positions producing State
revenues. The hiring freeze is estimated
to result in General Fund savings of up
to $13 million in 2001-02 and $20 mil-
lion in 2002-03.

Pro Rata Assessments

The 2002-03 Pro Rata plan includes
additional allocations to special funds that
have not been assessed in the past, but
should appropriately be assessed. These
special funds receive services from the
central service agencies and should share
in the cost of these services.

These additional allocations are dis-
played in the Fund Condition Statement
of specific governmental cost funds and
in [tem 9900 (Statewide General Admin-
istrative Expenditures). The additional
allocations will increase recoveries to
the General Fund by an estimated

$24 million.

Anti-Terrorism Costs

The Governor's 2002-03 spending plan
includes $350 million from the federal
government to help offset or fund the
costs of anti-terrorism activities. The
Budget proposes $129 million of federal
appropriations in 2001-02 and 2002-03

for protection and interdiction efforts by
the California Highway Patrol that would
otherwise be funded from the Motor
Vehicle Account. Additionally, $24 mil-
lion of federal funding is proposed for
bridge security system improvements
that Caltrans made in 2001-02, and
$9.9 million for the Military Depart-
ment’s bridge security efforts.

The Budget proposes a statewide
control section to allocate the remain-
ing $187 miillion in federal funds to
State departments and local agencies.
Of this amount, the Budget reflects
$10 million expended in 2001-02 and
$10 million in 2002-03 through reim-
bursement of General Fund expendi-
tures, and authorizes the allocation of
the remaining federal funds to various
high priority needs in 2002-03. See the
section on Assuring the Public Safety
for more information on California’s
response to terrorism.

Employee Compensation

The Administration successfully negoti-
ated Memoranda of Understanding
(MOdUs) with 15 of the 21 Collective
Bargaining Units (Units). Of the 15 ne-
gotiated MOUs, 8 have been ratified,
and the remaining 7 are awaiting
ratification by both the membership of
the Units and the Legislature. The
Administration is continuing negotia-
tions with the remaining 6 Units without
MOUs. Generally, for excluded employ-
ees, the Administration authorized
salary and benefit adjustments similar to
those provided to corresponding repre-
sented employees.
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The Budget includes $64.3 million
($41.8 million General Fund) in
2001-02 to fund compensation and
benefit adjustments for represented
employees in the Units with MOUs
pending ratification, and for represented
employees in the 6 units that are
anticipated to reach agreement. For
2002-03, the Budget includes

$209.7 million ($130 million General
Fund) for the continuation costs of
employee compensation adjustments
for both represented and excluded
employees. Approximately one-half of
the ongoing cost for employee com-
pensation is attributable to increases in
the employer’s maximum monthly
contribution for health benefits.

Health and Dental
Benefits for Annuitants

The Budget includes an increase of
$67.9 million General Fund (from
$485.8 million to $553.7 million) for
annuitant health and dental benefits in
2002-03 due to health premium in-
creases and enrollment growth.

Controlling the
Growth of State Government

The Administration has made and is
continuing to make a concerted effort
to contain the growth of State govern-
ment and to reduce the number of

STATEWIDE

ISSUES

reductions resulted from a review of

29 of the largest State departments
(i.e., those with over 1,000 personnel
years). In addition, 600 vacant positions
expired or were eliminated in 2000-01.
The Administration also supported a law
change to eliminate any position con-
tinuously vacant for six months within
the fiscal year. For the 2001-02 Budget,
the Administration reviewed the 50 larg-
est State departments (i.e., those with
over 300 personnel years, including the
original 29 departments), and reduced
another 2,500 vacancies, for a total of
6,600 vacancies eliminated over the
two-year period.

As a result of the Administration’s
efforts, the number of continuously
vacant positions eliminated increased
from 94 to 536 due to of the six-month
limitation on continuously vacant
positions. In addition, for the 29 largest
departments, the percentage of excess
vacancies decreased from 5.4 percent
in 1998-99 to 5.1 percent in 2000-01.

In light of the first year’s results, the next
phase of the Administration’s effort to
reduce excess vacancies will consist of
the following four actions:

% In spring 2002, the Administration
will review 11 of the original 29 de-
partments that experienced prob-
lems with excess vacancies in
2000-01, such as the excess va-

9

excess vacant positions in State service. cancy rate remaining high, or the ?
number of excess vacancies either
The Administration first addressed increasing or not decreasing as W\
vacant positions in spring 2000, when it expected. The 11 departments to —\
reduced 3,500 excess vacant positions be further reviewed include: N R\
from the 2000-01 Budget. These
2
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Department of Fish and Game

Department of Water Resources

State Water Resources Control
Board

Department of Toxic Substances
Control

Department of Mental Health

Employment Development Depart-
ment

Department of Rehabilitation

Department of Corrections

Department of Youth Authority

Department of Industrial Relations

Department of Food and Agriculture

In spring 2002, the Administration
will review vacant positions in the
following 25 departments that have
from 75 to 300 personnel years and
have not yet been reviewed:

Department of Information
Technology

Office of the Inspector General

Office of Planning and Research

State Treasurer’s Office

California Science Center

State Personnel Board

Department of Financial Institutions

Department of Corporations

California Housing Finance Agency

Department of Managed Care

State Lands Commission

Department of Boating and Water-
ways

Office of Environmental Health
Hazard Assessment

Area Boards on Developmental
Disabilities

Department of Aging

Department of Community Services
and Development

A X4

Department of Child Support
Services

Board of Prison Terms

State Library

Commission on Teacher
Credentialing

California Community Colleges

Office of Criminal Justice Planning

State Public Defender

Department of Personnel Adminis-
tration

Fair Political Practices Commission

The Administration will examine the
feasibility of a law change that
would eliminate positions continu-
ously vacant for six months, regard-
less of fiscal year. Such a change
would require a significant and
potentially costly change to the
nearly thirty-year old position control
system in the State Controller’s
Office (SCO). A new Human
Resources Management system
would have replaced this system,
but this project has been suspended
due to the State’s current fiscal
situation. The SCO'’s costs to
comply with a pending law change
will be evaluated, and if feasible, the
funding will be addressed in the
spring.

In spring 2003, the Administration
will review those departments
among the second group of 50 that
had problems with excess vacancies
in 2001-02.

The current hiring freeze is expected
to increase vacancies across all
departments. Additionally, the two
current year operating expense and

2002-03

Governor's Budget Summary 272




equipment reductions may affect
vacancies, as departments may
have to suspend critical hiring to

ensure they make their reductions.

These reductions may complicate
the review of excess vacancies.
However, it still should be possible
to identify and address underlying
problems.

STATEWIDE

ISSUES

The Administration remains committed
to controlling the growth of State
government and maximizing the use of
existing personnel to meet the service
demands of the citizens of the State.
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Budgetary Process

The Governor’s Budget is the result of a process that begins more than one year before the
budget becomes law. When presented to the Legislature on January 10 of each year, the
Governor’s Budget incorporates revenue and expenditure estimates based upon the most
current information available through late December. In the event that the Governor wants to
change the budget presented to the Legislature, including adjustments resulting from changes in
population, caseload, or enrollment estimates, the Department of Finance (Finance) proposes
adjustments to the Legislature during budget hearings through Finance Letters. During late spring,
usually May, Finance submits revised revenue and expenditure estimates for both the current and
budget years to the Legislature. This update process is referred to as the May Revision. Finance
also prepares monthly economic and cash revenue updates during the fiscal year. Listed below
are the key documents used in the budget process.

Title Purpose Prepared/Issued By When
Budget Letters and Man- Convey Administration guidelines Governor/Finance January
agement Memos for budget preparation to agen- through

cies and departments. December

Budget Change Proposal Document that proposes to main- Agencies and depart- July through
tain or change the existing level ments submit to September
of service. Finance for analysis

Governor’s Budget Governor’s proposed budget for Governor/Finance January 10
the upcoming fiscal year.

Governor’s Budget Summary A summary of the Governor’s Governor/Finance January 10
Budget.

Budget Bill Requests spending authorization Finance/Legislature January 10

to carry out Governor’s expendi-
fure plan (legislafive budget deci-
sion document).

Budget Analysis Analysis of the budget, including Legislative Analyst February
recommendations for changes o
the Governor’s Budget.

May Revision of General Update of General Fund rev- Finance Mid-May
Fund Revenues and enues, expenditures, and reserve
Expenditures estimates based on the latest

economic forecast,

Budget Act The primary annual expenditure Legislature/Governor Late June
authorization as approved by the
Governor and Legislature, includ-
ing a listing of Governor’s vetoes.

Final Budget Summary Update of the individual Budget Finance Late July-
Act items with changes by the August
Governor’s vetoes, including bud-
get summary schedules.

Final Change Book Update of changes o the de- Finance Late July-
tailed fiscal information in the August
Governor’s Budget.
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Glossary of Budget Terms

The following budgetary terms are used frequently
throughout the Governor’s Budget, the Gover-
nor's Budget Summary, and the annual Budget
(Appropriations) Bill. Definitions are provided for
terminology that is common to all publications. For
definitions of terms unique to a specific program
areq, please refer to the individual budget presen-
tation.

Administration Program:

The general program name used by departments
for an accounting of centfral management costs
such as the Director’s Office, Legal Office, Human
Resources, Accounting, and Business Services
functions that generally serve the whole depart-
ment, i.e., indirect or overhead costs.

“Administration-distributed’” is the general pro-
gram name for the distribution of indirect costs to
the direct program activities of a department. In
most departments, all administrative costs are dis-
fributed to other programs.

Allocation:

A distribution of funds or an expenditure limit es-
tablished for an organizational unit or function.

Appropriation:

An authorization from a specific fund to a specific
agency or program to make expenditures/incur
obligations for a specified purpose and period of
fime. The Budget Act contains many approprio-
tions or items. These appropriation items are lim-
ited to one year, unless otherwise specified. Ap-
propriations are made by the Legislature in the
annual Budget Act and in other legislation. Con-
finuous appropriations (see definition below) can
be provided by legislation or the California Consti-
fution.

Augmentation:

An increase to an appropriation, as provided by
various control sections, Budget Bill language, or
legislation.

Authorized Positions:

Regular ongoing positions approved in the final
budget of the preceding year less positions
abolished because of continued, extended va-
cancy. The detail of authorized positions by classi-
fication is published in the Salaries and Wages

Supplement for State organizations. Changes in
authorized positions are listed following each de-
partment’s budget presentation in the Governor’s
Budget. (See Proposed New Posifions.)

Balance Available:

Generally, the portion of a fund balance that is
available for appropriation. It is the excess of
assetfs of a fund over its liabilities and reserves; or
commonly called amount available for appropria-
fion. It is also the unobligated balance of an
appropriation.

Baseline Budget:

A baseline budget reflects the anfticipated costs of
carrying out the current level of service or activities
as authorized by the Legislature. It may include an
adjustment for cost increases, but does not in-
clude changes in level of service over that autho-
rized by the Legislature.

Budget, Program/Traditional:

A plan of operation for a specific period of time
expressed in financial terms. A program budget
expresses the operating plan in terms of the costs
of activities to be undertaken to achieve specific
goals and objectives. A fraditional budget ex-
presses the plan in terms of the costs of the goods
or services to be used to perform specific func-
tions.

The Governor’s Budget is primarily a program bud-
get. However, a summary of proposed expendi-
tures for goods and services (Summary by Object)
is included for State Operations.

Budget Bill/Act:

The initial Budget Bill is prepared by the Depart-
ment of Finance (Finance) and is submitted to the
Legislature in January, accompanying the Gover-
nor’'s Budget. It is the Governor’s proposal for
spending authorization for the subsequent fiscal
year. The Constitution requires the Legislature to
pass the Budget Bill and forward it by June 15 1o
the Governor for signature. After signature by the
Governor, the Budget Bill becomes the Budget
Act. The Budget Act is the main legal authority to
spend or obligate funds.
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Budget Change Proposal (BCP):

A BCP is a proposal to change the level of service
or funding sources for activities authorized by the
Legislature, or to propose new program activities
not currently authorized.

Budget Year (BY):

The next fiscal year, beginning July 1 and ending
June 30, for which the Governor’s Budget is sub-
mitted. The year following the current fiscal year.

Capital Outlay (CO):

The expenditure of funds to acquire land or pay
the cost of planning and construction of new
buildings, or additions to and modification of ex-
isting buildings, and the eqguipment which is re-
lated to such construction.

Carryover Appropriations:

The balance of appropriations available for ex-
penditure in years subsequent to the year of en-
actment.

Category:

A grouping of related objects of expenditure
(goods or services), such as Personal Services,
Operating Expenses and Equipment, and Special
[tfems of Expense.

Changes in Authorized Positions:

A schedule included in each budget presentation
in the Governor’s Budget which reflects personnel
staffing changes made subsequent to the adop-
fion of the current year budget (transfers, positions
established, and selected reclassifications). It also
includes proposed new positions and reductions
of positions for the budget year.

Character of Expenditure:

A classification identifying the purpose of the ex-
penditures. (See State Operations, Local Assis-
tance, and Capital Outlay.)

Codes, Uniform:

A set of codes, used in all major fiscal systems of
California State government. These codes identify
organizations, programs, funds, appropriation
structures, receipts, and line-item objects of ex-
penditure. The Uniform Codes Manual, published
by Finance, lists all such uniform codes. (See Sec-
fion 1.50 of the Budget Act for an explanation of
the codes used for Budget Act appropriation
items.)

Continuous Appropriation:

An amount, specific or estimated, available each
year under a permanent constitutional or statutory
expenditure authorization that exists from year to
year without further legislative action. The amount
available may be a specific, recurring sum each
year,; all or a specified portion of the proceeds of
specified revenues that have been dedicated
permanently to a certain purpose; or whatever
amount is required for the purpose as determined
by formula—such as school apportionments.

Control Sections, Budget Act:

The Budget Act is divided into sections. Section
1.00 establishes a citation for the legislation. Sec-
tion 1.50 provides a description of the format of
the act. Section 2.00 contains the itemized appro-
priations. Sections 4.00 through 99.50 are general
sections, also referred to as control sections, that
generally provide additional authorizations or
place additional restrictions on one or more of the
itemized appropriations confained in Section 2.00.

Cost of Living Adjustments (COLAs)
Statutory/Discretionary:

Increases provided in State-funded programs that
include periodic adjustments predetermined in
State law (statutory), e.g.. K-12 education appor-
tfionments; and adjustments that may be estab-
lished at optional levels (discretionary) by the Leg-
islature each year.

Current Year (CY):

A term designating the operations of the present
fiscal period, as opposed to the past or future
periods (i.e., the fime period we are in now). For
the State, the fiscal year begins July T and ends
the following June 30.

Deficiency:

A lack or shortage of (1) money in a fund,
(2) expenditure authority due to an insufficient
appropriation, or (3) expenditure authority due to
a cash problem, e.g., reimbursements not re-
ceived on a timely basis.

Encumbrance:

An obligation placed on an appropriation to pay
for goods or services that have been ordered by
means of contracts, salary commitments, etc., but
not yet received.

Appendix 3



Expenditure:

Generally, this ferm designates the amount of an
appropriation used for goods and services
whether paid or unpaid, including expenses, pro-
visions for debt retirement not reported as a liability
of the fund from which retired, and capital outlays
where the accounts are kept on an accrual basis
or a modified accrual basis. Where the accounts
are kept on a cash basis, the ferm designates only
actual cash disbursements.

Enroliment, Caseload, & Population (ECP):

Adjustments that occur due to increases/
decreases in enrollment for the educational seg-
ments, caseload adjustments for programs such as
Medi-Cal and human services programs, and
population adjustments for State hospitals and
youth and correctional facilities.

Federal Funds:

In State budget usage, this term describes all funds
received directly from an agency of the federal
government but not those received through other
State departments. Generally, State departments
must initially deposit such federal funds in the
Federal Trust Fund, a fund in the State Treasury.

Final Budget:

The final budget is the Governor's Budget as
amended by action tfaken on the Budget Bill. A
Final Change Book is published by Finance after
enactment of the Budget Act to reflect the
changes made by the Legislature in their review of
the Budget Bill and by the Governor by power of
line item veto. It includes a detailed list of changes
by item number.

Finance Letters:

Proposals made by the Director of Finance to the
chairpersons of the committees in each house of
the Legislature that consider appropriations to
amend the Budget Bill and Governor’s Budget
from that submitted January 10 to reflect a revised
plan of expenditure for the Current or Budget Year.

Fiscal Year (FY):

A 12-month State accounting period that varies
from the calendar year and the federal fiscal year.
In California State government, the fiscal year runs
from July 1 through the following June 30. It is the
period during which obligations are incurred, en-
cumbrances are made and appropriations are
expended. The Governor’s Budget presents three
years of detailed fiscal data for the past, current,
and budget years.

The State fiscal year is often referenced by the first
calendar year of the fiscal year, e.g., "'02"" or
12002 means the 2002-03 fiscal year. By conftrast,
the federal fiscal year is referenced by the last
calendar year of the fiscal year, e.g., ""'03"" or
2003 means the 2002-03 fiscal year, and lasts
from October 1, 2002 through September 30, 2003.

Fund:

A legal entity that provides for the segregation of
moneys or other resources in the State Treasury for
specific activities or obligations in accordance
with specific restrictions or limitations. A separate
set of accounts must be maintained for each fund
to show its assets, liabilities, reserves, and fund
balance, as well as, its income and expenditures.
The assets of a fund may also be placed into
separate accounts to provide for limitations on
specified fund income or expenditures.

(See "‘Description of Fund Classifications in State
Treasury,”” which follows in this volume.)

Fund Balance:

Excess of the assets of a fund over its liabilities. (See
“"Balance Available.”)

Fund Condition Statement:

A statement included in the Governor’s Budget for
the General Fund, special funds, special accounts
in the General Fund, selected bond funds, and
selected nongovernmental cost funds to disclose
beginning reserves, revenues and transfers, expen-
ditures, fund balance, and ending reserves.

General Fund (GF):

The General Fund is the predominant fund for
financing State government programs. It is used to
account for revenues that are not specifically
designated to be accounted for by any other
fund. The primary sources of revenue for the Gen-
eral Fund are the personal income tax, sales tax,
and corporation taxes. A complete itemization of
the revenue sources are listed in Summary Sched-
ule 8. The General Fund is used as the major
funding source for education (K-12 and higher
education), health and human services programs,
youth and adult correctional programs, and tax
relief. Summary Schedule 9 provides a listing of
expenditures for the General Fund.

Intraschedule Transfer:

A control section of the Budget Act authorizes
Finance to augment or reduce any program,
project, or function by fransfer fromm any other
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program, or project or function within the same
appropriation.

Generally, fransfers cannot exceed, in the aggre-
gate, 20 percent of the amount scheduled. Lower
limits exist for aqppropriations which exceed
$2,000,000.

ltem:

(See *Appropriation.’”)

Governmental Cost Funds:

(See "'Special Funds.”")

Limited-Term Positions:

A limited-term position is any position that has
been authorized for a specific length of tfime with
a set termination date. Limited-term positions may
be authorized during the budget enactment pro-
cess or in fransactions approved by Finance.

Line-ltem:

(See ""Objects.””)

Local Assistance:

Expenditures made for the support of local gov-
ernment activities.

Local Mandates:

(See *‘State-Mandated Local Program.””)

May Revision:

An annual update to the Governor’s proposed
January budget containing revised General Fund
revenues, and specified expenditures for the Gov-
ernor’s Budget. Finance is required to submit its
May Revision to the Legislature by May 14.

Merit Salary Adjustment:

A cost factor resulting from the periodic increase in
salaries paid to personnel occupying authorized
positions. Personnel generally receive a salary ad-
justment of five percent per year to recognize
proficiency in the work performed up to the upper
salary limit of the classification.

Minor Capital Outlay:

Minor Capital Outlay consists of construction
projects or equipment acquired to complete a
construction project estimated to cost less than
$250,000.

Objects (line-items):

A subclassification of expenditures based on type
of goods or services. For example, the Personal
Services category includes the objects of Salaries
and Wages and Staff Benefits. These may be
further subdivided info line items such as State
Employees’ Retirement, Workers” Compensation,
etfc. Objects do not reflect a function or purpose
to be served by the expenditure. A Summary by
Object is provided for each department’s budget
in the Governor’s Budget for State Operations and
Local Assistance, where applicable. Finance pub-
lishes a Uniform Codes Manual which reflects the
standard line-item objects of expenditure.

Past Year (PY):

The fiscal year just completed. (See Fiscal Year.)

Personnel Years:

The actual or estimated portion of a position ex-
pended for the performance of work. For ex-
ample, a full-time position that was filled by an
employee for half of a year would result in an
expendifure of 0.5 personnel years.

Positions:

(See "'Authorized Positions. ")

Programs:

The activities of an organization grouped on the
basis of common objectives. Programs are com-
prised of elements that can be further divided into
components and tasks (the lowest defined pro-
gram activity).

Proposed New Positions:

A request for an authorization for the employment
of additional people for the performance of work.
Proposed new positions may be for limited fime
periods (limited-term) and for full or less than full-
time. Proposed new positions may be for an au-
thorization sufficient to employ one person, or for a
sum of funds (blanket) from which several people
may be employed.

Proposition 98:

An initiative passed in the November 1988, and
amended in the June 1990, election that provides
a minimum funding guarantee for school districts,
community college districts, and other State
agencies that provide direct elementary and sec-
ondary instructional programs for Kindergarten
through grade 14 (K-14) beginning with fiscal year
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1988-89. Also, used to refer to any expenditures
that fulfill the guarantee.

Reappropriation:

The extension of the availability of an approprio-
tion for expenditure beyond its set fermination
date, usually for the same purpose. Reappropria-
fions are usually authorized by the Legislature for
one year extensions at a time.

Receipts:

Describes an increase in the assets of a fund
including revenues, as well as, fransfers from other
funds, federal receipts, and fund reimbursements.

Reconciliation With Appropriations:

A statement in each budget presentation that sets
forth the source and amount of appropriations, by
fund, available to the department and the dispo-
sifion of such appropriated funds. Statements are
presented by fund for each character of expen-
diture, i.e., State Operations, Local Assistance, and
Capital Outlay.

Reimbursements:

An amount received as a repayment of the cost of
work, or service performed, or of other expendi-
tures made for, or on behalf of, another govern-
mental unit or department. Reimbursements
represent the recovery of an expenditure. Reim-
bursements are available for expenditure in ac-
cordance with the budgeted amount (scheduled
in an appropriation).

Reserve:

An amount set aside in a fund balance to provide
for expenditures from the unencumbered bal-
ances of continuing appropriations, economic un-
certainties, future apportionments, pending salary
or price increase appropriations, and appropria-
tions for capital outlay projects.

Revenue:

The addition of cash or other current assets of
governmental costs funds (receipts) that do not
increase any liability or reserve and do not repre-
sent the recovery of an expenditure, i.e., reim-
bursements. Generally, revenue is derived from
taxes, licenses and fees, or investment earnings.
Revenues are deposited in a fund for future ap-
propriation.

Reversion:

The return of the unused portion of an approprio-
tion to the fund from which the appropriation was
made. The undisbursed portion of an appropria-
tion reverts two years (four years for federal funds)
after the last day of availability for encumbrance.
The Budget Act often provides for the reversion of
unused portions of appropriations when such re-
version is to be made prior to the statutory limit.

Salary Savings:

Salary savings reflect personnel cost savings result-
ing from vacancies and downward reclassifica-
tions as a result of turnover of employees. The
amount of budgeted salary savings is an estimate
generally based on past experience.

Special Fund for Economic Uncertainties:

Statutes and the conftrol sections of the Budget
Act provide for the establishment of a Special
Fund for Economic Uncertainties in the General
Fund and a reserve for economic uncertainties in
each special fund to provide for emergency situ-
afions.

Special Funds:

Special funds is a generic term used for **govern-
mental cost funds’’ other than the General Fund.
Governmental cost funds are commonly defined
as those funds used to account for revenues from
taxes, licenses, and fees where the use of such
revenues is restricted by law for particular func-
tions or activities of government. Examples of spe-
cial funds are the transportatfion funds, fish and
game funds, and the professions and vocations
funds. Revenues, expenditures, and the condition
of special funds are summarized in Schedules 8, 9,
and 10 in the Governor’s Budget Summary.

Staff Benefits:

An object of expenditure for the State costs of
contributions for employees’ retirement, OASDI,
health benefits, workers’ compensation, unem-
ployment insurance, industrial disability leave ben-
efits, and nonindustrial disability leave benefits.

State Appropriations Limit (SAL):

The State Appropriations Limit is defined in
Section 8 of Article Xlll B of the California Constitu-
tion. It was enacted by the passage of Proposition
4 at the November 6, 1979, general election. This
initiative imposed a limit on the annual growth in
the level of certain appropriations from fax pro-
ceeds. The growth in the appropriations limit is
calculated using the prior year’s limit, adjusted for
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changes in the cost of living and the change in
population. Other adjustments may be made for
such reasons as the transfer of services from one
governmental entity to another.

State-Mandated Local Program:

State reimbursements to local governments for the
cost of activities required by legislative and execu-
five acts. This requirement was established by
Chapter 1406, Statutes of 1972 (SB 90) and further
ratified by the adoption of Proposition 4 (a consti-
futional amendment) at the November 6, 1979,
general election. (See ‘‘Governor’s Budget: 8885
Commission on State Mandates.”")

State Operations:

Expenditures for the support of State government,
exclusive of capital outlay, and expenditures for
local government activities.

Summary by Object:

A summary of past, current, and budget year
expenditures for goods and services for each or-
ganization presented for State Operations, Local
Assistance, and Capital Outlay expenditures.

Summary of Program Requirements:

At the front of each departmental budget is a
Summary of Program Requirements. It presents the
various departmental programs by title, dollar to-
tals, personnel years, and source of funds for the
past, current, and budget years.

Summary Schedules:
The Governor’s Budget Summary includes sched-
ules which summarize State revenues, expendi-

tures, and other fiscal and personnel data for the
past, current, and budget years.

Tax Expenditures:

Subsidies provided through the taxation systems.
Transfers:

As reflected in fund condifion statements, transfers
reflect the movement of resources from one fund
to another based on statutory authorization or
specific legislative transfer authority.

Unencumbered Balance:
The balance of an appropriation after encum-

brances (balances on Controller’s records after
accruals are posted).

Appendix 7



Description of Fund Classifications

in the Treasury

Revenues and expenditures in the program bud-
get and the summary schedules reflect the activi-
ties of many separate funds. Summary Schedule
10 provides a complete list of governmental cost
funds. The Index lists those funds for which Fund
Conditions are included in the budget and refer-
ences the page number. General Fund and Spe-
cial Fund expenditures represent the cost of gov-
ernment and are included in budget totals, and
along with selected Bond Funds, are included in
the overall expenditure totals.

General Fund. Used to account for all revenues
and activities financed therefrom that are not
required by law to be accounted by any other
fund. Most State expenditures are financed from
the General Fund. Normally, the only difference
between the General Fund and the other govern-
mental costs funds is the restriction placed on the
use of the other governmental cost funds.

Special Funds. Consists of governmental cost
funds used to account for faxes and revenues that
are restricted by law for particular functions or
activities of government. The funds included in
these classifications are primarily for the regulation
of businesses, professions, and vocations; tfranspor-
tation; law enforcement; and capital outlay.

General Fund Special Accounts. Legislatively
created accounts or dedicated revenues within
the General Fund. Moneys credited to such ac-
counts may be used only for the purposes speci-
fied in the legislation. As a result of Chapter 942,
Statutes of 1977, these special accounts are
freated as special funds, and revenues and ex-
penditures are included in the special fund totals
in the summary schedules of the budget. They are
therefore excluded from the General Fund unre-
stricted revenues, expenditures, and reserves.

Other Funds. Expenditures from funds that do not
represent a cost of government are not included
in the budget fotals. They consist of moneys that
were derived from sources other than general or
special taxes, licenses, fees, or other state rev-

enues. Included are receipts from the federal
government, funds created for accounting pur-
poses, receipts from sale of lands, or moneys held
in trust. These funds are segregated into the follow-
ing classifications:

Working Capital and Revolving Funds. Funds cre-
ated to finance internal service activities rendered
by a State agency to other State agencies or to
local governments for which charges are made at
cost. The charges are reflected as expenditures in
the budget of the agency receiving the commod-
ity or service.

Public Service Enterprise Funds. Self-supporting
activities operated by the State for the benefit of
the public. Funds are derived fromm charges to
those who use the service and no support is de-
rived from taxes, licenses, or other State revenues.

Bond Funds. Used to account for the receipt and
disbursement of proceeds from the sale of bonds
and to finance projects for which the bonds were
authorized. Expenditures are considered a cost of
government at the fime interest payments are
made and as the bonds are redeemed.

Retirement Funds. Moneys held in trust by the
State for retirement benefit payments.

Trust and Agency Funds. Funds holding moneysin
frust pending disbursements to frustors, moneys
received from the federal government to be ex-
pended for specific purposes, and other funds
that do not derive their sources from taxes or other
State revenues, or are in the nature of transitory
funds created for the convenience of accounting
receipts or disbursements that are not necessarily
revenues or expenditures.

Selected Bond Funds. Selected bond funds are
General Obligation Bond funds that are nonself-
liquidating. Included in the overall expenditure
totals of Schedules 1 and 9 for budget purposes
are expenditures from the selected bond funds.
The following page provides a complete listing of
those selected bond funds.
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Fund
No.

6004

6011
0546

6026

0743

0404

0703

0740
0737

0764

6029

0730
6022

6018

0297

6025
0796

0409
0414
0423
0422
0788

0768

0445
6006
6003
6005
0748

0710
0782

Fund Name
Agriculture and Open Space Mapping
Subaccount
Arroyo Pasajero Watershed Subaccount

Bay-Delta Ecosystem Restoration Ac-
count

Bay-Delta Multipurpose Water Manage-
ment Subaccount

Bond Proceeds Account, State School
Building Lease-Purchase Fund

Central Valley Project Improvement Sub-
account

Clean Air and Transportation Improve-
ment Fund

Clean Water Bond Fund, 1984 State

Clean Water and Water Conservation
Fund, State

Clean Water and Water Reclamation
Fund, 1988

Clean Water, Clean Air, Safe Neighbor-
hood Parks, and Coastal Protection
Fund, California

Coastal Conservancy Fund of 1984, State

Coastal Nonpoint Source Control Subac-
count

Coastal Watershed Salmon Habitat Sub-
account

Community and Economic Development
Fund

Conjunctive Use Subaccount

County Correctional Facility Capital Ex-
penditure and Youth Facility Bond
Fund, 1988

Delta Levee Rehabilitation Subaccount !

Delta Recreation Subaccount

Delta Tributary Watershed Subaccount !

Drainage Management Subaccount !

Earthquake Safety and Housing Rehabili-
tation Bond Account, Housing Rehabili-
fation Loan Fund, California

Earthquake Safety and Public Building
Rehabilitation Fund of 1990

Feasibility Projects Subaccount !

Flood Control Subvention Subaccount
Floodplain Mapping Subaccount
Flood Protection Corridor Subaccount

Fish and Wildlife Habitat Enhancement
Fund

Hazardous Substance Cleanup Fund

Higher Education Capital Outlay Bond
Fund

Fund
No.

0785

0791

0705

0658

0574

6028

0714

6027

6017

0720
0443
0794

05643
6019

0722
0751
0746
6000

0545
6015
0544

6001

0707

0793

0005

6016

6009

0424
0653
0418

Fund Name
Higher Education Capital Outlay Bond
Fund, 1988

Higher Education Capital Outlay Fund,
June 1990

Higher Education Capital Outlay Bond
Fund of 1992

Higher Education Capital Outlay Bond
Fund of 1996

Higher Education Capital Outlay Bond
Fund of 1998

Higher Education Capital Outlay Bond
Fund of 2002

Home Building and Rehabilitation Fund

Interim Water Supply and Water Quality
Infrastructure and Management Sub-
account

Lake Elsinore and San Jacinto Watershed
Subaccount

Lake Tahoe Acquisition Fund

Lake Tahoe Water Quality Subaccount !

Library Construction and Renovation
Fund, California

Local Projects Subaccount !

Nonpoint Source Pollution Control Subac-
count

Parkland Fund of 1984
Prison Construction Bond Fund, 1990
Prison Construction Fund, 1986

Public Library Construction and Renova-
tion Fund, California

River Parkway Subaccount !

River Protection Subaccount

Sacramento Valley Water Management
and Habitat Project Subaccount !

Safe Drinking Water, Clean Water, Water-
shed Protection, and Flood Protection
Bond Fund

Safe Drinking Water Fund, California

Safe Drinking Water Fund of 1988, Califor-
nia

Safe Neighborhood Parks, Clean Water,
Clean Air, and Coastal Protection Bond
Fund

Santa Ana River Watershed Subaccount

San Lorenzo River Flood Control Subac-
count

Seawater Intrusion Control Subaccount !
Seismic Retrofit Bond Fund of 1996
Small Communities Grant Subaccount !
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Fund

No.
0413
6008
0417
6020
0119
0797
6007
0701
6021

6014

Fund Name

South Delta Barriers Subaccount !

State Capital Protection Subaccount

State Revolving Fund Loan Subaccount !

State Revolving Fund Loan Subaccount

State School Facilities Fund, 1998

Unallocated Bonds Funds-Select

Urban Stream Restoration Subaccount

Veterans’ Home Fund

Wastewater Construction Grant Subac-
count

Water and Watershed Education Subac-
count

! Account or subaccount of Safe, Clean, Reliable, Water Supply Fund

Fund
No.
6023
0446

0790
0744

0419
6013
0786

6010

Fund Name

Water Conservation Account

Water Conservation and Groundwater
Recharge Subaccount !

Water Conservation Fund, 1988

Water Conservation and Water Quality
Bond Fund, 1986

Water Recycling Subaccount !

Watershed Protection Subaccount

Wildlife, Coastal and Park Land Conser-
vation Fund of 1988, California

Yuba Feather Flood Protection Subac-
count
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Description of Key Schedules

The Budget Summary includes summary informa-
fion in various schedules. The following schedules
are those that may be the most useful for the
public, private sector, or other levels of govern-
ment,

SCHEDULE 1. General Budget Summary—
Provides for a summary of total statewide rev-
enues and expenditures for the General Fund and
special funds plus expenditure totals for the se-
lected bond funds.

SCHEDULE 2. Total State Spending Plan—
Provides in a single schedule the State’s total
spending plan. In addition to the General Fund,
special funds, and selected bond funds, expendi-
tures from nongovernmental cost funds, federal
funds, and reimbursements are shown.

SCHEDULE 3A. Tofal State Spending Plan by Gen-
erally Accepted Accounting Principles (GAAP)
Fund Classification—Provides in a single schedule
the State’s Total Spending Plan (Schedule 2) rear-
ranged info GAAP Fund Classifications.

SCHEDULE 3B. Comparison of California’s Cur-
rent Fund Structure and GAAP Fund Stfructure—
Provides a comparison of California’s Current Fund
Structure to GAAP Fund Classifications.

SCHEDULE 4. Personnel Years and Salary Cost
Estimates—Provides personnel year data and cor-
responding dollar amounts by functional break-
down and position classifications. This schedule
reflects net data after salary savings.

SCHEDULE 5A. Statement of Estimated Accounts
Payable and Accounts Receivable—Provides
actual payable and receivable amounts as of
June 30, 2001, and estimated amounts for June 30,
2002, and June 30, 2003.

SCHEDULE 5B. 2000-01 Cashflow Statemenf—
Provides actual receipts, disbursements, borrow-
able resources, and loan balances for fiscal year
2001-02.

SCHEDULE 5C. 2001-02 Cashflow Statement—
Provides projected receipts, disbursements, bor-
rowable resources, and loan balances for fiscal
year 2001-02,

SCHEDULE 5D. 2002-03 Cashflow Statemenf—
Provides projected receipts, disbursements, bor-

rowable resources, and loan balances for fiscal
year 2002-03.

SCHEDULE 6. Summary of State Population, Em-
ployees, and Expenditures—Provides historical
data of state population, employees, and expen-
ditures.

SCHEDULE 7. General Fund: Statement of Finan-
cial Condition—Provides the financial condition of
the General Fund as of June 30 from the most
recently available information from the State Con-
troller.

SCHEDULE 8. Comparative Statement of
Revenues—Provides General Fund and special
fund revenue detailed amounts within three main
breakdowns of: (1) major taxes and licenses,
(2) other revenues, and (3) fransfers.

SCHEDULE 9. Comparative Statement of
Expenditures—Provides a listing of expenditures in
the same order as the printing of budgets dis-
played in the Governor’s Budget for the General
fund, special funds, selected bond funds, and
federal funds for State Operations, Local Assis-
tance, Capital Outlay, and Unclassified.

SCHEDULE 10. Summary of Fund Condition
Statements—Provides for the General Fund and
each special fund the beginning reserve, income,
expenditures, transfers, and ending reserve for
each of the three fiscal years displayed in the
Governor’s Budget.

SCHEDULE 11. Sfatement of General Obligation
Bond and Commercial Paper Debt of the State of
Californiao—Provides a listing of all general obligo-
fion bonds including maturity dates, authorized
amount of bond issues, amounts of unissued
bonds, redemptions, and outstanding issues. It also
provides a listing of authorized and outstanding
commercial paper which is issued in-lieu of gen-
eral obligation bonds.

SCHEDULE 12A. Stafte Appropriations Limit (SAL)
Summary—Provides a summary of Schedules 12B
through 12E, calculates the SAL Appropriations,
displays the SAL Limit, and calculates the SAL Limit
Room or Surplus.

SCHEDULE 12B. Revenues to Excluded Funds—
Provides a listing of revenues to special funds that
are not included in the calculation of total appro-
priafions subject to the State Appropriations Limit.
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SCHEDULE 12C. Non-tax Revenues in Funds Sub-
ject to Limit—Provides a total of nontax revenues
for General and special funds deposited in funds
that are included in the calculation of total appro-
priations subject to the State Appropriations Limit,

SCHEDULE 12D. State Appropriations Limit, Trans-
fer from Excluded Funds to Included Funds—

Provides the detail of tfransfers between funds that
are used in calculating the appropriations subject
to the State Appropriations Limit.

SCHEDULE 12E. Excluded Appropriations—Provides
a disfribution of exclusions from appropriations
subject to the State Appropriations Limit,
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2000-01

Prior year resources available .....................
Revenues and fransfers
EXpendifures.......ccccccviiiiiiiiiiiieinn

FUNd BAIANCE 2 ..o

Reserve for Liquidation of Encum-
DraNCes ™ .....c.ccviviviiiiiiiieiiiieis
Reserves for Economic Uncertainties 3.
Sprefcigl Fund for Economic Uncertain-
TES ¥ it

2001-02

Prior year resources available .....................
Revenues and fransfers...............
Expenditures ......

Fund Balance ?

Reserve for Liquidation of Encum-
DraNCes? .....coivviviiiiiiiiiieiiii
Reserves for Economic Uncertainties °.
Sprefcig/ Fund for Economic Uncertain-
OS2 1ottt

2002-03

Prior year resources available .....................
Revenues and fransfers
Expenditures ..........cccooevvnn.

Fund Balance ?

Reserves for Liquidation of Encum-
DraNCES % ...
Reserves for Economic Uncertainties .
S/oecigl Fund for Economic Uncertain-
HIES ™ oot

SCHEDULE 1

GENERAL BUDGET SUMMARY '
(In Thousands)

Reference
to General Special
Schedule Fund Funds

10 $9,407,564 $5,594,348
8 71,428,156 16,990,945
9 78,052,949 13,971,535
10 $2,782,771 $8,613,758
1,473,192 -
- 8,613,758
1,309,579 -

10 $2,782,771 $8,613,758
8 77,082,627 16,473,524
9 78,379,889 19,940,567
10 $1,485,509 $5,146,715
1,473,192 -
- 5,146,715

12317 -

10 $1,485,509 $5,146,715
8 79,304,508 15,528,081
9 78,805,549 19,112,549
10 $1,984,468 $§1,562,247
1,473,192 -

- 1,662,247

511,276 -

Selected
Bond
Fund

Expenditures

$4,357,076

$4,588,710

$2,118,387

Expenditure
Totals

$96,381,560

$102,909,166

$100,031,485

' The General Budget Summmary includes the revenues and expenditures of all State funds that reflect the cost of State government
and selected bond fund expenditures. The tfransactions involving other nongovernmental cost funds are excluded. The amounts
included in this schedule for expenditures and revenues may not agree with those shown in Schedules 8, 9 and 10 due to

rounding.

2 The Fund Balance for the General Fund includes amounts for unencumbered balances of continuing appropriations at the end
of the 2000-01, 2001-02, and 2002-03 fiscal years of §1,446,075; $1,013,003; and $276,396 (in thousands) respectively.
3 The Special Fund for Economic Uncertainties and the Reserves for Economic Uncertainties provide sources of funds to meet

expenditures.

4 The Reserve for Liquidation of Encumbrances represents an amount which will be expended in the future for State obligations for
which goods and services have not been received. This Reserve treatment is consistent with accounting methodology
prescribed by Generally Accepted Accounting Principles (GAAP) and Government Code Section 13306.
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Schedule 2
TOTAL STATE SPENDING PLAN

This Schedule is included for informational purposes to show in one place the expenditures of all funds which are accounted for
by the State.

A basic premise in a consolidation such as this is that the State is the financial unit and individual funds are subsidiary units fo the
State. This is similar to financial units in the private sector in which diversified commercial corporations with several subsidiaries report
their operation on a consolidated basis—but is a contrast tfo fraditional governmental accountfing, which has held that the
individual funds are the financial units and should not be consolidated with other funds or types of funds. A total consolidation
presents both theoretical and practical problems because of the individual nature of each fund. In essence, each fund is a
separate fiscal and legal entity that operates under the specific legal provisions that created it. Examples of problems which may
arise from an unqualified consolidation are: (1) funds are accounted for in a different manner, (2) duplication of expenditures results,
(3) expenditures from non-state funds are included, and (4) expenditures are included for quasi-state operations such as Workers’
Compensation and for payment of retirement benefits for other governmental units.

In order o minimize misinterpretations, this Schedule is displayed in three parts. Part A summarizes the total State spending plan,
including nongovernmental cost funds. Part B summarizes only expenditures from the funds which are collectively identified as
nongovernmental cost funds. Reimbursements received from the public or other levels of government are deducted from State
expenditures. Part C summarizes these reimbursement expenditures.

TOTAL STATE SPENDING PLAN—PART A
GOVERNMENTAL COST, SELECTED BOND FUNDS, AND FEDERAL FUNDS

As stated above, Part A summarizes expenditures from funds which are traditionally included as part of State expenditure
summaries in the Governor’s Budget and other State financial reports, as well as nongovernmental cost funds. The major portion of
the expenditures shown in Part A is for the General Fund and the various special funds, which are commonly referred to as
“‘governmental cost funds’’. This term is used because these funds are used to account for moneys which are derived from general
and special taxes, licenses, fees, or other revenue sources to provide financing for State activities which are for the general purposes
of State government.

The selected bond funds are included in Part A because of the historical legislative interest in showing these expenditures in
budget totals. It should be noted that there is a duplication in showing these expenditure amounts from bond proceeds because
the expenditures are included both when bond proceeds are spent and when debft service is paid.

The federal funds have also been included in Part A because of interest in the level of the State’s expenditure of federal funds.
The detail of expenditures by department for the General Fund, special funds, selected bond funds and federal funds is shown in
Schedule 9.

TOTAL STATE SPENDING PLAN—PART A
(in Thousands)

2000-01 2001-02 2002-03
State State State
Fund Type Spending Spending Spending
GOVERNMENTAL COST FUNDS
GENERAL FUND ...ttt sse et sn et s e s sne st s sae st s enssnesnennnen 78,052,949 78,379,889 78,805,549
SPECIAL FUNDS.............. 13,971,535 19,940,567 19,112,549
SELECTED BOND FUNDS 4,357,076 4,588,710 2,113,387
TOTAL FUND CLASSIFICATION GOVERNMENTAL COST FUNDS ..........cccoieeereeeereeeeeeeenen $96,381,560 $102,909,166 $100,031,485
NONGOVERNMENTAL COST FUNDS
PUBLIC SERVICE ENTERPRISE FUNDS..........ccceoeitrerireeneeeeesessesessee e saessesessessessessesensesnnns 14,648,802 16,211,052 14,166,831
WORKING CAPITAL AND REVOLVING FUNDS ... 1,456,270 2,889,143 2,301,876
BOND FUNDS—OTHER.........ccccoremurmrrrennenennnns 37,025 32,525 8,378
RETIREMENT FUNDS........ccooenreecrennenenennens 10,371,223 11,154,897 12,000,928
OTHER NONGOVERNMENTAL COST FUNDS ...........ccoeeerierrernenn 26,275,417 27,647,152 28,617,550
TOTAL FUND CLASSIFICATION NONGOVERNMENTAL COST FUNDS..........cccocemerneernereennens $52,788,737 $57,934,769 $57,095,563
FEDERAL FUNDS
FEDERAL FUNDS .......ooeiieerieeecrceee s et s see st s se s s s sse s s snesee e sesme s e e s e enssnesenenneen 41,272,772 46,516,299 47,557,516
TOTAL FUND CLASSIFICATION FEDERAL FUNDS.........ccceitiiiinnerneeeesesse e snee s snesseseseenens $41,272,772 $46,516,299 $47,557,516
TOTAL. .ttt ee et s e s s e e et s e e aeee e s et s ae e ae s e e s e e e ae e Re s e nae e eneeaeenenseneneeaeensrnnnens $190,443,069 $207,360,234 $204,684,564

TOTAL STATE SPENDING PLAN—PART B
NONGOVERNMENTAL COST FUNDS
Nongovernmental cost funds are used to account for moneys which are derived from sources other than general or special taxes,
licenses, fees, or other Safe revenues. Although federal funds and bond funds are classified as nongovernmental costs funds, they
are included in Part A for reasons cited therein. The nongovernmental cost funds shown in Part B are segregated into the following
classifications.
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PUBLIC SERVICE ENTERPRISE FUNDS

Public Service Entferprise Funds are used to account for the fransactions of self-supporting enterprises which render services for a
charge primarily to the general public.

Activities which are accounted through Public Service Enterprise Funds include toll bridges, harbor facilities, disability insurance,
college housing, and veterans farm and home loan financing. Bond funds and sinking funds related to a public service enterprise
are included in this classification.

Public Service Enterprise Funds differ from Working Capital and Revolving Funds in that, in the latter, fees for services rendered are
largely from other State agencies or local governments.

It should be noted that expenditures shown below from the Compensation Insurance Fund do not include benefit payments to
State employees because the State is self-funded. The expenditures shown are benefits paid from funding provided through
insurance premiums and therefore are not true State costs.

WORKING CAPITAL AND REVOLVING FUNDS

Working Capital and Revolving Funds are used to account for the internal service activities rendered by a State agency to other
State agencies or to local governments. Activities which are accounted through Working Capital and Revolving Funds include
centralized purchasing for stores, consolidated data center services, printing, architectural services, manufacturing, surplus money
investment, payroll disbursement, automotive management, and building operations.

Working Capital and Revolving Funds differ from the Public Service Enterprise Funds, which render services primarily fo the general
public. To the extent that services are provided to other State agencies, expenditures shown in Working Capital and Revolving Funds
are duplicative of expenditures shown in the agencies.

BOND FUNDS

Bond Funds are used to account for the receipt and disbursement of bond proceeds. They do not account for bond retirement
since the liability created by the sale of bonds is not a liability of these funds. Bonds are retired and the interest obligations thereon
are paid through the provisions specified in the bond act.

Bond Funds related to a public service enterprise are included in the Public Service Enterprise Fund classification.

RETIREMENT FUNDS

Retirement Funds are used to account for employer and member contributions received by various retirement systems, the
investment of these moneys, annuity payments, refunds to members, and other receipts and disbursements. The amounts shown
below reflect both administrative costs and benefits paid to annuitants. For the Public Employees’ Retirement Fund and the
Teachers’ Retirement Fund, funding includes non-state sources and expenditures therefrom are not frue State costs. Also, costs
funded from amounts transferred into these funds from other State agencies are duplicative of expenditures shown in the agencies.

OTHER NONGOVERNMENTAL COST FUNDS

For selected programs, the State budget has traditionally included funding provided by county funds and university funds for
informational purposes. Because of inclusion in the budget, these expenditures are shown in Schedule 2. The balance of funds
shown in this classification are for Trust and Agency Funds which are used to account for moneys and properties that are received
from other than federal sources and which are held and disbursed from the State Treasury by the State as trustee or custodian.

The following provides detail for the significant funds and amounts which comprise the various caftegories of Nongovernmental
Cost Funds:

TOTAL STATE SPENDING PLAN—PART B
(in Thousands)

2000-01 2001-02 2002-03
Funds Amount Amount Amount
PUBLIC SERVICE ENTERPRISE FUNDS

Housing FInance FuNd, CalifOrMiQ.........cooiiiiiiiiiii i 15,567 18,425 18,425
Water Resources Development Bond Fund " 846,025 367,024 368,384
Central Valley Water Project Const FUNG .....vviviiiiiii s 72,796 126,717 125,170
Central Valley Water Project Revenue Fd ... 249,929 259,943 266,271
Compensation Insurance Fund................. " 3,020,453 4,035,085 4,652,558
Employment Training Fund..................... 163,226 148,988 117,270
Harbors and Watercraft Revolving Fund . 68,183 104,228 85,583
Health Facility Const Loan Insurance Fd .... 13,875 5,468 4,710
Univ Continuing Education Revenue Ed, St ... 151,992 127,827 127,827
Univ Dormitory Revenue Fd, Calif Statfe...... 96,296 112,799 112,799
University Parking Revenue Fund, State...... 41,975 46,241 46,241
Unemployment Compensation Disability Fd.. . 2,494,852 2,893,656 2,798,780
Veterans Farm & Home Building FUN 1943 ... 231,117 229,630 221,995
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2000-01 2001-02 2002-03

Funds—Continued Amount Amount Amount
Child Care Facilities ReVOIVING FUNG ..o -18,225 28,239 23,000
Safe Drinking Water State ReVOIVING FA........ociiiiii -90,319 16,868 16,060
Dept Water Resources Electric POWer FUNO ... 7,292,994 7,657,231 5,155,309
OTHERS ...ttt -1,934 32,683 26,449
TOTAL PUBLIC SERVICE ENTERPRISE FUNDS .......ociiiiiiiiiiiiin s $14,648,802 $16,211,052 $14,166,831

WORKING CAPITAL AND REVOLVING FUNDS

Architecture Revolving Fund 28,905 37,563 34,260
Charter School Revolving Loan Fund.. -17,088 18,636 -
Equipment Service Fund ..o 149,198 162,305 154,341
HHS Agency Data Cir Revolving FUN, CA ... 243,091 307,851 317,868
Mobilehome Manufactured Home Revolv Fd ..., 17,038 17,152 17.394
Public Buildings Construction Fund 358,933 1,685,811 1,095,129
Service Revolving Fund ................... 620,330 572,816 581,661
Water Quality Control Fund, State 7,166 12,298 11,004
Stephen P Teale Data Center REVOIV FA........cccciiiiiiiiiii s 88,023 87,678 93,882
OTHERS ...t -39,326 -2,857 -3,663
TOTAL WORKING CAPITAL AND REVOLVING FUNDS .....ooovviiiiiiiniisinessen s $1,456,270 $2,889,143 $2,301,876
BOND FUNDS—OTHER
School Building Aid FUNG, STATE ..o 37,025 32,525 8,378
TOTAL BOND FUNDS—OTHER ...ttt $37,025 $32,525 $8,378
RETIREMENT FUNDS
Judges’ RETIremMENT FUNG ... 99,807 109,460 114,914
Public Employees’ Retirement FUNG ..o 6,092,559 6,447,966 6,754,363
Teachers’ Retirement FUNA ... 4,171,363 4,589,646 5,123,282
OTHERS ...t 7,494 7,825 8,369
TOTAL RETIREMENT FUNDS ...ttt $10,371,223 $11,154,897 $12,000,928
OTHER NONGOVERNMENTAL COST FUNDS
Indian Gaming Revenue Share Trust FUN ... 24,901 1 46,000
Infrastructure & Economic Devl Bank, Cal .... 96,271 106,859 161,712
Emerg Serv & Supplemental Payments Fund 659,412 669,676 688,993
Student Loan Operatfing Fund ..........ccccoeevn. 123,367 90,870 90,870
Lotftery Education Fund, Calif State.. 889,397 976,085 976,085
Flexelect Benefit Fund ........c.ccoovovnne 15,021 15,873 16,007
Public Employees’ Health Care Fund ..... 565,088 637,843 688,535
Medi-Cal Inpatient Pymt Adjustrnent FUN ... 1,030,775 1,028,288 993,056
University Lottery Education FUN, Cal S....iiviiiiiiiiiiiiis s 35,984 60,085 37,700
School Employees Fund 32,299 37.566 39.097
Inmate Welfare Fund................ 45,164 46,013 45,825
Farmworker Housing Grant FUNG ..o -12,918 13,939 2,857
Forest Resources Improvement FUNG ... 16,918 12,580 14,836
Housing Rehabilitation Loan Fund..... -94,178 42,468 8,902
Trial Court Trust Fund ..........c...... 769,900 924,082 928,098
Special Deposit Fund 12,492 15,603 19,847
Public Employees ContingencCy RES Fd.......oiiiiiiiiiiiiii 9,162 12,175 16,071
Local Property Tax Revenues.................... 12,526,357 13,562,842 14,605,858
Various Other Unallocated NGC Funds......... 211 11,449 -68,139
Higher Education Fees and Income—UC/CC. 1,169,121 1,253,962 1,264,423
University Funds—Unclassified...............c.ccovn.. 4,747,889 4,978,547 5,135,949
Other Unclassified Funds........... 2,277,729 1,335,857 1,034,177
Teachers’ Health Benefits Fund................ 447 22,347 26,007
Child Support Collections Recovery Fund..... - 344,164 347,636
Renewable Energy Loan Loss Reserve Fund. -39,970 10,031 -
Extramural Nonfederal Unclassified Funds..... 1,359,900 1,383,429 1,424,366
Extramural FUNS ..o 7,240 8,578 26,516
OTHERS ...t 7,438 45,940 56,266
TOTAL OTHER NONGOVERNMENTAL COST FUNDS ..ot $26,275,417 $27,647,152 $28,617,550
TOTAL 1ttt s $52,788,737 $57,934,769 $57,095,563
TOTAL STATE SPENDING PLAN—PART C
REIMBURSEMENTS
(in Thousands)
2000-01 2001-02 2002-03
Funds Amount Amount Amount
REIMBURSEMENTS ...ttt 5,566,972 5,798,947 5,674,208
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GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

State funds are classified or grouped for financial reporting using two different perspectives. One perspective is based upon
legal/budgetary requirements and is the perspective used in Governor’s Budget presentations. The second is in accordance with
generally accepted accounting principles (GAAP) for governments.

The objective of GAAP is fo stfandardize the accounting and financial reporting of organizations regardless of customs and
jurisdictional legal provisions. GAAP provides a uniform set of rules so that financial reports are consistent from year to year and
comparable between governmental enfities.

The following two charts illustrate the effect of conversion of legal/budgetary fund classifications to GAAP fund classifications:
Schedule 3A shows the *'Total State Spending Plan”" data shown in Schedule 2 rearranged into the GAAP classifications.
Schedule 3B uses 2002-03 Governor’s Budget totals to show California’s legal/budgetary fund structure compared to GAAP

classifications.

SCHEDULE 3A
TOTAL STATE SPENDING PLAN
BY GAAP FUND CLASSIFICATION
(In Thousands)

GAAP Fund Structure 2000-01 2001-02 2002-03
Governmental Funds
General Funds............. 78,052,949 78,379,889 78,805,549
Special Revenue Funds. 45,386,165 53,695,036 54,062,072
CAPITAl PrOJECT FUNGS 1. vt 582,341 393,954 263,398
Total GOVErNMENTAI FUNTS .....viiiiiiiiii e $124,021,455 $132,468,879 $133,131,019
Proprietary Funds
Enterprise Funds.......... . 12,426,802 14,968,928 12,460,938
Internal Service Funds 1,119,832 1,139,842 1,166,846
TOTAl Proprietary FUNGS .. ..v.viiiii i $13,546,634 $16,108,770 $13,627,784
Fiduciary Funds
RETIEMENT FUNGS. ...t 10,370,746 11,154,238 12,000,248
Trust and Agency Funds—Other .... 11,002,043 14,154,541 10,946,807
Trust and Agency Funds—Federal. 3,905,959 5,273,183 5,661,239
TOTAI FIAUCIANY FUNGS 1. $25,278,748 $30,581,962 $28,608,294
Funds Outside State Treasury
OB 1 27,596,232 28,200,623 29,317,467
Total Funds OUTSIde STATE TIEASUIY .....viiviiiiiiiiiieiie e $27,596,232 $28,200,623 $29,317,467
TOTAL SPENDING, ALL FUNDS ..ottt $190,443,069 $207,360,234 $204,684,564
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SCHEDULE 3B

COMPARISON OF CALIFORNIA LEGAL/BUDGETARY
FUND STRUCTURE AND GAAP FUND STRUCTURE

USING 2002-03 BUDGET TOTALS

(In Thousands)

FUND STRUCTURE BASED ON GAAP CLASSIFICATIONS

Proprietary
Governmental Funds Funds Fiduciary Funds
Total Funds
Special Capital Govern- Internal Trust and Outside
General Revenue Project mental Enterprise Service Retirement  Agency State
CURRENT FUND STRUCTURE Fund Funds Funds Funds Funds Funds Funds Funds Treasury Totals
Governmental Cost Funds
General Fund 78,805,549 - - 78,805,549 - - - - - 78,805,549
General Fund Special Accounts . - 1,235,018 - 1,235,018 72,696 19,094 - 27,490 - 1,354,298
Transportation Funds. - 5,786,485 - 5,786,485 - - - 2,502,909 - 8,289,394
Feeder Funds - - - - - - - 35,896 - 35,896
Other Governmental Cost Funds - 9,421,628 1,333 9,422,961 - - - 10,000 - 9,432,961
Total Governmental Cost Funds............ $78,805,549 $16,443,131 $1,333 $95,250,013 $72,696 $19,094 - $2,576,295 - $97,918,098
Selected Bond FUNGS ... - 667,173 225,877 893,050 - - - 1,220,162 175 2,113,387
Total Governmental Cost Funds and Se-
lected Bond FUNdS.........ccovviviiiiiiniinne $78,805,549 $17,110,304 $227,210 $96,143,063 $72,696 $19,094 - $3,796,457 $175 $100,031,485
Nongovernmental Cost Funds
Public Service Enterprise Funds.... - - 1,603 1,603 11,249,178 - - 2,916,050 - 14,166,831
Working Capital and Revolving Funds.. - 17.394 34,260 51,654 1,091,466 1,147,752 - 11,004 - 2,301,876
Bond Funds—Other..........oooviiiiiiii. - - - - - - - 8,378 - 8,378
Trust and Agency Funds:
Retirement Funds - - - - - - 12,000,248 680 - 12,000,928
Trust and Agency Funds—Federal .. - 36,002,135 - 36,002,135 - - - 5661,239  5894,142 47,557,516
Trust and Agency Funds—Other - 932,239 325 932,564 47,598 - - 4,214,238 - 5,194,400
Other Nongovernmental Cost Funds. - - - - - - - - 23,423,150 23,423,150
Total Nongovernmental Cost Funds..... - $36,951,768 $36,188 $36,987,956 $12,388,242 $1,147,752 $12,000,248 $12,811,589 $29,317,292 $104,653,079
TOTAL SPENDING, ALL FUNDS.... . $78,805,549 $54,062,072 $263,398 $133,131,019 $12,460,938 $1,166,846 $12,000,248 $16,608,046 $29,317,467 $204,684,564
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SCHEDULE 4

PERSONNEL YEARS AND SALARY COST ESTIMATES
(Excludes Staff Benefits)
(Dollars in Thousands)

Under Administration Control

EXECUTIVE ...t
State and Consumer Services....
Business, Transportation and Housing
Business and HOUSING ..o,
Transportation
Technology, Trade and Commerce Agency.
RESOUICES ...t
California Environmental Protection Agency...
Health and Human Services Agency ............
Youth and Adult Correctional Agency..........
Education
K thru 12 EQUCation ..o
Higher Education-Community Colleges/Other.
General Government ...

NET TOTALS, SALARIES AND WAGES................
Not Under Administration Control

Legislative ..
Judicial
Public Employees’ Retirement System
State Teachers’ Refirement System ...
Forestry and Fire Protection
Employment Development Department ......
University of California..........cocvvviiiiiiiiinnn,
Hastings College of the Law ..o,
Callifornia State University .......
Workers” Compensation Benefits.. .
Bureau of State Audifs .......c.ccocvviviiiiiiii,

TOTALS .ot

Personnel Years Dollars

Authorized Estimated Proposed Authorized Estimated Proposed

2000-01 2001-02 2002-03 2000-01 2001-02 2002-03
13,671.8 13,861.6 13,694.1 $716,743 $733,179 $§731,776
13,233.0 13,283.0 13,228.5 610,461 626,119 631,684
2,310.9 2,286.0 2,308.8 119,855 119,133 122,332
42,693.2 42,815.1 42,960.0 2,259,071 2,331,694 2,350,935
364.0 339.0 318.5 19,238 18,207 17,590
14,355.7 14,787.5 14,651.9 733,268 765,606 757,221
4,983.3 4,957.7 4,921.7 274,932 279,512 282,213
31,966.7 31.832.9 31.910.7 1,629,222 1,661,217 1,682,360
51,5617.9 50,486.3 50,269.6 2,828,231 2,788,420 2,825,983
2,942.1 2,999.5 2,971.1 149,838 162,547 163,534
524.7 533.3 499.7 27,493 28,891 27,641
10,071.2 10,039.7 9,926.2 490,149 502,062 509,306
188,634.5 188,221.6 187,460.8 $9,758,501 $9,906,587 $9,992,575
737.0 744.7 733.7 $49,168 $50,192 $51,122
1,480.7 1,564.0 1,549.1 118,321 131,603 134,309
1,543.5 1,659.0 1,664.7 79,806 86,005 87,800
523.5 539.6 566.5 25,168 26,209 27.919
1,445.4 1,540.2 1,639.2 82,067 82,130 87,838
10,616.3 11,033.5 11,281.9 478,939 492,728 504,326
64,714.0 70,294.9 71,696.7 3,265,048 3,600,720 3,701,909
223.1 223.1 223.1 15,947 17,505 17.684
39,765.9 41,155.7 41,155.7 2,049,433 2,153,549 2,153,549
6,538.0 8,443.0 8,700.0 298,619 357,267 396,511
146.0 145.0 144.0 8,367 8,498 8,509
127,733.4 137,342.7 139,254.6 $6,470,883 $7,006,406 $7,171,476
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SCHEDULE 4—Continued

PERSONNEL YEARS AND SALARY COST ESTIMATES

(Excludes Staff Benefits)
(Dollars in Thousands)

Under Administration Control

EXECUTIVE ...
State and Consumer Services
Business, Transportation and Housing ...........
Business and Housing .
TranspOortation ...
Technology. Trade and Commerce Agency.
RESOUICES ...t
California Environmental Protection Agency...
Health and Human Services Agency ............
Youth and Adult Correctional Agency..........
Education
K=12 EAUCAtON.....oviiiiiiiic e
Higher Education-Community Colleges/Other.
General Government ...

NET TOTALS, SALARIES AND WAGES................
Not Under Administration Control

Legislative .
JUAICIAl ..o

Public Employees’ Retirement System
State Teachers’ Refirement System....
Forestry and Fire Protection
Employment Development Department ......
University of California.........ccocvoviviiiiiiiinn,
Hastings College of the Law ...,
California State University .......
Workers” Compensation Benefits.. .
Bureau of State Audifs ...

TOTALS ..ot

Position Classification

CiVIl SEIVICE v
Constitutional ...
STATUTOTNY i
Exempt
Various Departments ...,
Higher Education
University of California..........ccccvvviiiiiniinn,
Hastings College of the Law .
California State University ...

NET TOTALS, SALARIES AND WAGES.................

Personnel Years

Actuals
2000-01

12,609.4
12,693.1

2,189.0
41,873.5
314.8
13,485.6
4,390.4
30,082.0
48,619.9

2,772.4
468.2
8,912.4

178,380.7

672.5
1,277.6
1,376.6
464.7
1,415.5
9,368.3
69,5642.3
223.5
42,067.2
6,325.0

125.0

132,858.2

Personnel Years

Proposed
2002-03

210,1056.5
123.0
178.3

3,333.1
71,896.7

223.1
41,1857

326,715.4

Dollars

 Actuals
2000-01

$676,920
585,300

112,168
2,260,043
17,131
730,828
254,375
1,492,297
2,896,939

141,896
25,636
454,280

$9,647,813

$46,087
108,466
75,271
23,318
80,374
443,990
3,494,611
15,663
2,102,259
276,666
6,996

$6,673,701

Dollars

Proposed

2002-03

$10,997.875
18,705
21,243

253,086
3,701,909

17,684
2,153,549

$17,164,051
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SCHEDULE 5A
CASHFLOW STATEMENTS
STATEMENT OF ESTIMATED ACCOUNTS PAYABLE AND ACCOUNTS RECEIVABLE
GENERAL FUND

(Dollars in Thousands)

Actual 2000-01 Fiscal Year Accruals ' Estimated 2001-02 Fiscal Year Accruals Estimated 2002-03 Fiscal Year Accruals
Accounts Accounts Net Accounts Accounts Net Accounts Accounts Net
payable receivable accruals payable receivable accruals payable receivable qaccruals

June 30, 2001  June 30, 2001  June 30, 2001  June 30, 2002  June 30, 2002  June 30, 2002  June 30, 2003  June 30, 2003  June 30, 2003
STATE OPERATIONS

Legislative/Judicial/Executive ... $288,644 $141,890 $146,754 $297,303 $146,147 $151,156 $306,222 $150,531 $155,691
State and Consumer Services .................... 100,992 84,483 16,509 104,022 87,017 17,005 107,143 89,628 17.515
Business, Transportation and Housing . 106,435 3,961 102,474 109,628 4,080 105,548 112,917 4,202 108,715
Technology, Trade and Commerce ........... 41,060 9,214 31,846 42,292 9,490 32,802 43,561 9,775 33,786
RESOUICES ..vviviviviiiiiiiaiesiteeieseeirae e 979,409 6,519,149 -5,639,740 1,008,791 318,046 690,745 1,039,055 327,587 711,468
California Environmental Protection ........... 124,136 58,789 65,347 127,860 60,553 67,307 131,696 62,370 69,326
Health and Human Services:
Health and Human Services .................... 80,278 274,348 -194,070 82,686 282,578 -199,892 85,167 291,055 -205,888
Developmental Services 48,978 73,316 -24,338 50,447 75,515 —-25,068 51,960 77,780 -25,820
Mental Health 158,723 197,520 -38,797 163,485 203,446 -39,961 168,390 209,549 -41,159
Other Health and Human Services.......... 249,353 177.126 72,227 256,834 182,440 74,394 264,539 187,913 76,626
Education:
Department of Education ..........ccccveeee, 213,679 51,048 162,631 220,089 52,579 167,510 226,692 54,156 172,536
University of California..........ccccevviiienn, 276,676 0 276,676 284,976 0 284,976 293,525 0 293,525
California State University . 291,984 112,842 179,142 300,744 116,227 184,517 309,766 119,714 190,052
Other EAUCAtioN ..o 66,965 10,208 56,757 68,974 10,514 58,460 71,043 10,829 60,214
Youth and Adult Correctional ... 1,018,874 709,849 309,025 1,049,440 731,144 318,296 1,080,923 753,078 327,845
General Government ... -297,665 140,486 -438,151 -306,595 144,701 -451,296 -315,793 149,042 -464,835
Totals, State Operations...............c..c.ccc...... $3,748,521 $8,564,229 -$4,815,708 $3,860,976 $2,424,477 $1,436,499 $3,976,806 $2,497,209 $1,479,597
LOCAL ASSISTANCE
Public SChools K=12 .....cccoiviiiiiiiiiiiiis $1,210,848 $289,272 $921,576 $1,247,173 $297,950 $949,223 $1,284,588 $306,889 $977,699
California Community Colleges ................. 231,638 40,593 191,045 238,587 41,811 196,776 245,745 43,065 202,680
Other EQUCAtioN ..o 17,253 1,982 15,271 17,771 2,041 15,730 18,304 2,102 16,202
Alcohol and Drug Abuse. . 11,580 34,253 -22,673 11,927 35,281 -23,354 12,285 36,339 -24,054
Health Services ... 1,625,278 182,899 1,342,379 1,571,036 188,386 1,382,650 1,618,167 194,038 1,424,129
Developmental Services ............ccocuiiiiins 258,499 340,080 -81,581 266,254 350,282 -84,028 274,242 360,790 -86,548
Mental Health 25,264 140,766 -115,502 26,022 144,989 -118,967 26,803 149,339 -122,536
Social Services 101,531 196,925 -95,394 104,577 202,833 98,256 107,714 208,918 -101,204
Other Health and Human Services............. 68,306 22,546 45,760 70,355 23,222 47,133 72,466 23,919 48,547
General Tax Relief . 3,300 330 2,970 3,399 340 3,059 3,501 350 3,151
Other Local AsSISTANCE ....oovvvvviiiiiiiiii 223,589 53,457 170,132 230,297 55,061 175,236 237,206 56,713 180,493
Totals, Local Assistance .............cccc.cu..... $3,677,086 $1,303,103 $2,373,983 $3,787,398 $1,342,196 $2,445,202 $3,901,021 $1,382,462 $2,518,559
TOTALS, ALL CHARACTERS .....ccccovvvererereerenienns $7,425,607 $9,867,332 -$2,441,725 $7,648,374 $3,766,673 $3,881,701 $7,877,827 $3,879,671 $3,998,156

! Information per the State Controller’s Office.
Note: Numbers may not add due to rounding.
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SCHEDULE 5B
CASHFLOW STATEMENTS
ACTUAL 2000-01 FISCAL YEAR CASHFLOW
GENERAL FUND

(Dollars in Millions)

2000-01 FISCAL CASHFLOW JUuL AUG SEP ocCT NOV DEC JAN FEB MAR APR MAY JUNE TOTAL
BEGINNING CASH BALANCE ........ccccvvererennens $8,531 $5,648 $4,711 $6,190 $3,163 $2,763 $3,712 $7,139 $5,281 $99 $5,356 $4,641 $8,531
RECEIPTS:
Alcoholic Beverage EXcise TOX ... $27 $23 $27 $16 $32 $26 $22 $10 $33 $21 $28 $20 $285
Corporation TaX .....cccvveiiiian . 214 250 1,355 292 -19 965 301 102 1,066 1,006 89 934 6,546
Cigarette TaX.....coovviviiiiiiinin 11 11 11 5 15 13 10 0 19 12 9 11 127
Inheritance, Gift and Estate Taxes .. 56 71 86 90 72 76 233 77 110 86 74 78 1,110
Insurance Tax ........... . 9 8 306 8 11 303 7 8 27 484 12 318 1,501
Personal Income Tax........ . 2,103 2,448 4,265 2,495 2,084 3,836 7,854 1,801 1,162 10,192 2,881 3,651 44,772
Retail Sales and Use Tax 796 2,705 1,778 787 2,632 1,735 967 3,002 1,745 446 2,963 1,734 21,291
Income from Pooled Money Investments.. 54 56 40 106 62 57 78 72 59 95 44 115 837
OFNET 1 40 100 69 106 215 37 243 190 60 608 146 52 1,861
TOTAL, RECEIPES ...t $3,310 $5,672 $7,937 $3,905 $5,104 $7,048 $9,715 $5,262 $4,271 $12,950 $6,246 $6,913 $78,330
DISBURSEMENTS:
State Operations:
University of California.........coovcviiiin, $327 $209 $225 $243 $276 $269 $255 $302 $349 $337 $267 $100 $3,160
Debt Service ..o, . -5 214 308 515 143 106 1 203 540 -15 122 133 2,265
Other State Operations 976 1,107 1,106 959 1,121 1,025 883 950 941 1,186 890 829 11,973
Social Services................ 1,075 645 670 902 694 511 405 486 272 607 355 327 6,949
Medi-Cal Assistance............coc.... 545 816 658 646 647 712 823 607 949 795 752 813 8,763
Ofther Health and Human Services.. 30 25 44 44 9 36 2 50 66 50 30 57 443
SCNOOIS . 1,940 2,882 2,407 2,593 1,925 2,329 2,626 3,433 4,095 2,758 2,182 1,557 30,729
Teachers’ Retfirement ... 587 0 0 139 0 0 88 0 0 88 0 0 902
Energy Purchases.... . 0 0 0 0 0 0 400 500 1,500 1,100 1,702 1,000 6,202
Other v, . 718 710 1,039 891 689 1,110 805 589 740 787 661 3,343 12,081
TOTAL, Disbursements...........ccccocereruerennen. $6,193 $6,608 $6,458 $6,932 $5,504 $6,099 $6,288 $7,120 $9,452 $7,693 $6,961 $8,159 $83,467
EXCESS RECEIPTS/(DEFICIT)....ccceerereeererererennes -$2,883 -$937 $1,478 -$3,027 -$400 $949 $3,427 -$1,859  -$5,181 $5,257 -$715 -$1,246  -$5,137
NET TEMPORARY LOANS:
Special Fund for Economic Uncertainties .. S0 S0 $0 $0 S0 $0 S0 $0 $0 S0 $0 $0 $0
Other Internal SOUrCes ........ccocvevviiiiiviiinnn, 0 0 0 0 0 0 0 0 0 0 0 0 0
2000-01 Revenue Anticipation Notes. . 0 0 0 0 0 0 0 0 0 0 0 0 0
TOTAL, Net Temporary Loans.................... $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
ENDING CASH BALANCE ..........cccooverrrreerneneens $5,648 $4,711 $6,190 $3,163 $2,763 $3,712 $7,139 $5,281 $99 $5,356 $4,641 $3,394 $3,394
AVAILABLE/BORROWABLE RESOURCES:
Special Fund for Economic Uncertainties .. $816 $816 $816 $816 $816 $816 $816 $816 $816 $308 $228 $204 $204
Other Infernal SOUrCES ..o 8,762 9,852 9,497 8,904 9,165 9,203 9,119 9,328 9,138 9,247 9,589 12,138 12,138
2000-01 Revenue Anticipation Noftes......... 0 0 0 0 0 0 0 0 0 0 0 0 0

TOTAL, Available/Borrowable Resources. $9,578 $10,668 $10,313 $9,720 $9,980 $10,019 $9,934 $10,143 $9,953 $9.,555 $9,817 $12,342 $12,342
CUMULATIVE LOAN BALANCES:

Special Fund for Economic Uncertainties .. $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Other Infernal Sources ... 0 0 0 0 0 0 0 0 0 0 0 0 0
2000-01 Revenue Anficipation Noftes......... 0 0 0 0 0 0 0 0 0 0 0 0 0
TOTAL, Cumulative Loan Balances........... $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
UNUSED BORROWABLE RESOURCES ................. $9,578 $10,668 $10,313 $9,720 $9,980 $10,019 $9,934 $10,143 $9,953 $9,555 $9,817 $12,342 $12,342

Note: Numbers may not add due to rounding.
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2001-02 FISCAL CASHFLOW

BEGINNING CASH BALANCE...........cccveruennnnens

RECEIPTS:
Alcoholic Beverage Excise TaX ............c..e...
Corporation TAX ......ccoeveiviienne.
Cigarette TaX.....coovviviiiiiiis
Inheritance, Gift and Estate Taxes ..
Insurance Tax ...........
Personal Income Tax......... .
Retail Sales and Use Tax
Income from Pooled Money Investments..
Energy Repayments
OFher v

TOTAL, Receipts......cccvreireceerrieerrieeesenninens

DISBURSEMENTS:
State Operations:
University of California..
Debt Service ........c........
Other State Operations
Social Services................

Medi-Cal Assistance............c.o....
Other Health and Human Services ..
SCROOIS ..o .
Teachers’ Retfirement ...
Transfer to Special Fund for Economic Un-
certainties
Other ..o,

TOTAL, Disbursements

EXCESS RECEIPTS/(DEFICIT)......c.cccvvrueerrrrcnennnes

NET TEMPORARY LOANS:
Special Fund for Economic Uncertainties ..
Other Internal Sources
2001-02 Revenue Anticipation No

TOTAL, Net Temporary Loans..........ccceeueenn
ENDING CASH BALANCE ..........ccceorerererneeenes

AVAILABLE/BORROWABLE RESOURCES:
Special Fund for Economic Uncertainties ..
Other Internal SoUrces ...,
2001-02 Revenue Anticipation Noftes.........

TOTAL, Available/Borrowable Resources.
CUMULATIVE LOAN BALANCES:
Special Fund for Economic Uncertainties ..

Other Internal SOUrCes ........ccocvviviiiiiiiinnn,
2001-02 Revenue Anticipation Noftes.........

TOTAL, Cumulative Loan Balances..........

UNUSED BORROWABLE RESOURCES..................

Note: Numbers may not add due to rounding.

SCHEDULE 5C
CASHFLOW STATEMENTS

ESTIMATED 2001-02 FISCAL YEAR CASHFLOW

GENERAL FUND
(Dollars in Millions)

JuL AUG SEP ocCT NOV DEC JAN FEB MAR APR MAY JUNE TOTAL
$3,394 $389 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $3,394
$31 $24 $27 $23 $26 $25 $26 $18 $20 $23 $24 $24 $290

148 48 1,076 252 -67 808 65 13 854 803 172 965 5,238

11 6 17 9 12 11 11 9 9 10 10 10 124

88 47 72 108 86 80 80 81 81 80 81 77 962

6 9 334 12 10 337 8 9 182 312 8 333 1,560

2,122 2,205 3,636 2,338 1,890 3,151 6,762 1,455 896 8,362 2,111 3,672 38,599
857 2,707 1,430 947 2,798 1,733 1,119 2,526 1,602 946 2,669 1,757 21,092

54 48 61 0 104 30 18 22 27 14 12 -12 379

116 0 0 0 0 0 0 0 0 0 0 6,499 6,615

52 712 362 145 455 200 115 493 93 179 125 -55 2,875
$3,485 $5,806 $7,015 $3,834 $5,314 $6,375 $8,204 $4,726 $3,764  $10,729 $5212  $13270  $77,734
$282 $245 $241 $328 $274 $313 $279 $290 $322 $364 $280 $101 $3,318

-2 850 -35 412 124 164 -5 196 293 227 150 169 2,541
1,070 1,419 1,311 1,312 1,232 879 987 877 878 1,203 1,010 1,122 13,300
829 1,035 988 917 185 559 563 562 342 594 410 474 7,457

762 975 738 853 855 873 844 788 884 883 796 727 9,977

10 68 59 18 48 37 18 28 50 47 40 28 451

1,930 3,150 2,561 3,891 2,267 3,498 3,280 3,927 2,681 2,841 2,012 1,427 33,465
583 0 0 96 0 0 96 0 0 0 0 0 776

0 0 0 0 0 0 2,406 0 0 0 0 0 2,406

1,026 516 803 1,219 783 1,074 598 608 879 481 388 694 9,073
$6,490 $8,258 $6,666 $9,046 $5,768 $7,397 $9,066 $7,276 $6,329 $6,640 $5,086 $4,742  $82,764
-$3,005 -%$2,453 $349  -$5,212 -$454  -$1,022 -$862  -$2,549  -$2,565 $4,090 $126 $8,527  -$5,031
$0 $204 S0 -$15 $0 $0 $2,406 $0 $0 $0 $0 -$960 $1,636

0 1,859 —349 —474 454 1,022 -1,544 2,549 2,565 -4,090 -126 -1,868 0

0 0 0 5,700 0 0 0 0 0 0 0 -5,700 0

$0 $2,063 -$349 $5,211 $454 $1,022 $862 $2,549 $2,565  -$4,090 -$126  -$8,528 $1,636

$389 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
$204 $204 $204 $190 $190 $190 $2,596 $2,596 $2,596 $2,596 $2,596 $2,506 $2,596
11,998 12,132 11,876 11,669 11,440 9,889 9,499 9,292 9,179 8,933 9,148 8,747 8,747
0 0 0 5,700 5,700 5,700 5,700 5,700 5,700 5,700 5,700 0 0
$12,202  $12,336  $12,080 $17,559  $17,329  $15,778  $17,795  $17,588  $17,475  $17,229  $17,444  $11,343  $11,343
$0 $204 $204 $190 $190 $190 $2,596 $2,596 $2,596 $2,596 $2,596 $1,636 $1,636

0 1,859 1,511 1,037 1,491 2,513 968 3,518 6,083 1,993 1,868 0 0

0 0 0 5,700 5,700 5,700 5,700 5,700 5,700 5,700 5,700 0 0

$0 $2,063 $1,715 $6,927 $7,381 $8,403 $9,264  $11,814  $14,379  $10,289  $10,164 $1,636 $1,636
$12,202  $10,272  $10,365  $10,631 $9,949 $7,376 $8,531 $5,775 $3,096 $6,940 $7,280 $9,707 $9,707
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2002-03 FISCAL CASHFLOW

BEGINNING CASH BALANCE...........cccveruennnnens
RECEIPTS:
Alcoholic Beverage Excise TaX ............c..e...
Corporation TAX ......ccoeveiviienne.
Cigarette TaX.....coovviviiiiiiis
Inheritance, Gift and Estate Taxes ..
Insurance Tax ...........
Personal Income Tax......... .
Retail Sales and Use Tax
Income from Pooled Money Investments..
Transfer from Special Fund for Economic
Uncertainties
OFher .

TOTAL, Receipts.....ccccvveireceeriieeerieeeceeniaens

DISBURSEMENTS:
State Operations:
University of California.........ccccocoviiiinnn,
Debt Service ..o
Other State Operations
Social Services................
Medi-Cal Assistance............c......
Other Health and Human Services ..
SCROOIS v .
Teachers’ Retirement
Transfer to Special Fund for Economic Un-
certainties
OFher i

TOTAL, Disbursements...........cccccceereecinnennns
EXCESS RECEIPTS/(DEFICIT).......ccceveerrreernennnns

NET TEMPORARY LOANS:
Special Fund for Economic Uncertainties ..
Other Infernal SoUrces ..o,
2002-03 Revenue Anficipation Noftes.........

TOTAL, Net Temporary Loans.....................

ENDING CASH BALANCE

AVAILABLE/BORROWABLE RESOURCES:
Special Fund for Economic Uncertainfies ..
Other Internal SOUrCes ........cccocvvvviiiiiiiinnn,
2002-03 Revenue Anticipation Noftes.........

TOTAL, Available/Borrowable Resources.

CUMULATIVE LOAN BALANCES:
Special Fund for Economic Uncertainties ..
Other Internal Sources ...................
2002-03 Revenue Anticipation No

TOTAL, Cumulative Loan Balances..........
UNUSED BORROWABLE RESOURCES .................

Note: Numbers may not add due to rounding.

SCHEDULE 5D
CASHFLOW STATEMENTS
ESTIMATED 2002-03 FISCAL YEAR CASHFLOW

GENERAL FUND
(Dollars in Millions)

JUL AUG SEP ocCrt NOV DEC JAN FEB MAR APR MAY JUNE TOTAL

$0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $31 $0

$26 $23 $25 $24 $24 $25 $26 $18 $20 $23 $§24 $§24 $282
217 134 1,077 252 9 850 96 120 872 892 188 1,129 5,836

11 11 11 10 11 10 10 9 9 10 10 10 122

86 86 87 58 58 59 58 58 59 58 58 58 783

9 10 366 9 9 368 8 9 193 317 8 350 1,656
2,256 2,214 3,973 2,417 1,949 3,947 6,948 1,786 1,241 8,910 2,623 4,000 42,164
986 2,453 1,710 1,160 2,598 1,905 1,244 2,752 1,720 1,016 2,859 2,318 22,721

15 15 15 16 15 14 17 21 26 16 13 42 225

0 0 0 0 0 0 2,085 0 0 0 0 0 2,085
1,430 2,621 107 98 190 140 122 139 101 187 137 288 5,461
$5,036 $7.,467 $7,371 $4,044 $4,863 $7,318 $10,614 $4,912 $4,241 $11,429 $5,820 $8,219 $81,335
$349 $218 $279 $267 $289 $§322 $288 $299 $331 $364 $281 $70 $3,359
-5 192 450 485 1567 167 -3 192 309 253 167 208 2,672
1,262 1,160 1,183 1,035 1,138 931 933 952 975 1,005 942 1,003 12,491
783 806 829 780 532 553 683 612 502 693 575 727 8,075
679 856 775 796 745 845 817 762 856 866 781 795 9,572

29 42 50 30 14 38 20 29 50 44 38 53 436
2,136 2,986 2,809 3,158 1,909 3,656 3,124 3,794 2,541 2,764 2,020 2,170 32,967
521 0 0 0 0 0 0 0 0 0 0 0 521

0 0 0 0 0 0 0 0 0 0 0 0 0
1,509 716 1,145 728 929 1,103 600 461 872 531 388 737 9,718
$7,263 $6,976 $7,490 $7,279 $5,713 $7,515 $6,462 $7,101 $6,436 $6,520 $5,192 $5,763 $79,711
-$2,227 $491 -$118  -$3,234 -$850 -$198 $4,152 -$2,189  -$2,195 $4,909 $627 $2,456 $1,624
$960 $0 $0 $0 $0 $0 -$2,085 $0 $0 $0 -$511 §12 81,624
1,268 -491 118 734 850 198 -2,067 2,189 2,195 -4,909 -85 0 0
0 0 0 2,500 0 0 0 0 0 0 0 -2,500 0
$2,228 -$491 $118 $3,234 $850 $198  -$4,152 $2,189 $2,195  -$4,909 -$596  -$2,488  -$1,624
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $31 $0 $0
$2,596 $2,596 $2,596 $2,596 $2,596 $2,596 $511 $511 $511 $511 $511 $511 $511
7,647 8,440 8,278 7.512 7,711 6,860 6,735 6,834 6,802 6,724 7,026 6,669 6,669
0 0 0 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 0 0
$10,243  $11,036 $10,874 $12,608  $12,807 $11,956 $9,746 $9,845 $9.813 $9,735 $10,037 $7,180 $7,180
$2,696 $2,596 $2,696 $2,596 $2,696 $2,596 $5611 $5611 $5611 $5611 $0 $12 $12
1,268 777 895 1,630 2,480 2,677 610 2,799 4,994 85 0 0 0
0 0 0 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 0 0
$3,864 $3,373 $3,491 $6,726 $7,576 $7,773 $3,621 $5,810 $8,005 $3,096 $2,500 $12 $12
$6,380 $7,663 $7,383 $5,882 $5,231 $4,183 $6,125 $4,035 $1,808 $6,639 $7,537 $7,168 $7,168



SCHEDULE 6
SUMMARY OF STATE POPULATION, EMPLOYEES, AND EXPENDITURES

Expenditures per

$100
Revenue Expenditures Expenditures per of Personal
Employees Personal General General Capita Income
Population ! Per 1,000 Income Fund Total Fund 2 Total®  General General

Year (Thousands) Employees Population (Billions) (Millions) (Millions) (Millions) (Millions) Fund 2 Total 3 Fund 2 Total 3
10,643 61,000 5.7 $20.0 $672 $994 $587 $1,006 $65.15  $94.52 $2.94 $5.03
11,130 63,860 5.7 23.2 734 1,086 635 1,068 57.05 95.96 2.74 4.60
11,638 65,720 5.6 25.7 774 1,151 714 1.177 61.35 101.13 2.78 4.58
12,101 69,928 5.8 27.6 798 1.271 809 1,381 66.85 114.12 2.93 5.00
12,517 74,099 59 28.4 879 1,434 852 1,422 68.07 113.61 3.00 5.01
13,004 77.676 6.0 31.2 1,005 1,578 923 1,633 70.98 117.89 2.96 4.91
13,581 88,299 6.5 34.2 1,079 1,834 1,030 1,732 75.84 127.53 3.01 5.06
14,177 98,015 6.9 36.8 1.111 1,751 1.147 1,891 80.91 133.39 3.12 5.14
14,741 101,982 6.9 38.6 1,210 1,925 1,246 1,932 84.53 131.06 3.23 5.01
15,288 108,423 7.1 42.4 1,491 2,198 1,435 2,086 93.86 136.45 3.38 4.92
15,863 115,737 7.3 44.8 1,598 2,338 1,678 2,625 105.78 159.18 3.75 5.64
16,412 122,339 7.5 47.5 1,728 2,451 1,697 2,406 103.40 146.60 3.57 5.07
16,951 128,981 7.6 51.3 1,866 2,668 1,881 2,703 110.97 159.46 3.67 527
17,530 134,721 7.7 54.8 2,137 3,057 2,064 3,182 117.74 181.52 3.77 5.81
18,026 143,896 8.0 59.4 2,245 3,295 2,345 3,652 130.09  202.60 3.95 6.15
18,464 151,199 8.2 63.5 2,509 3,681 2,580 4,059 139.73  219.83 4.06 6.39
18,831 158,404 8.4 69.1 2,895 4,073 3.017 4,659 160.21 247.41 4.37 6.74
19,175 162,677 8.5 74.4 3,682 4,927 3.273 5,014 170.69  261.49 4.40 6.74
19,432 171,655 8.8 81.6 4,136 5,450 3,909 5,673 201.16  291.94 4.79 6.95
19,745 179,583 9.1 89.5 4,330 5,743 4,456 6,302 225.68  319.17 4.98 7.04
20,039 181,581 9.1 96.4 4,534 5,919 4,854 6,556 24223  327.16 5.04 6.80
20,346 181,912 8.9 102.4 5,395 6,897 5,027 6,684 247.08  328.52 4.91 6.53
20,585 188,460 9.2 112.2 5,780 7,366 5,616 7,422 272.82  360.55 5.01 6.61
20,869 192,918 9.2 124.1 6,978 8,715 7,299 9,311 349.75  446.16 5.88 7.50
21,174 203,548 9.6 138.7 8,630 10,405 8,349 10,276 39430  485.31 6.02 7.41
21,538 206,361 9.6 152.7 9,639 11,567 9,518 11,452 44192  531.71 6.23 7.50
21,936 213,795 9.7 171.4 11,381 13,463 10,467 12,632 477.16  575.86 6.11 7.37
22,352 221,251 9.9 191.5 13,695 15,962 11,686 14,003 522.82  626.48 6.10 7.31
22,836 218,530 9.6 219.7 15,219 17,711 16,251 18,745 711.64  820.85 7.40 8.53
23,257 220,193 9.5 252.2 17.985 20,919 18,534 21,488 796.92  923.94 7.35 8.52
23,782 225,567 9.5 286.3 19,023 22,104 21,105 24,511 887.44 1,030.65 7.37 8.56
24,278 228,813 9.4 320.7 20,960 23,601 21,693 25,022 893.53 1,030.65 6.76 7.80
24,805 228,489 9.2 341.9 21,233 24,291 21,751 25,330 876.88 1,021.17 6.36 7.41
25,337 226,695 8.9 367.5 23,809 27,626 22,869 26,797 902.59 1,057.62 6.22 7.29
25,816 229,845 8.9 411.6 26,536 31,570 25,722 30,961 996.36 1,199.30 6.25 7.52
26,403 229,641 8.7 4471 28,072 33,558 28,841 34,977 1,092.34 1,324.74 6.45 7.82
27,052 232,927 8.6 477.8 32,519 37,767 31,469 38,079 1,163.28 1,407.62 6.59 7.97
27.717 237,761 8.6 517.3 32,534 38,773 33,021 40,452 1,191.36 1,459.47 6.38 7.82
28,393 248,173 8.7 561.1 36,953 43,322 35,897 44,634 1,264.29 1,572.01 6.40 7.95
29,142 254,589 8.7 606.7 38,750 46,453 39,456 48,594 1,353.92 1,667.49 6.50 8.01
30,659 260,622 8.5 655.6 38,214 47,024 40,264 51,446 1,313.28 1,678.01 6.14 7.85
31,272 261,713 8.4 669.8 42,026 53,117 43,327 56,280 1,385.49 1,799.69 6.47 8.40
30,987 260,939 8.4 701.6 40,946 52,526 40,948 56,480 1,321.46 1,822.70 5.84 8.05
31,314 265,035 8.5 714.1 40,095 52,384 38,958 53,083 1,244.11 1,695.18 5.46 7.43
31,523 269,004 8.5 735.1 42,710 54,942 41,961 54,613 1,331.12 1,732.48 5.71 7.43
31,711 271,076 8.5 771.5 46,296 59,266 45,393 59,870 1,431.46 1,887.99 5.88 7.76
31,962 271,966 8.5 812.4 49,220 62,831 49,088 64,623 1,635.82 2,018.74 6.04 7.94
32,452 271,254 8.4 861.6 54,973 69,424 52,874 68,528 1,629.30 2,111.67 6.14 7.95
32,862 282,860 8.6 931.6 58,615 74,281 57,827 75,260 1,759.69 2,290.18 6.21 8.08
33,417 296,076 8.9 997.3 71,931 87,536 66,494 84,864 1,989.83 2,539.55 6.67 8.51
34,088 311,239 9.1 1,094.8 71,428 88,419 78,053 96,382 2,289.75 2,827.45 7.13 8.80
34,758 325,564 9.4 1,110.3 77.083 93,556 78,380 102,909 2,255.02 2,960.73 7.06 9.27
35,385 326,715 9.2 1,139.3 79,305 94,833 78,806 100,031 2,227.10 2,826.93 6.92 8.78

' Population as of July 1, the beginning of the fiscal year.
2 Includes Special Accounts in General Fund from 1973-74 to 1976-77.
3 Expenditures include payments from General Fund, Special Fun