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The%é are two égnera} types of fiscal crises, and, educatignal instifutions in
most states will suffer at least one of Ehem during thg‘1980's. The first crisis‘
Zomes from dec]ining‘enrollTSDﬁs in the face of formulas established during an _era
of expandion. The fact is that institutions eannot retrace their fjsca] steps.
égactlyﬂand ﬁaintain any éemb]énce of grder Or‘vigor. This fype of crisis is less
severe if states hdve é;veloped formu]és that accurately reflect the costs of
édding stuaents or tﬁe actuhg éavings from enrolling fewer. The second typgcof

crisis occurs when falling state revenues or tax and %fpenditure lTimitations force

redyctions of institutional budgets without reference to enrollment. Since the

[N

. . , i : L . . o
" foundation of most formulas for public institutions rests on their predictable response
. t

to workload changes, this kind of criéis’causes traumas to budgeting and bﬁanning

which: often exceed the do]]ég.ﬁégs. M&.paper is concerned with this\secgnd crigis.
In contrast to ;he challenge of de;lining enfo]]ments where certain approaches

arg clearly superior to.others, there aré few ppt{mal ways for-a\state/to impose

reductions which are not workload related. Generally, these situations stem from

- .

limitations that 1eqa11y‘reduce the State's ability to raise or spend revenue$ or

oo




\ - \
frdmoan eroding tax base;’whichfprevents_alj actjvities from being supported at their

h;s}orfc levels. Because th%se crise$ rarely'atlow adequate time for planning or dis- -

A’
gussion, most, states impose reduct1ons in an ad hoc fash1on
{

Desp1te th1s pattern, my central thesis is that some. strategies are better than ' ,“’

N

others when states consider emergency reductigns in the budgets of their postseconda{y
institutions. My focus is not on how the state should determine the size of the total:
reduction, but on uays of imposinag the reductien once its size is determined . %hés
paper wd]l\despribe these emergencdes and possible.state responses in general, and

then turn for specific example$ to Ca]ifornia's‘ekperiEnce after Proposition 13.

/

']

General Observations ‘ T

. 3
- . A7 .
Whether to specify the reductions or aliow flexibility to the institutions is.
the central issue which every Legislature must decide during a fiscal crisis. unerning

L]

boards and administrators will ask for maximum freedom to impose cuts; special‘dntérests
will urge that their programs be protected by statyte. Where should the balance be

I

struck? .

P ! - >

Clearly, there is no optimum balance for all situations: '}mch depends on each
state's history and its current system of finance.. One important consideration is

4 -

whether thé revenue shortfall will be short-term and tgmporary, or 1ong;term and

permanent. If temporary, across-the-board reductions or maximum flexibility are ..

Y . )

gquite appropniate [f permanent, the Staté should"’ f1rst ﬁocus on jits pr1or1t1es

among quality, d1vers1ty, access, regearch, and community serv1ces "Admittedly, this

is a frustrating and unproductive exercise if conductedaonly in the abstract. However:
once certain pridrities are esfablished and the dollar trade-offshamong them are esti-

' f ‘e "
mated, then details of funding\and some specific actions 'should become more apparent.
. v b ‘ &

During a major trisis, it is important for the State te adopt a consistentistrategy

[
’

4 ’ ’ ’ & .‘i .
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that=synthesizes its general priorities for all institutions' and imposes reductions
. . - . . . l. "‘ N N . Y l' / ~ ‘ \
consistent with -these priaorities. Abandoning prionities and policies in order to’,

- 1
1

y to be permanent. L o L

»

N - »
reduce budgets ach:s-the-boqrd is a questionable strategy, especially if the

reductions are like
N . -

"As a first step, it is important to consider the\?imétations on the State's
. N £ - " v

Y

effective action. Contracts and commitments to enrolled students impose serious

~

Timits on retrenchment invfhe short run. _Realistically, those bortions of Minstitu-
¢ N d L4 IS . !
tional budgets or those sources of revenue, which are most readily available for .

legislative action, are the following: RN

.
14

--cost-of-1iving adjustments for Ealgries'

--a hiring freeze .

*

--inflation .increases sfor operations and’equipment

--faculty work1oadh (student/faculty“ratio)
f,.\ 1y

--capital outlay

--tuition and fees ¢ ot . Y
/ 3 ‘t 1Y

In choosing among these specific reductions or aqd{tional revénues, the missidns of
2 \‘ .

. ) .
institutions .are important. As an example, a priority-to maintdin ”opgn access"

and comprehensive community\colleges suggests that 1ar§b increases in tuition shdu]d
be a étrafegy‘of‘]ast resort, even if Federal student aid'will cover some of the-

increase. ‘A1ternate1y, if the State wishes to maintain the competitive ability of

its distinguished research university, then salaries, comparéﬁ]e with similar insti-

~tutions takes on adéitio%gf importance. i
In Fesaondiné to a fiscal crisis, a state should ponder at {eaét_thﬁee options.-

Fivst, a disgref%onary fund specifically for unanticipated emergencies is a soqnd

approach. {%2 larger the reductions, thg larger. should be the fund. ‘Second, the

State sfould encourage consultation withell panties affected by cuts before the

-3-
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- '197¢ .. Thé amendmeht estab11shed a maximum one percent tax rate of the "fu]T cash

¢

)

»°

"tions of higher education which received property tak revenues. Proposition 13

1

*

institutions‘make their-final\decisions. Third, the Legislature ghoujd réquire

e

extensive reports on the effects of Fédqctions. These legislative stratégjes will

not make the cuts less painful, but they can smooth the.transition and pnoyide for

an informed review by the State.

. ~
-

The ggperience*o? Ca]%fornia,
f\ L]

Proposit{on 13 added. fopr‘hundred words to the California Constitution on June 6,

7 0~

value" fo?yall property and def1ned "value" as that estab11shed for the 1975-76 fiscal

year p1us a two percent arnual increase. It abo]1shed all ”over ride propev;y taxes -

above the one percent level, and quu1red a two-thirds vote at all levels of govern-

LS

ment to inqrease any tax. hn terms of dollars, Proppsition 13 eliminated. $6.9

PR

bi]]io; from the‘proﬁerty tax collections projected for 1978-79, a.57%,§;atewide

b L4
reduct{on.“In one day, the qovernment of California lost almost one-fourth of ijts
prOJected ‘revenues from State and, 1oca1 taxes. The loss, of course, was -off=set by

s {\(
estimates of a State budget surp]us ranging between $3 and $5 b1111on

The Commun1t§ Colleges had the most to lose since they were %the only institu-

drastically altered the system of Community College finance, not only by reducing
property tax revenues, ‘but a]so'by making their co]]ection‘countywkde rather than
districtwide, and by eliminating each district's authority to set its tax rate and

to raise %r lower that raté,based on local circumstan;esi This 1%ca1 levy was phe
core §h6port for the colleges because State apportionments had bee; based on thé
relative abi]ity.and Qi]]ingness of the districts to tax themse]vésu By making fhe
Legis]atuﬁh responsible for distributing breperty tax revenues, Proposi%ion 13

destroyed the core of the finance system. [ 7
' . s . -

-
\_/




* _the Community College districts reqeived.$260;mi1]ion“frmn_the»Statels_surp1ésrm S S

—

N

To meet the immediate crisis of Community Co]]eqe finance for 1978-79, the
Legislature agreed in-SB 154 to distribute the reguiar State apportionments pro-

jected for that year (8537 mi]]ion) without regard to enrollment. In addition,

which was distributed according to a "target budget" approach Before. determining
how much each district wou]d receive from the surpius,“its indiVidual budget was

ca]cu]ated by adding its prOJected State apportionments, a certain percentage of

' -

its. reserves (this came to be a small $20 million statewide), and its projected

»

revenues from-the remaining property taxes. Then, each district received enougn

N

of the $260 million to reach 85 percent of its 1977-78 budget, adjusted upward
) ’
by 6.8 percent for inflation. Large{ property tax revenues than originally

expected meant that each district in ]978-79 received~rou§h1y 95 percent of its

[
‘

1977-78 revenues in actual,dollars. ’ ' \
Although the,"target budget" approach immediately after Proposition 13 allowed

districts +o maintain most of their traditional discretion in budgeting, the
4

Legislature did impose some g.gnificant.5estrictions. Districts could not use

e,

State apportionments to support certain noncredit courses primarily recreationa]

3

and avocationa] ofierings" Except for these non-State funded classes, the ‘a

Legislature continued its statutory prohibition against tuition for California
residents. In addition: districts had to maintain a proportiona1 level of service
(85 percent of 1977-78 funoing) in a dozen different proqrams the Legislature con-
sidered of prime importance The Qpance]]or and the Community CoTleqe system was
authorized°to distribute up to $15 million of the apportionments to %nsure that \

all colleges would remain open and that fiscal emergencies could be averted. o
Finally, no State funds would be ayai]ab]e to districts that provided cost-of-1iving
salary increases,to their employees, a'provision later declared unconstitutiona] by

the State “Supreme Court.
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In sum, the State's approach ta Community Cé]fzée finance in SB 154 was a hybrid:
It was heavily influenced by the 5attern of'fundﬁng for the public schools, rathe}’
than by the patternyof that for the %our-yedéNEegments. 'It reflected an‘unwilling-
o n_egs to §hi,ft_grop_e;ttLt_éz..g i,s,ttﬂ),upi,on;j_t_t_hat_t_ime,,_a_desirg_tﬁ maintain local

’ g:vernanée, 4n insistence on sEatewide policies for salary adjustments, and a desire 1
'tb protect certain legislative prioritfes. ‘Most signjficént, the "bail-out"

increased the Stgte's proportion of Cé&mﬂnity College revenue up to 70'pe;cent, even -~
'fh;ugh the co]]éges received 1essvtota1 income for 1978-79 than, for the previous year.

This catapulted the Community Colleges from third to first among the three ségments‘

in terms of State revenues for:current operations, as shown in the following graph.
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. The State's redﬁctjonS‘for the University of California and the California State

University and Colleges assumed a different form, part]y because they receiued no

A

property taxes and partly because theytwere fundeéd in 1ine items within the annual

budget act. Published in January 1978; the Goverpor's Budget orojected 5819:177,006:;--
- < ) EY . 1

for the ‘University in 1978-79, inc]ud%hg as percent cost-of-livinq increase for

salar1es L1kew1se .the Governor s Budget projected funding for the State Un1ver-

s e L]

s1ty at $733,970, 000 w1th a2 similar sa]ary,adJustment The Legislature had not

changed these levels significant]y before Proposition.13. ' ‘w(

The final Budget.Act was quite different. V1rtua11y all augmentations had .

.

‘been elimfnated: the major reduct1ons for the Un1vers3ty came for instructional’ ;

~

computing; equipment rep1acement, and research. On the other hand the Leg1s1atgre d
continued certain augmentations: faculty and staff development for aff1rmat1ve-y

act1on, a new program to' train doctors in Watts, an outreach program\for m1nor1tfes

L39S
’

in the public schools, and some funds to implement the Un1vers1ty s ten year ff

11brary plan For sa1ar1es, the Budget Act provided "merit adJuséments” but né& d/

cost-of-living increases. Further members of the Leg1s1ature were unw11]1ng

the full extent of the Governor's refommended 5% reduction in the 1tem "Opera bns

Expense and Equipment," which they considered .too arbitrary for higher educatg P
S /
Rather, tkey mareed to a comprom1se whereby a total dollar' amount wou]d be wi drawn
£~ o Vs -
from all State agencies after passage of the Budget Act the exact proport1ou

Committee was codcerned that the Un1vers1ty of Ca]1forn1a had the cons¢1tutL na]

»

autonomy to increase fees or impose tu1t1on unilaterally and, alone among ai& “the

-

segments, to rep]ace funds reduced after Proposition 13, After we1ghm'/)a1terna-

)
tives, the Comm1ttee adbpted budget language wh1ch reduced the Un1vers1ty ; -General *
1’

»

‘ o L

¢ e
- . e .




Q

ERIC

Aruitoxt provided by Eic:

~ . T .

General Fund approp'riatfons by the amount of revenues received from an);

AN

increase of fees or from the impositioh of tuition. This'pro‘visionfwas bﬁminatéd

&3

when the University's President promised not tq:increase fees. ’

The California Leqi§T§fUFé'ééjdﬁfhéd on JUTy“Bf"1§?8; hdving distribute& )
. ! M

»

$4.2 billion of its surplus to replace lost ‘property taxes and haviﬁq"?‘educéd
the State's projected expenditures-by 7 percent. As the follgwing table indicates,

the bu&gets' of’ the segments of higher education were not cut edually, but all

experienced significant reductions- in the pake of Proposition 13. . N - i

.

’ - v

THE 1978-79 STATE BUDGET FROM ORIGINAL REQUESTS TO THE FINAL APPROPRIATIONS
FOR THE SEGMENTS OF PUBLIC POSTSECONDARY EDUCATION IN CALIFORNIA

t \ . -xﬁ 13 ;

. A e .Percent
. Amount Amount Difference,‘é
~ Requested . BRL ¢ Percent in from ?
: b ; 1978-79 & ‘01 fference 1978-89 1978-79
. Governing. Governor's - from - 8udget Governor's
Segment Board . «_Budget ¢ Request Act N Budaet
¢ < 4 - *
University of $864,067,000% $819,177,000 * -5.2% $752,645,000° -8.1%
Californ¥a ' ’ . ¢ N ; Cot ; , -
californ¥y $774,754 000 $733,970,000 - -5.32 ° 4691,934,000% -5.7%
State University » ® . ) .
and Colleqes = . ; N . ’
Californta Not Applicable $666,718,000 ,* .-es $816,962,000° T +a0.2%
Community . . . R . 4
Calleges -State Only } R
" s \ - . ) N
E:J-L'ZTJ;‘ - fhzﬁ.mo.zcze . Not Applicable === $1,124,412,431® Yot )
. (total income, A 1§ - Applicabl
Colleqes-State & 3 N . (total income, pplicable
Local . 977-78) E _ 1978-79) ' )
” . [ , ' / ) . 3

-

a. This includes a request for 9.3 percent 1ncrease§§1n the,Budge’t‘ 1ine item, Salaries and Fringe Benefits, over; the
©1977-78"1evei. The Governor's Bud?et provided a 5 percent increase which is included in the colum to the -r{ght. 4

. " ) . >
b.  This incjudes 3 9.9 percent Increase in the Budget Iine {tem, Salaries and Fringe Benefits, over the 1977-78 level. .
. The Governor's Budget Mrovided a 5 percent -increase which is included {n the coluim to the f‘ight‘. R 4

N . N . ‘

c. This amount is $15.4 mil1ibn less than the University's 1ine {tem amoypt-4n the 1978-79 Budget Act because of
reductions authorized in Budget Control Sections 27.1 and 27.2. These reductions were negotiated bitween tRe
University and the Oepartment of Finance. i R L

. . I'd ’ r
¢ 2 . 2
d. Thid amount is $14.1 million Tess than the State University's Tine 1te1?mrnt ,1n't<§e 1978-79 Budget -Act because
of reductions authorized in Budget Control Sections 27.1 apd,27.2. Thése reductions were negotiated between

-

%

-~

the State University and the Oepartment of Finance. . . R
. s T ¢ _ , Lo

. . - - . ? / .

e. The'Governor's Budget does not display an amount cluding property tax revenues . . ' ‘o .
for the Community Colleges. A reasonable estimate.ls that thé $1.124 millfon - = - / T
actually-received by the colleges in 1978-79 is rogghly 15% less than they would v : ’ A
‘have received without Proposition 13, . . . * = ' s

1% ; . N
’ ) ’ \“J 2 . s - ’ s
. . , a0 ) . .
. L ~ « . o~y
. /-'91 < A\ .
2 : ) N .
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. The consequences of property tax limitation and the State's response would

| take months, indeed years, to be fu]]y apparent. [t was clear, however, that
Proposition 13 forced the Legis]ature:and the Governor to make difficult decisions
quickly, and they did so in a spirit bakgn;inq experimentation with caution. '
‘Even dur1ng the confused s1tuat1on of June 1978, it was qenera]T& understood N
that most dec1s1ons cou]d not be reversed easily. A]though California's situation
is unique in many ways, there appear to be some lessons which m1ght prove 1nstruc-
tive for states fac1ng reven.ute‘sertfaHs ‘ N

First, 4t was important to understand that the natore of the crisis was dif-

.ferent for the thresvsegments. Proposition 13 ended the system of ”1ocad" taxes..
for the Conmunit'y CoH_ege—s by e]imi'natinq digtrict control over property taxes.. i
The State has yet to agree on a permanent s&stem for their finance due to the
dilemma of reconc111ng lTocal author1ty over budgets with the-State' s\r1ght to
contro] and monitor its appropriations. In contrast, reduct1ons for the Un1versity

; and State University were compatible with their system of finance, it not with

‘their stahi]ity as institutiois. Further, the State's "bail-out" placed the Com-
mun1ty Co]]eges first 1n State General Funds among the segments, and the implications
:of this change were not lost on the Co11eges h "This may involve serijous eva]uat1on

-

jgby the State], in some ways for the first t1me of the’ commun1ty college product,"

¢ ’

the ‘Chancellor's staff told their Board of Governors ] . .
Second, the disruption of Cemmuntty College finance and.its feared impact on
. € < C ) .
enrollment led the institutions to urge a "target budget" approach, without enroll-
ment sensitivity, an approach which could provide some certainty in the face of
targe reductions. This is a verj.serious chande\Tn~policy, even for only a year--'
*- ¢ /
“1. Califormia Commun1ty Colleges, Board of Governors, "Propos1t1on 13," Agenda
Item 43 (June 22223, 1978), p. 6.
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. | LI :
one which, in retrospect, should have been considerg% more carefully in California.

Qpce enrollment-based funding was suspended, many districts were reluctant to return
to enro]fhgnt funding and equalization, and 1gbbied later for a second,year of

“target budgets." Even during af/major crisis, some kind of erirollment sensitivity
i .

for funding seems advisable, perﬁaps with_some revenue loss maximum to protect insti-

,

tutions from percipitous declines’.

' Third, the Stafg\attempted‘to Fégu]ate fhe allocation précess withip the Com-
mun1ty Co]]eges T; unprecedented ways in 1978 79, primarily throu;h "ma1ntenance
of effort" prov1s1ons and restr1ct1ons on sa]ary increases. The "ma1ntgnaqu
provisions werg a comprom1se.‘ while the State avoided statewide standa}ds for

curricula, it did require that the districts live, in effect, ®ith many of their
‘ . Q

,1977 curricular decisions. A]tHough several districts objected to any resfrigtions

on their flexibility, the "maintenance of -effort" agproach’auring a crisis appearsrj

to be a reasbnable accommodation between State priorities and institutional control.

More portant, however, is the reality that even if the Legislature had

included nond of tha 1978 restrictions, each district's flexibility wou]&’ﬁave been
—”
Y
iMited by the many provisions in California's Education Code which

)

seriously

- .. - . 4,/ .
.mandate centat™wactivities or prevent 1ay-off§. Because of these restrictions, not

the mandates \of 1978, the respo3se among districts was remarkably simiTSr:}'large

numbers of non-tenured faculty were released and hajor reductions were imposed\oT///

community, sfhdenf, and academic services--areas not protected by\existing law.

If a state wishes to provide more flexibility to its insfitutions during a crisis,
it should consider all laws which apg?;~to them, and not deal only with provisions
in the funding formula. . "
yFina]]y, cost-of-]ivihg adjustments were an atfractive reduction because they

rep}eéented a large amount of money, identified in a single l1ine item. -Further,

-11-
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. their loss did not force institutions to cancel courses or dismiss personnel. How- é;/
< . , ) 8
ever, California's experience suggests that pressure§ for salary increases will grow ﬁ{ﬁ
’ 1!’

irresistibly after a freeze, and that a large salary increase--or destructive turmoiTl
within the institutions--is likely soon. Although alluring as a temporary expedienf,

a salary freeze is a poor device if used to avoid program or personnel reductions,

especially if the fiscal limits are permanent. J

- ﬁropositjon 13 has forced California to consider seriously its priorities. *

\ among quaTity, diversity, access, research, public service and community activities.
' u ' -4

5 > N M ~ L
~—Given the State's tradition of educational opportunity and its strong economy, this
» N .
has been a new and aggnizing experience, even though Proposition 13 and its ballot
. * A w 3 . ’
' .
successors have not inflicted the havoc widely feared, Nevertheless, therg is a

3 : -
gréwing conviction that _priorities and the trade-offs among them are a prime order

of statewide business during Ehe'early 1980's.

-

ER!C Clearinghouse fg
’:o Prral) Lthra 2y Build; ng
University of Cal:fornig

Los Arigeles Cai zf orifa 90024

QEP 25 1381



