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Attachment 5

Status Report on The Used Oil Recycling Fund

Theory Behind the Used Oil Fund

The California Oil Recycling Enhancement (CORE) Act established the Used Oil Recycling Fund (Fund) as a special fund with a “continuous appropriation” for specific purposes.  As a special fund, the revenues generated from the oil manufacturers are for particular functions or activities.  By law, the California Integrated Waste Management Board (CIWMB) is to use that revenue for used oil recycling activities.  Continuously appropriated funding enables the CIWMB to meet program requirements by annually adjusting its spending authority (per the statutory formula) to correspond with its anticipated annual resources without a formal Budget Change Proposal. 

Annually available resources for expenditure are generated from:

· oil manufacturer fees (the anticipated annual revenue); 

· unexpended funds from prior years; (savings and disencumbered funds)
· interest on the fund balance; and
· reimbursements from oil manufacturers.
 

Thus, available resources or spending authority is often greater than anticipated annual revenue when, and if, additional resources are available from unexpended funds, etc. The Legislators’ intent was that annual expenditures would at minimum” match” annual revenue and be allocated in the order prescribed by statute. The “order” is specified as a prescriptive formula (See Attachment 3) in the Public Resources Code (PRC) which directs the  CIWMB to spend all available resources at a specified rate to avoid the creation of a large fund balance or “carryover” in the Fund.  The negative aspect of this formula is that ongoing expenditures in excess of anticipated annual revenue cannot be sustained by the Fund unless additional resources (unexpended funds and reimbursements) are available.  Without additional resources or “carryover”, annual expenditures must be budgeted in line with only the anticipated annual revenue from oil manufacturer fees. 

Impact of the Formula Driven Statute on UOP Fund 

According to the formula detailed in statute, there are basically five categories
 of expenditure, with Category 5 expenditures being identified at the discretion of the Board:

Category 1
Incentive Payments and Management
Category 2
Used Oil Block Grants to Local Governments

Category 3
Statutorily Required Fund Transfers and Direct Appropriations to State Agencies

Category 4
Competitive Used Oil Grants

Category 5
Statewide Education and Outreach 

At each level of expenditure, there is either a fixed amount (Category 1-3) that statute directs to be expended annually or a percentage of the remaining balance to be expended (Category 4-5) for particular activities.  As a result, the prescriptive formula funds competitive grants and education/outreach programs after all other expenditures.  Because the fixed amounts in Category 1-3 typically exhaust 80-85% of the Fund, the focus of the discussion is on Category 4-5.  

To derive allocations for competitive grants and for education/outreach programs, net resources are determined by starting with the beginning fund balance (includes any unexpended funds and “carryover”), adding anticipated annual revenue (oil manufacturer fees) and interest income and then subtracting fixed (Category 1-3) expenditures.  The remaining fund balance is split—60% for competitive grants, 20% for statewide education/outreach and 20% as a prudent carryover.  Over time, any additional resources that are available above the anticipated annual revenue will diminish.  This occurs because the revenue stream (manufacturer’s fee) cannot keep pace with expenditures when spending continues at a level in excess of revenue, which has been the situation in recent years from the Fund.

[Anticipated Annual Revenues + Additional Resources] – Fixed Expenditures (Category 1-3) = Allocations for competitive grant/education program (Categories 4-5)

Past Practice and Future Budgeting Strategy

In FY 2000/01, the State Controller’s Office (SCO) changed their reporting process for grants with a multiple-year spending cycle.  SCO wanted expenditures to be reported in the year the grant was awarded instead of the year it was spent.  As a result, the Administration and Finance Division re-calculated the available Fund balance and determined that an additional $5 million was available for Block Grants that year.  In December 2001, the Board directed staff to supplement the FY 2002/03 grants (8th Cycle) instead of amending the 7th Cycle.  This supplemental award increased FY 2002/03 reported expenditures that would have been expended in FY 2001/02.
The CIWMB has allocated Fund expenditures in accordance with statutory requirements and, therefore, has been exhausting the Fund by spending in excess of anticipated annual revenues.  At the same time, annual budgetary decisions were made to increase spending on an on-going basis, as if the additional resources above the anticipated revenue stream would continue at the same levels. In reality, the additional resources should have been treated as “extra funds” that would eventually be depleted.

Reduction in Statewide Education/Outreach with Diminishing Resource 

Once additional resources that are above the anticipated revenues are exhausted, allocations for competitive grants and for education/outreach programs will be the difference between anticipated annual revenue and fixed costs.  Currently, the cost of projects and activities exceed the anticipated annual revenue from oil manufacturer fees.  

For example, revenue projected for FY 2004/05 is $20.7 million and fixed costs are projected at $20.0 million, thus leaving only $700,000 for competitive grants and education/outreach programs.  However, for FY 2004/05, $2.3 million from additional resources (unexpended funds, interest, etc.) are available for competitive grant and education/outreach programs to total $3.0 million, allocated per statutory requirements. The additional resources for FY 2004/05 will not necessarily continue into the future to support the competitive grants and education/outreach activities at the levels seen in prior years.  Even at current year allocation levels, it will be difficult to promote innovative projects and meet unmet needs through competitive grants, while staying committed to an aggressive statewide education and outreach program for the future.

The difference between anticipated annual revenue and annual fixed costs were not always this small, e.g. $700,000.  Over time, increases in fixed costs, in addition to minor fluctuations in revenue, have slowly closed the gap between the two, leaving less for statewide education/outreach and competitive grants (Category 4-5).  Previously, these effects were concealed by the available resources provided in the Fund.  The direct impact of a decreasing difference between revenue and fixed costs is now beginning to manifest itself on allocations for competitive grants and education/outreach programs as the Fund balance diminishes.  

Fund Status: Projection of Revenue and Expenditure for FY 2004/2005

Background information on the statute-driven formula and diminishing Fund resources as well as the resultant decrease in funding for competitive grants and statewide education/outreach was presented as context for effective mid-term planning by the Board to ensure the long-term stability of the UOP.  With the decrease in additional resources for this fiscal year, many projects are not being supported. 

According to the projected revenue, approximately $23.784 million
 will be available for expenditure during FY 2004/2005.  As noted in the previous sections, revenues in the Fund represent a combination of fairly constant anticipated revenue 
, and additional resources which fluctuate from year to year.  The proposed FY 2004/2005 Fund expenditures, in their order of expenditure as prescribed by statute, are outlined below and graphically presented in Attachment 2.  

First Category—Incentive Payments and Management ($7.64 million): Expenditures include the recycling incentive claims to Certified Collection Center program participants ($3.3 million), a prudent reserve ($1 million), DTSC for inspection and reporting of transfer and recycling facilities ($343,000), and Program/Board direct administration cost ($3 million).  
Second Category--Block Grant ($10 million or ½ of fund balance): After “first category” expenses, there is a $16 million balance for remaining expenditures.  Statute states that half of the balance or a minimum of $10 million, whichever is greater, is to be made available for Block Grants.  Since half of the balance is only $8 million, the minimum of $10 million will be allocated for FY 2004/2005 Block Grants.  This represents funding to 96% of the jurisdictions, or 97.5% of the population in California. 
Third Category—Statutorily Required Fund Transfers and Direct Appropriations ($ 2.38 million): Statute directs that funds may be appropriated to Farm and Ranch Cleanup Grants ($333,000), DTSC for inspection and reporting of waste oil haulers  ($250,000), and Projected Contaminated Oil Payments ($10,000). 

The 2004/05 Budget Act authorized an additional $1.787 million to the Fund for the following activities and special projects:  CalEPA ($30,000), the OEHHA ($487,000), and Program/Board administration
 ($1.27 M).  
Fourth Category--Competitive Used Oil Grants ($2.256 million): After these expenses from Category 1-3 are subtracted from the Fund, $3.761 M is available for allocation by the Board to competitive grants and statewide education and outreach.  Funding available for the competitive grants is directed to be 60%, but not more than 65%, of the remaining available funds.  For FY 2004/2005, $2.256 million is available for competitive grants  (Non-profit and Research, Testing/Demonstration).  This is only about half of the funding that was available for these two grant cycles when they were funded two years ago (see Table 2 below).  At this funding level, it is likely that this grant offering would result in only nine grants being funded compared to 18 in the previous cycle.  As funds continue to decrease in the future as shown in Table 1, it will be more difficult to administer a competitive grant cycle.
Table 1                                                                 
  (dollars in thousands)

	
	Fiscal Year

	
	1999/00
	2000/01
	2001/02
	2002/03
	2003/04 
	2004/05
	2005/06
	2006/07
	2007/08

	Competitive Grants
	$6.37
	$3.48
	$5.1
	$3.98
	$3.00
	$2.26
	$1.44
	$1.27
	$1.24

	Cycle
	Opp.
	Non-profit
	Opp
	Non-profit and Research & Dev.
	Opp
	Non-profit and Research & Dev.
	Opp.
	Non-profit and Research & Dev.
	Opp.


Fifth Category -- Statewide Education and Outreach ($752,000):  A total of $752,000, or approximately 3% of the total Fund, remains for statewide education and outreach activities. These are the only discretionary resources available from the Fund to support “programmatic level” and “legislative level” goals as presented in the Cal Poly Assessment as well as the statewide education and public outreach activities delineated in statute.  The following Table 3 shows the decline in funding for statewide outreach and education over the last several years and its future decline.

Table 2                                                                 
  (dollars in thousands)

	
	Fiscal Year

	
	1999/00
	2000/01
	2001/02
	2002/03
	2003/04 
	2004/05
	2005/06
	2006/07
	2007/08

	Statewide Outreach and Education
	$1,800
	$2,113
	$2,191
	$2,620
	$1,068
	$752


	$479
	$424
	$413


For FY 2004/2005, activities and contract concepts have been scaled back to include outreach only through advertisement in the DMV handbooks, and research/program development contract concepts arising from Board priorities, the Cal Poly Assessment, and CPR.  Attachment 1 provides the details of three contract concepts and Attachment 2 details various statewide education/outreach activities and other Board activities supported in Category 5. 
� Such reimbursements do not occur frequently.


� Detail about expenditures for each category, as well as the PRC citation that governs the expenditure is provided in Attachment 3.


� Revenue is projected at $20.7 million and the FY 2003/2004 balance or “carryover” is $3.084 million resulting in a beginning balance of $23.784 million.  


� The revenue is based on about 125 million gallons of lubricating oil sales


� Program/Board administrative funding increased as permitted by Provision 1 of Governor’s annual Budget Act.  These costs are presented in two line items in the budget by virtue of how the statutory formula drives the allocation. 
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