
Items 110-111 Educatio'P 

Hastings College of Law-Continued 

State General Fund has appropriated additional moneys for the main­
tenance and operation of the plant. 

Since 1954, the Legislature has appropriated $49,000 annually to the 
support of Hastings College of Law. An amount of $42,000 has been 
appropriated to cover the cost of operating and maintaining the college 
building and $7,000 has been appropriated to meet the original agree­
ment with the founder to pay the 7 percent on the grant of $100,000. 
In 1958-59, the entire support of the college was assumed by the State 
in the amount of $271,892. 

ANALYSIS 

The 1959-60 budget request is $292,802, or 7.7 percent more than 
was expended last year. This increase is largely the result of an antici­
pated enrollment increase of 30 students, an expenditure of $3,000 in 
library expense to purchase revised editions of some of the codes, and 
a provision for $21,751 for a 5 percent salary adjustment. There is 
no merit salary adjustment procedure at the college and this increase 
is in line with general state policy. 

Although the Hastings College of Law is a part of the University 
of California, it has its own governing board, which sets the level of 
student fees. 

Until the 1952-53 academic year, Hastings charged a higher student 
fee than did the university in its Berkeley and Los Angeles law schools. 
However, public criticism of this differential in fee charges and the loss 
of some San Francisco residents to the school of law at Berkeley forced 
the Hastings governing board to reduce their fee from $75 a semester 
to the $37 a semester incidental fee which was being charged in the 
other branches of the university. Since that time increases in the uni­
versity's incidental fee have been accompanied by similar increases in 
the fee charge at Hastings. The present fee charge is at the same level 
as the University of California, with the exception that Hastings stu­
dents contract for their medical service separately. 

It is our belief that the present law school fees at Hastings and the 
other university law schools are unrealistic and should be increased. 
For a discussion of the entire problem of student fees see page 281. 

We recommend approval of the budget as submitted. 

f 0 q BOARD OF CONTROL 
ITEM 111 of the Budget Bill Budget page 254 

FOR SUPPORT OF THE BOARD OF CONTROL FROM 
THE GENERAL FUND 
}cmount requested ______________________________________________ $14,023 
Estimated to be expended in 1958-59 Fiscal Year __________________ 13,557 

Increase (3.4 percent) __________________________________________ $466 

TOTAL RECOMMENDED REDUCTION__________________________ None 

GENERAL SUMMARY 

In accordance with provisions of the Government Code, the board is 
composed of the State Controller, the Director of Finance, both acting 
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Board of Control-Continued 

ex officio, and a third member who is appointed by the Governor and 
who may be a state officer, acting ex officio. 

The board considers, audits and recommends to the Legislature pay­
ment of claims against the State for which there has been no appropria­
tion made. Also, the board sits as an adjudicative body, hearing appeals 
from departments and protests from vendors in regard to purchasing 
procedures. 

The board makes general rules and regulations governing the presen­
tation and audit of claims against the State, travel claims and allow­
ances, determination of partial pay for monthly employees, payroll 
deductions for charitable contributions and U. S. Savings Bonds, use 
of state-owned vehicles, and determination of value of state-supplied 
living quarters and maintenance. It may adopt rules and regulations 
pertaining to merit awards to state employees who propose procedures 
and ideas which increase efficiency of state operations, or who perform 
special acts or services in the public interest. 

ANALYSIS 

The $466 or 3.4 percent increase does not reflect any change in the 
level of service, since the increase is primarily due to the replacement 
of a standard typewriter with an electric one. 

We recommend approval of the amount requested. 

STATE CONTROLLER 
ITEM 112 of the Budget Bill Budget page 255 

FOR SUPPORT OF STATE CONTROLLER FROM 
THE GENERAL FUND 
Amount requested ______________________________________________ $2,871,123 
Estimated to be expended in 1958-59 Fiscal year___________________ 3,021,660 

Decrease (5.0 percent) __________________________________________ $150,537 

TOTAL RECOM M EN DED REDUCTION__________________________ None 

GENERAL SUMMARY 

The State Controller is an elective official, serving terms of four 
years. Apart from the administration of the functions performed by the 
various divisions of this office,he is a member of 17 boards and com­
missions. One of the major functions, expressed in the Constitution, of 
this office is the drawing of warrants for all expenditures made by the 
Government of the State of California. To insure the legality, correct­
ness and provisions of law for payment, Government Code Section 12410 
provides for an audit by the Controller of claims against the State. 

Other functions, in general, of the Controller are as follows: 

1. Keeps centralized accounts of all revenues and expenditures of 
the various departments of State Government. 

2. Administration of unclaimed property. 
3. Prescribes forms to be used for county budgets and reports and 

publishes an annual report of the transactions of governmental 
entities. 
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Item 112 Controller 

State Controller-Continued 

4. Audits claims and pays refunds for taxes paid for nonhighway 
use of fuel; collects sales and use tax on such fuel. . 

5. Administers the inheritance and gift tax laws. 
6. Collects property tax on lands tax-deeded to the State and sells 

lands which have not been redeemed. 

ANALYSIS 

The total support, including contributions for employees' retirement, 
for the Office of State Controller is financed from several funds, as 
follows: 

Proposed ewpenditures 
Fund for 1959-60 Item No. 

General ______________________________________ $3,064,123 112 
Motor Vehicle Fuel Fund_______________________ 563,612 113 
Motor vehicle transportation tax________________ 195,051 115 
Redemption t!\X _______________________________ 211,641 114 
State school building aid________________________ 125,296 116 

Total expenditure _________________________ $4,159,723 

Comments on the several functions of the Controlle;;-s Office, sup­
ported by the above special fund appropriations, will be given in this 
analysis under the main support appropriation from the General Fund, 
and the amounts from special funds above will be shown under the 
item numbers without further comment. 

Although increases in workload for certain programs are anticipated 
for the Fiscal Year 1959-60, the personnel man-years requested show 
a decrease of 41.9 man-years as compared with the current fiscal year. 
The Office of the State Controller has improved a number of operating 
procedures which has helped make cost reductions possible. 

Moving expense of $4,000 and additional rental of $91,343 are the 
only significant items of increase in this proposed budget request. 
These expenses are caused by the transfer of the functions and per­
sonnel of the Accounting and Disbursements Divisions from the Capitol 
Annex to the Medical-Dental Building at 11th and L Streets. 

Accounting Division 

Looking forward to future years when further increases in workload 
and increased services will be required, we believe that further changes 
in functions now being performed are required, to bring about econ­
omies and to process increased workloads with minimum expenditures. 
Our recommendations are as follows: 

A thorough study should be made of the detailed posting now being 
made in the Accounting Division for expenditures and revenue transac­
tions of the various departments of State Government. At present, 
accounts for all transactions are being kept in detail in the departments 
on an accrual basis, which give an up-to-date status of the financial 
condition of the State. The Controller keeps his control accounts during 
the year only on a cash basis, which does not reflect the true financial 
condition of the State or any department at anyone time, except at 
the close of the year when accrual figures are given by the departments 
to the ,Controller and pencil figures are posted to prepare the annual 
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State Controller-Continued 

report. We agree that some sort of central accounts should be kept, 
but we question the contents of the accounts and the purpose for which 
they are kept. Furthermore, we recommend that serious consideration 
be given to the transfer of the function of control accounting to the 
Department of Finance. 

Disbu'rsements Division 

In spite of anticipated increases in work for the Fiscal Year 1959-60, 
no request is made for additional personnel. This is an example of re­
finement of procedures, permitting present staff and machinery to 
absorb to a degree additional workload. Two clerk positions, which 
were added on a temporary basis in July, 1958, for the direct mailing 
of warrants will be continued on a permanent basis. 

The following table shows the workload volumes for warrants and 
savings bonds, which are the major functions of the Disbursements 
Division: . 

United States Warrants mailed 
Fiscal Warrants savings bonds directly to payees 
year issued issued (New program, "1/1/58) 

1955-56 ______________ 2,459,147 65,958 
1956-57 ______________ 2,663,196 96,755 
1957-58 ______________ 2,890,249 110,212 

. 1958-59 ______________ 3,200,250 116,000 1,703,000 
1959-60 est. ___________ 3,376,000 122,000 1,864,500 

A comprehensive study is being made of the latest types of electronic 
equipment adaptable for this work. In the near future, the adminis­
trative staff will make a selection of machines and techniques which 
will be capable of handling future increased workloads more efficiently 
and at lower costs. 

Inheritance and Gift Tax Division 

Slight increases in workload are anticipated for the. Fiscal Year 
1959-60, yet additional employees are not requested. An attempt is 
being made to improve the program. An administrative assistant was 
employed during the current year to improve the procedure. However, 
we believe the entire concept of the assessment and collection of these 
taxes should be changed. Our recommendations regarding changes can 
be found in the fore part of this analysis. 

County Budgets and Report Division 

No additional positions are requested for the functions performed 
by this division. 

Data on financial transactions of local governmental entities is 
gathered and reports prepared. The Collier-Burns Act of 1947 gave 
the Controller the responsibility for reviewing and reporting on the 
use of gas tax moneys apportioned to cities and counties. The useful­
ness of these reports in relation· to the amount of work done and the 
costs involved is questionable. A study of these and other reports is 
contemplated during the coming interim. 
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State Controller-Continued 
Tax Collection and Refund Division 

No new positions are requested for this division. As we have stated 
in prior analyses, we do not believe this function should be in the 
Controller's Office. Our recommendation regarding the transfer of 
these functions and related personnel can be found in the fore part 
of this analysis. 

Tax-Deeded Lands Division 

The workload in this division decreased to some extent in the Fiscal 
Year 1957-58 and correspondingly one district manager position was 
abolished. This function derives its support from the Redemption Tax 
Fund. The anticipated balance in this fund as of June 30, 1959, is 
$695,769. 

Audits Division 

For several years we have taken exception to the method used to pre­
audit claims, the principal function of this division, and recommend 
reductions in staff which would have resulted if these recommendations 
had been put into effect. The firm of Price Waterhouse & 00. 
not only concurred in these recommendations, but stated that the Office 
of the State Oontroller should be abolished. The Division of Organiza­
tion and Oost Oontrol, Department of Finance, in a survey of pre­
audit functions, made recommendations to reduce the personnel and 
change the basic concept of the preaudit functions. The Oontroller's 
Office did accept, in part, these recommendations and corresponding 
reductions in staff were made in the budget requests of the Oontroller's 
Office. Furthermore, some improvements in procedures were made by 
the Controller's Office, which resulted in reductions to the staff in 
spite of increased workloads. 

This budget reflects a further reduction of 38 positions. The claims 
audit function shows a reduction of 18 positions at a savings of $81,336. 
This is in line with recommendations made in our analysis of the 
1958-59 Budget Act. Twenty positions are being transferred from the 
field audit staff, 14 of these to the Department of Social Welfare and 
six to the Department of Public Health. Audit functions will remain 
the same. The Federal Government will absorb approximately 40 per­
cent of the cost of the positions being transferred to the Department 
of Social Wel£are. The cost of the positions transferred to the Depart­
ment of Public Health will be supported entirely from state funds. 

We recommend approval of the budget as submitted subject to the 
matters referred to requiring legislation. 

377 



Controller Items 113-115 

STATE CONTROLLER 
ITEM 113 of the Budget Bill Budget page 262 

FOR SUPPORT OF TAX COLLECTION AND REFUND DIVISION AND 
THE BUREAU OF HIGHWAY ACCOUNTS AND REPORTS FROM THE 
MOTOR VEHICLE FUEL FUND 
Amount requested ______________________________________________ $528,612 
Estimated to be expended in 1958-59 Fiscal year.:.__________________ 514,348 

Increase (2.8 percent) __________________________________________ $14,264 

TOTAL RECOMMENDED REDUCTION__________________________ None 

ANALYSIS 

The collection of vehicle transportation tax, motor vehicle fuel tax, 
and the processing of gasoline tax refunds for nonhighway use are the 
major functions of this division. 

Our recommendation to transfer these functions to the Board of 
Equalization is contained in another section of the analysis. 

This request provides for the same level of service provided in the 
current year. We recommend approval, subject to our other recom­
mendations mentioned above. 

STATE CONTROLLER 
ITEM 114 of the Budget Bill Budget page 262 

FOR SUPPORT OF TAX-DEEDED LANDS DIVISION FROM 
THE REDEMPTION TAX FUND 
Amount requested ______________________________________________ $196,641 
Estimated to be expended in 1958-59 Fiscal Year__________________ 196,886 

lDecrease (0.1 percent)__________________________________________ $~45 

TOTAL RECOMMENDED REDUCTION__________________________ None 

ANALYSIS 

The principal functions of this division are as follows: 

1. Administration of procedures for tax sales, tax deeds, and re­
demptions of lands sold or deeded to the State for nonpayment 
of taxes. 

2. Furnishing information to county officials concerning levying and 
collection of taxes on property. 

3. Administration of property tax deeded to the State and providing 
services to counties in connection with delinquent tax accounting. 

We recommend approval of this item in the amount requested. 

STATE CONTROLLER 
ITEM 115 of the Budget Bill Budget page 262 

FOR SUPPORT OF TAX COLLECTION AND REFUND DIVISION FROM 
THE MOTOR VEHICLE TRANSPORTATION TAX FUND 
Amount requested ______________________________________________ $182,551 
Estimated to be expended in 1958-59 Fiscal Year___________________ 176,315 

Increase (3.5 percent) __________________________________________ $6,236 

TOTAL RECOMMENDED REDUCTION__________________________ None 
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Items 115-117 

State Controller-Continued 
ANALYSIS 

Equalization 

The amount requested covers the costs, chargeable to the Motor 
Vehicle Transportation Tax Fund, of collecting taxes levied under the 
provisions of the motor vehicle transportation license tax and the col­
lection of taxes covered by the motor vehicle fuel tax and the process­
ing of gasoline tax refunds for nonhighway use. 

Subject to conditions mentioned in Item 112, we recommend approval 
of the amount requested. 

STATE CONTROLLER 
ITEM 116 of the Budget Bill Budget page 263 

FOR ADDITIONAL SUPPORT OF THE STATE CONTROLLER FROM 
THE STATE SCHOOL BUILDING AID FUND 
Amount requested ______________________________________________ $116,796 
Estim~ted to be expended in 1958-59 Fiscal year___________________ 119,235 

Decrease (2.0 percent) __________________________________________ $2,439 

TOTAL RECOMMENDED REDUCTION__________________________ None 

ANALYSIS 

The Controller audits projects where the State has provided financial 
assistance for school construction for school districts that are unable to 
provide facilities due to lack of bonding capacity. 

In our analysis for the current fiscal year, we pointed out the dupli­
cation of audits performed by the Local Allocations Division, Depart­
ment of Finance, and those performed by the Controller. Mutual 
arrangements between the two departments have eliminated this dupli­
cation. 

We recommend approval of the amount requested. 

BOARD OF EQUALIZATION 
ITEM 117 of the Budget Bill Budget page 263 

FOR SUPPORT OF GENERAL ACTIVITIES FROM THE GENERAL FUND 
Amount requested _____________________________________________ $11,458,000 
Estimated to be expended in 1958-59 Fiscal Year__________________ 11,349,734 

Increase (1.0 percent) ___________________________________________ $108,266 

TOTAL RECOMMENDED REDUCTION__________________________ $420,922 

GENERAL SUMMARY 

The Board of Equalization is a constitutional agency consisting of 
four members elected by districts and the State Controller, an ex officio 
member. Its chief administrative officer is the executive secretary. 

It administers several major tax programs, the state sales and use 
tax, which is the largest revenue source for the State General Fund, 
the local sales and use tax for counties and cities under the Bradley­
Burns Law on a wholly reimbursable contract basis, three highway 
users taxes in whole or in part, all taxes on alcoholic beverages, the 
private car tax, and participates in the administration of the gross 
premiums tax on insurance companies. 
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General Activities-Continued 

It also administers four programs relating to local property tax. It 
places valuations on all public utility properties, it makes sample ap­
praisals of locally assessed properties for purposes of intercounty 
equalization, it renders advice and assistance to county assessors and 
it performs mapping services for counties on a wholly reimbursable 
contract basis. 

It also handles appeals from the actions of the Franchise Tax Board 
under the personal income tax law and the bank and corporation tax 
law. 

It has a currently authorized staff of 2,494.4, organized into seven 
main division or units distributed geographically among 62 offices in 
California and two outside the State. 

All of its operations are financed from the General Fund except 
those relating to highway taxes, which are financed from three special 
funds, and account for about 14 percent of total agency expenditures. 

The distribution of the currently authorized staff, by divisions, is as 
follows: 

Division Staff 
Administration ______________________________________________ 246.9 
Research and Statistics (sample appraisals) ____________________ 65.1 
Assessment Standards: 

Assistance unit ___________________________________________ 26.7 
County contract mapping___________________________________ 56.4 

Valuation __________________________________________________ 57 
Sales Tax __________________________________________________ 1,794.5 
Bureau of Tax Assessment (beverage tax) _____________________ 41 

Total, General Fund activities ____________________________ 2,287.6 
Highway taxes (special funds) _______________________________ 206.8 

Total __________________________________________________ 2,494.4 

In June, 1957, the Budget Division and the Organization and Cost 
Control Division of the Department of Finance pointed out to the 
agency the need for an organizational study of the top structure of the 
Board of Equalization, and as a result such a study was made by an 
outside consultant, Mr. George Lawrence Hall of San Francisco, and a 
report submitted to the agency in September, 1957. One of the major 
recommendations of this report was that a further study should be 
made by the staff of the agency itself, directed, among other things, 
toward highlighting areas in which improvements in procedures and 
systems are indicated. Such a study was started early in 1958 by a 
group of 16 staff members in the agency, including representatives of 
the major operating divisions and headed by a senior administrative 
analyst. The study involved the use of the equivalent of between 9 
and 10 units of personnel on a full-time basis for a six months' period 
at a direct salary cost of about $39,000, and included some 1,600 inter­
views with other staff members in all parts of the State. Mr. George 
Lawrence Hall participated in this study as a consultant and received 
$10,588 for his services, including those involved in the earlier report. 

In June and July of 1958 a three-volume report was issued, en­
titled "Basic Internal Study of the State Board of Equalization," 
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General Activities-Continued 

Volume I, "Organization Plan," Volume II, "Major Recommenda­
tions" and Volume III, "Supplemental Recommendations. " 

The 1958 reports may be regarded as modifications and refinements 
of the original 1957 Hall Report, and the two reports may be regarded 
as part of the same overall project, completed at a direct cost of ap­
proximately $50,000. 

A review of the reports indicates to us that the study was both 
thorough and objective and we believe its recommendations as to organ­
izational changes are basically sound. In general the study stresses the 
need for: 

"1. Clarification and strengthening of lines of authority, responsi­
bility and accountability. 

"2. Delegation of authority and responsibility to the lowest point at 
which sufficient information is available for decision making. 

"3. Establishment of policies to guide the work at operational levels. 
"4. Centralization and strengthening of administrative controls. 
"5. Improved services to the public and operating economies . . . 

by combining like functions, wherever advantageous, and eliminating 
duplications in the organization structure." 

Elsewhere in this report we are recommending the establishment of 
a single department of revenue, headed by a director appointed by the 
Governor, to provide for the centralized administration of all state 
taxes, and we point out further that we do not believe that an agency 
headed by a board, such as the Board of Equalization, is best suited to 
constitute such a department since such an organization is not con­
ducive to the development of the type of strong administrative direc­
tion needed to insure uniform tax administration on a statewide basis. 
We believe the findings of the study conducted by the board's own staff 
tend to support this view. 

The following new positions have been created in the agency during 
the current year, through the elimination of five existing positions with 
equivalent aggregate salaries, in furtherance of the organizational 
changes recommended in the report: 

Class Salary range 
Assistant executive secretary _____________________________ $1,250-1,350 
Administrative service officer III _________________________ 905-1,050 
Sales tax compliance co-ordinator _________________________ 676- 821 
Budget officer __________________________________________ 613- 745 

The new assistant secretary position was created to relieve the execu­
tive secretary of responsibility for directing the line activities of the 
agency. The administrative service officer III position was established, 
reporting direct to the assistant secretary, to assume full responsibility 
for direction of certain administrative and staff units, some of which 
had formerly reported directly to the secretary and some of which had 
been in a separate service division. These units include administrative 
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General Activities-Continued 

analysis, accounting, tabulating and office services. The sales tax compli­
ance co-ordinator position was created in the sales tax division, head­
quarters office, to develop and interpret uniform compliance programs 
and practices for the statewide administration of the sales tax compli­
ance program. We believe these positions will generally strengthen the 
administrative structure. 

The budget officer position, reporting direct to the new administrative 
service officer III, was created to provide assistance to that officer in 
budgetary matters. In this connection it is noted that there is an exist­
ing accounting officer IV position at a higher salary, $745-905, also 
reporting to the administrative service officer III, and that the official 
job definition for an 'accounting officer IV position reads "Under direc­
tion, to have charge of the accounting and budgetary work of one of the 
larger state agencies and to direct a variety of complex accounting and 
related business management work including heavy administrative re­
sponsibilities; 'and do other work as required." The accounting officer 
IV supervises a staff of only 27.5 positions, all in clerical classes. We 
believe that a position at the accounting officer IV level should be able 
to provide the administrative service officer III, with all needed assist­
ance in budgetary matters and recommend that the matter be further 
studied by the board and by the State Personnel Board. 

Included in the three-volume report on the "Basic Internal Study" 
are a number of recommendations which have definite budgetary impli­
cations, which will be commented upon later. 

We believe these recommendations should be given the same consider­
ation as those relating to the change in the organizational structure 
which are the basis for the creation of the four new positions previously 
mentioned. 

Accordingly, in several instances in the succeeding analysis we have 
recommended reductions in existing personnel which are based directly 
on findings and recommendations contained in the report. 

ANALYSIS 
Summary of Reductions 

Research and statistics: 
1 junior research technician ________________________ _ 
2 assistant real property appraisers _________________ _ 

Assessment standards _______________________________ _ 
Sales tax-headquarters: 

3 clerical positions ________________________________ _ 
6 positions, checking unit __________________________ _ 
8 positions, audit review unit ______________________ _ 

Sales tax-districts: 
30 auditor positions _______________________________ _ 

Amount 

$5,232 
12,120 

147,770 

12,000 
36,000 
50,000 

157,800 
---Total _________________________________________ $420,922 
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Research and Statistics 

We recommend deletion of the following additional positions re­
quested for 1957-58, for $17,352. 

Amount 
1 junior research technician ____________________ $5,232 
2 assistant real property appraiser ______________ 12,120 

Total ____________________________________ $17,352 

Budget 
Page Line 
266 14 
266 15 

The major activity of the Division of Research and Statistics is to 
conduct sample appraisals of local property tax assessments in order to 
determine assessment ratios for purposes of intercounty equalization. A 
staff of 50 appraisers is currently authorized for this work during 
1958-59 and a staff of 45 during 1959-60, without the proposed increase. 

During 1956-57 sample appraisals were made at a rate which contem­
plated appraisals in approximately one-fourth of the counties each year. 
The agency requested additional staff for 1957-58 to permit appraisals 
in one-half of the counties each year. The Legislature, however, granted 
an increase on the basis of a program which would provide for ap­
praisals in approximately one-third of the counties each year, which is 
the basis on which the program is being conducted during the current 
and budget years. 

At the time the increase in staff was granted for 1957-58, six positions 
were included with termination dates of June 30,1959, the ending date 
of the first three-year cycle, in order to complete the cycle on that date 
since less than one-third of the counties were sampled in 1956-57. 

The budget request is for the continuation of three of these positions 
on a permanent basis, since it is stated that they are needed to provide 
adequate staff for continuing the appraisals on a three-year cycle basis. 

We do not recommend approval of the positions at this time, since 
we are not satisfied that sufficient experience has been had with the pro­
gram in its present form, to provide firm data as to their actual need. 

During 1956-57 the sample appraisals were made by staff which was 
under control of the Division of Assessment Standards. As of July 1, 
1957, the staff engaged in sample appraisals was transferred to the Divi­
sion of Research and Statistics, with considerable resulting confusion 
during the transition period. Accordingly, we do not believe the opera­
tion has been under its present management long enough to provide 
assurance that the operation cannot be continued at its present level, 
through increased efficiency, without the requested additional staff. 

Assessment Standards-Assistance Unit 

We recommend that this program be red~tced by one-half, or $147,-
770, as shown on budget page 266, line 79. 

During the 10-year period, starting with 1948-49 and ending with 
1957 -58, approximately $1,800,000 has been spent on the assistance pro­
gram to county assessors, with $144,101 spent in 1948-49 and $250,901 
in 1957-58. The amount estimated to be spent during 1958-59 is 
$285,097, and the amount requested for 1959-60 is $295,539. 
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The work involved in the assistance program consists of two general 
categories, as follows: 

1. Surveys in each county pursuant to Sections 15640-15645 of the 
Government Code to determine the adequancy of the practices of the 
assessors, and activities not related to a particular county, such as ap­
proval and design of forms, the issuance of general instructions in 
the form of manuals and handbooks, conferences involving problems 
common to a number of counties, etc., and 

2. Appraisal instruction in individual counties on request. 
During the 52-week period from December 8, 1957 to December 6, 

1958, the agency reported man-days of direct time distributed as 
follows: 

Man-days 
Appraisal instruction ___________________ 1,843 
All other _____________________________ 2,221 

Total _____________________________ 4,064 

Percent 
45.3 
54.7 

100 

Significant items in the "all other" category were writing and re­
vising handbooks and manuals 1,051 man-days, conferences and meet­
ings 350 man-days and assessment surveys 108 man-days. 

Approximately half of the time spent on appraisal instruction was 
spent in five counties, which had a combined population of 656,300, or 
4.4 percent of the State's total of 14,752,000, on the basis of estimated 
population at July 1, 1958. 

The appraisal instruction program consists in the actual conduct of 
training classes for members of the staffs of the county assessors. 

We do not believe that it is a proper function of the State to under­
take to train the staffs of the various county assessors, but that such a 
function should be conducted and paid for by the counties themselves 
if needed. 

Our recommendation for a 50 percent reduction in the budget for 
the assistance program of the Division of Assessment Standards is 
made with the intention that state funds for the appraisal instruction 
program be eliminated. 

We can see no objection to the State undertaking to furnish in­
structional facilities to county assessors provided the program is- paid 
for by the counties in the same manner as mapping services or co­
operative personnel services, for each of which class of service, counties 
and other local agencies are now paying the State in excess of $200,000 
per year_ 

The following comments appear on pages 88 and 89 of Volume II of 
the "Basic Internal Study" previously mentioned. 

"County assessors have never been fully informed of the assist­
ance that is available to them. Their impression seems to be they 

. can receive anything they want although it might take a little time. 
This feeling of being able to receive unlimited assistance appears 
to have been instilled over a period of years by the division itself, 
by giving almost unlimited assistance even to the point of making 
actual appraisals. 
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fact that all working papers -are retained in the district office. This 
precludes an adequate review in headquarters. 

"It is our opinion that primary responsibility for practical ad­
ministration of the field audit program, including routine review 
functions, should rest with district offices, subject to centralized 
control from headquarters office. 

, 'Headquarters review functions, as' distinguished from billing 
processes, should be a responsibility of the Statewide Principal 
Auditor. It is recommended that he have a small staff of highly 
skilled auditors with extensive field experience to assist him in the 
planning, development, and enforcement of the statewide audit 
program. 

"In order to maintain effective control and achieve uniformity 
in the board's' audit program this specialized unit should carry' 

. on a regular program' of analysis of audits .with. working papers 
from each district. This, of course, would De done on a test· check 
sampling basis." . 

It is our belief that a revision of the review program, such as that 
recommended, could be accomplished with the reduced staff by trans­
ferring major responsibility for the billing operation to district offices. 

In this connection it should. be noted that in two other state agencies 
administering tax programs, procedures somewhat comparable to those 
recommended' are in effect. -

In the Franchise Tax Board far less than one-half of the personal 
income tax audit reports received in headquarters are reviewed before 
a billing is made, entire reliailce being placed on the field office review 
in such cases. 

In the Department of Employment, which administers theunemploy­
ment insurance tax, actual billing, in most cases, is made at the field 
office level. -

In our 195.8-59 analysis, page 330, we made mention of the sales tax 
audit review unit in headquarters, expressed the view that unnecessary 
duplications existed, suggested the adoption of procedures comparable 
to those used in the Department of Employment and recommended that 
the matter be studied. 

We believe that comments in the_"Basic Internal Study" generally 
confirm these views. -

Sales Tax-Districts 

. -The prit;lted budget on page 268, lines 54, 55 and 56, provides for the 
elimination of 23 auditor positions during 1959"60. Three of these posi­
tions are being abolished because the use of additional adding machines; 
which have been provided, will increase the productivity of the re­
maining staff. The other 20 positions are being eliminated because, in 
effect, they are not being used, . as indicated by. an excessive number 
of vacancies. We are in agreement with the action proposed in the 
budget. 

We recommend a f~lrther reduction in the existing a~ldit staff of 
approximately 30 auditors, with total salaries of $157,800, budget page 
268, line- 45: 

387 



Equalization Item 117 

General Activities-Continued 

Our purpose in making this recommendation is to provide funds for 
a proposed increase of 30 auditors in the audit staff of the Franchise 
Tax Board, as detailed on budget page 300, lines 5, 8, 11 and 50, and 
on budget page 301, line 6, at a total cost of $157,800. We believe that 
this increase is warranted, but that in the interests of economy, it 
should be financed by a shift of audit manpower from the sales tax 
audit program to that of the Franchise Tax Board, rather than by an 
overall budget increase. The recommended reduction in the sales tax 
audit program will have that effect. , 

Our reason for proposing this shift in manpower is that currently, 
as well as over the last seven-year period, the audit programs of the 
Franchise Tax Board have been about 4i times as productive, in terms 
of effort expended, as that in the Sales Tax Division. The Franchise 
Tax Board administers the bank and corporation tax law and the per­
sonal income tax la.w, and these two taxes, together with the sales tax, 
constitute the three main revenue sources of the General Fund. 

The following table shows audit revenues and audit costs of these 
three programs over the last seven-year period. 

Audit Revenues and Costs, Seven Years Ended June 30,1958 

Tam 
Bank and corporation tax ________ _ 
Personal income tax ____________ -'-_ 

Revenue 
$54,577,860 
39,161,361 

Subtotal __________________ $93,739,221 
Sales tax _______________________ 67,282,076 

Total _____________________ $161,021,297 

Oost 
$3,819,622 
9,187,677 

$13,007,299 
40,628,741 

$53,636,040 

Revenue per 
$1 of cost 

$14.29 
4.26 

$7.21 
1.66 

$3.00 

It will be noted that bank and corporation tax audits produced over 
$54,000,000 in additional revenue at a total cost of slightly under 
$4,000,000, or at the rate of $14.29 for each dollar of cost, while the 
sales tax audits produced $67,000,000 in additional revenue, at a cost 
of about $40,500,000, or at the rate of $1.66 for each dollar of cost. 
This means that the bank and corporation tax audits were about 8i 
times as productive as the sales tax audits in terms of effort expended 
as measured by cost. 

We believe that, in general, a high ratio of revenue to cost indicates 
the likelihood that an expansion of the program would be profitable 
while a low ratio, on the other hand, indicates the likelihood that a 
program could be curtailed with a minimum loss of revenue. It follows 
that a higher overall yield from a given audit effort, as between sev­
eral different taxes, would result from a deployment of the staff which 
gave consideration to these ratios. 

The reason why we believe that a reduction in the sales tax audit 
staff would not seriously impair the audit revenue is that the program 
is, to a degree at least, selective, and could be curtailed by eliminating 
the least productive segments. 

Elsewhere in this report we are recommending that a department 
of revenue should be established for the centralized administration 
of all state taxes. One of the advantages of such a department is that 
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it would permit the pooling of audit resources and facilitate their use 
in areas where the need is greatest as evidenced by the size of the 
"pickup" to be expected. We believe that an administrator of such a 
unified department would deem it good business to so deploy his audit 
staff, and our recommendation is intended to accomplish a like result 
within the framework of the existing org'anizational structure for state 
tax administration. 

Entirely aside from the relationship between sales tax audits and 
audits made by the Franchise Tax Board from the standpoint of recov­
ery, we believe that the recommended reduction in the sales tax audit 
program can be justified on other grounds. 

Tables 1, 2 and 3 which follow, are based on cost data which the 
agency has been keeping since 1950-51. Costs shown include all direct 
costs as well as all overhead items, including some not directly bud­
geted by the agency, while net revenues are compiled on a basis which 
approximates as nearly as possible the actual cash to be collected after 
deducting an estimate for uncollectibles. 

Table 1-Summary of Sales Tax Audit Results, by Years, 1950-51 to 1957-58 

Audit Man-
Year hours years 
(1) (2) (3) 

California audits: 
1950-51 __________ 913,829 507.7 
1951-52 __________ 837,647 465.4 
1952-53 __________ 848,966 471.6 
1953-54 __________ 835,732 464.3 
1954-55 __________ 821,970 456.7 
1955-56 __________ 754,970 419.4 
1956-57 __________ 754,958 419.4 
1957-58~ _________ 812,938 451.6 

Totals _________ 6,581,010 457.0 

Out-of-state audits: 
1950-51 _________ _ 28,120 15.6 
1951-52 _________ _ 22,830 12.7 
1952-53 _________ _ 24,443 13.6 
1953-54 _________ _ 23,691 13.2 
1954-55 _________ _ 24,189 13.4 
1955-56 _________ _ 41,039 22.8 
1956-57 _________ _ 44,801 24.9 
1957-58 _________ _ 48,455 26.9 

Totals ________ _ 257,568 17.9 

Total audits: 
1950-51 _________ _ 941,949 523.3 
1951-52 _________ _ 860,477 478.1 
1952-53 _________ _ 873,409 485.2 
1953-54 _________ _ 859,423 477.5 
1954-55 __________ _ 846,159 470.1 
1955-56 _________ _ 796,009 442.2 
1956-57 _________ _ 799,759 444.3 
1957-58 _________ _ 861,393 478.5 

Oost 
Total Per houl' 

(4) (5) 

$4,335,774 $4.74 
4,620,989 5.52 
5,301,944 6.25 
5,416,139 6.48 
5,426,314 6.60 
5,307,720 7.03 
5,792,164 7.67 
6,681,692 8.22 

$42,882,736 $6.52 

$176,867 $6.29 
186,929 8.19 
214,055 8.76 
197,583 8.34 
207,542 8.58 
339,803 8.28 
419,337 9.36 
516,530 10.66 

$2,258,646 $8.77 

$4,512,641 $4.79 
4,807,918 5.59 
5,515,999 6.32 
5,613,722 6.53 
5,633,856 6.66 
5,647,523 7.10 
6,211,501 7.77 
7,198,222 8.36 

Net revenue 

Total 
(6) 

$7,683.,786 
7,280,715 
7,525,672 
8,239,479 
8,086,010 
8,596,599 

10,354,023 
10,259,214 

$68,025,498 

$815,930 
691,476 
806,153 
572,934 
448,168 

1,309,908 
1,247,932 
1,863,793 

$7,756,294 

$8,499,716 
7,972,191 
8,331,825 
8,812,413 
8,534,178 
9,906,507 

11,601,955 
12,123,007 

Per dollar 
of cost 

("/) 

$1.77 
1.58 
1.42 
1.52 
1.49 
1.62 
1.79 
1.54 

$1.59 

$4.61 
3.70 
3.77 
2.90 
2.16 
3.85 
2.98 
3.61 

$3.43 

$1.88 
1.66 
1.51 
1.57 
1.51 
1.75 
1.87 
1.68 

Totals _________ 6,838,578 474.9 $45,141,382 $6.60 $75,781,792 $1.68 
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Table 1 is a summary by years showing the California audits and 
the out-of-state audits separately, the latter being made at out-of-state 
points of taxpayers doing business in California but maintaining their 
records elsewhere. Most of this aUditing is done by staff resident in 
New York and Chicago. 

The manpower used on out-of-state audits is comparatively small, 
26.9 man-years in 1957-58 as compared with 451.6 man-years on Cali­
fornia audits, and while they have been more expensive to make, as 
shown by the cost per hour figures, their recovery is much greater 
in terms of revenue per $1 of cost. 

The agency in recent years has completed two sample audit programs, 
the first for a three-year period ended December 31, 1952, and the sec­
ond for a three-year period ended December 31, 1954. These were in­
tended, among other things, to develop data that would be helpful for 
a better development of the audit staff from the standpoint of produc­
tivity, both as between various kinds of businesses and on ageographi­
cal basis. Starting July 1, 1954, as a result of data developed in the first 
program the headquarters office started furnishing district offices, where 
filial responsibility for selection of the individual taxpayers to be 
audited rests, with more complete data than formerly was the case as 
to taxpayers subject to audit, by broad general groups according to size 
and class of business. The agency refers to this as its "new audit selec­
tion system." The second sample audit program, the report on which 
was completed in June 1955, among other things, contained data bear­
ing on the geographical distribution of the staff. An examination of the 
data on Table 1, however, does not indicate any marked change in the 
cost revenue relationship, particularly as to the California audits, be­
tween 1953-54 and 1957-58. While it is true that the total net revenue 
has increased, costs have also increased, both in total and in costs per 
hour. Careful evaluation of costs, in relationship to results, however, we 
regard as a proper function of management. 

It will be noted that the revenue per $1 of costs for California audits 
for 1957-58 is below the eight year average, that for out-of-state audits 
above, while that for total audits is exactly the same as the eight year 
average. ' 

During 1956-57 and 1957-58, audits were made for local sales 'and use 
tax purposes under the Bradley-Burns Law, as well as for state pur­
poses, a single audit serving both purposes. Both the costs and the net 
revenue attributable to local sales and use tax are included in the totals 
shown in Table 1. The costs involved are not available. The revenue in­
cluded, however, can be estimated rather accurately from available 
data, and amounted to $675,234, or 5.8 percent of the total in 1956-57 
and $2,150,621, or 17.7 percent of the total in 1957-58. If the local sales 
tax audit revenue is excluded from the totals shown under total audits 
in Table 1 for these two years, the state revenue amounts to $10,926,721 
in 1956-57 and $9,972,386 in 1957-58. 

This represents a decrease of almost $1,000,000 from 1956-57 to 
1957-58. 
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Table 2 shows the relationship between audit revenue and costs for 
1957-58, by individual districts, while Table 3 shows the same data for 
the eight-year period. 

Both tables indicate a variation as between individual districts, that 
in Table 3 being the more significant, since it indicates that the condi­
tion is not due to unusual conditions in a given year. 

The data in Table 3 indicates to us the need for redeployment of staff 
on a geographical basis, a condition which was indicated by the 1955 
sample audit study and a condition which we have commented upon for 
a number of years. 

Table 2-Sales Tax Field Audit Revenue and Costs by Districts, 1957-58 

San Bernardino ____________ _ 
Santa Rosa ________________ _ 
Redding ___________________ _ 
Los Angeles _______________ _ 
San Diego _________________ _ 
Marysville _________________ _ 
Sacramento ________________ _ 
San Jose __________________ _ 
Santa Barbara _________ ..:. ___ _ 
Oakland ___________________ _ 
Fresno ____________________ _ 
San Francisco ______________ _ 

Net revenue 

$892,172 
393,828 
135,517 

4,470,768 
575,271 
228,981 
583,508 
501,982 
171,930 
751,798 
415,585 

1,137,874 

Totals California ________ $10,259,214 
Out-of-state _________________ 1,863,793 

Totals _________________ $12,123,007 

Audit cost 

$422,307 
190,421 

73,667 
2,630,486 

355,040 
152,359 
428,733 
378,783 
133,712 
604,931 
346,937 
964,316 

$6,681,692 
516,530 

$7,198,222 

Revenue per 
$1 of cost 

$2.11 
2.07 
1.84 
1.70 
1.62 
1.50 
1.36 
1.33 
1.29 
1.24 
1.20 
1.18 

$1.54 
3.61 

$1.68 

Table 3-Sales Tax Field Audit Revenue and Cost by District for Eight Years 

Distriot 
San Bernardino ____________ _ 
Los Angeles ________________ _ 
Santa Rosa _-' ______________ _ 
Redding ___________________ _ 
Marysville _________________ _ 
Oakland ___________________ _ 
San Jose __________________ _ 
San Francisco -----_________ _ 
Sacramento ________________ _ 
Fresno ____________________ _ 
VVoodland _________________ _ 
San Diego _________________ _ 
Santa Barbara _____________ _ 

Ended June 30, 1958 

Net reven,ue 

$4,226,971 
29,410,223 

2,222,034 
954,503 

1,419,717 
5,667,976 
3,584,548 
8,528,402 
3,810,455 
3,023,639 

887,429 
3,255,479 
1,034,122 

Total California _________ $68,025,498 
Out-of-state _____________ ~~_ 7,756,294 

Totals _________________ $75,781,792 
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Audit cost 

$2,401,975 
17,144,040 

1,295,613 
570,854 
905,731 

3,742,095 
2,382,227 
5,853,509 
2,618,452 
2,113,798 

629,783, 
2,356,881 

867,778 

$42,882,736 
2,258,646 

$45,141,382 

Revenue per 
$1 of oost 

$1.76 
1.72 
1.72 
1.67 
1.57 
1.51 
1".50 
1.46 
1.46 
1.43 
1.41 
1.38 
1.19 

$1.59 
3.43 

$1;68 
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In this connection we note the following comments in the "Basic 
Internal Study," Volume II, page 26: 

, 'Throughout much of the State we received information and 
indications of over-staffing and/or maldistribution of audit staffs. 
In several districts or offices the audit supervisors stated that they 
did not have enough worthwhile audits to keep their staff busy and 
were forced to make audits which did not appear warranted by any 
standards. In one district, the main office audit staff is too large, 
while other offices of the district are understaffed. 

, 'Another indication of the lack of proper distribution of the 
audit staff is that some offices are auditing only about 10 percent of 
the accounts on their audit selection list while other offices are 
auditing 50 to 60 percent of their accounts. 

"While the foregoing applies to field auditors, of the junior, 
Grade I and Grade II levels, the same problem exists with respect 
to crew chiefs, Grade III, and to some degree with supervising 
auditors. While nearly all crew chiefs and supervisors state that 
about seven to nine men represent a proper crew size it was found 
that few crew chiefs had even the stated minimum number of men. 
Many crews consisted of only four or five men. This is highly in­
dicative of an overstaffing of crew chiefs. As the staff and crew 
chiefs might decrease, direct effects on the staff of supervising 
auditors would result." 

We also note that in a bulletin dated July 17, 1958, from the Prin­
cipal Sales Tax Auditor to All District Tax Administrators regarding 
Summary of Results of Audit Program for June, 1958, and Year to 
Date, the following statement appears: 

, 'We know that there is an uneven deployment of the audit staff 
in relation to the workload. " 

We believe that the reduction in staff of 30, which we are recom­
mending, would encourage the agency to remedy this condition. 

Tables 4, 5 and 6 present an analysis of the audit results from :t 

somewhat different standpoint. 
They show the audits for each of the years 1954-55 and 1957-58 

segregated into four groups, those resulting in refunds, those resulting 
in no-change, those resulting in deficiencies less than cost and those 
resulting in deficiencies of more than cost. The first three groups, for 
which subtotals are shown are those which we regard as nonprofitable, 
and we believe that the percentage of total time spent on such audits 
is highly significant since it is obvious that this part of the program 
could be curtailed without any loss of revenue. . 

Some improvement is shown in this respect in all three tables as 
between 1954-55 and 1957-58 since the percentage of time on nonprofit­
able audits as shown in column 5 decreased from 54.6 percent to 53.4 
percent for the California audits, from 41.2 percent to 28.8 percent for 
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the out-of-state audits, and from 54.2 percent to 52.0 percent for all 
audits. 

Our view is that a percentage of 53.4 percent, as shown for the Cali­
fornia audits for 1957-58, is still far too high and that greater selectivity 
and better management could result in reducing this percentage sub­
stantially. 

Percentages for the individual California districts ranged from a 
low of 49.7 percent to a high of 63.0 percent in 1954-55, and from a low 
of 43.1 percent to a high of 59.6 percent in 1957-58, with eight of the 
districts showing an improvement as between the two years. 

We believe that the wide variations among districts in this respect 
is another indication of the need for redeployment of the staff geo­
graphically. 

The data in Tables 4, 5, and 6 are not strictly comparable to those 
in Tables 1, 2, and 3 since audit costs and net revenues are more ac­
curately stated in the latter and there are certain other minor 
differences, due to the limitations of the mechanical processes by which 
the data were compiled, although the data in Tables 4, 5, and 6 are 
comparable for the two years shown. 

Table 4-California Sales Tax Audits, 1954-55 and 1957-58, Classified as to 
Individual Audits Producing More Than or Less Than Cost 

Atldits Hours 
Pm'- Per- Net Year and 

Cla,ss of audit Nuntber cent N'umbm; cent Revenue 

(1) (2) 

1954-55 Year 
A-Refunds _______________ 2,254 
B-No change ______________ 12,875 
C-Deficiences under cost ___ 12,470 

(3) (4) (5) (6) 

5.1 44,456 5.4 -$690,546 
29.1 119,390 14.5 
28.1 285,241 34.7 828,628 

Cost 

(7) 

$274,867 
734,661 

1,776,568 

Subtotal ____________ 27,599 62.3 449,087 54.6 $138,082 $2,786,096 
D-Deficiencies over cost ____ 16,725 37.7 372,970 45.4 8,319,794 2,319,791 

Total _______________ 44,324 100.0 822,057 100.0 $8,457,876 $5,105,887 

1957-58 Year 
A-Refunds _______________ 2,243 6.1 51,728 6.4-$1,610,750 $406,218 

893,947 
1,034,641 2,101,840 

B-No change _____________ 11,229 29.1 114,321 14.1 
C-Deficiencies under cost __ 10,194 26.3 267,223 32.9 

Subtotal ____________ 23,765 61.5 433,272 53.4 -$576,109 $3,402,00r. 
-- --- -- ----

D-Deficiencies over cost ____ 14,895 38.5 378,586 46.6 11,173.971 2,971,627 
-- --- -- ----

Total _______________ 38,660 100.0 811 ,858 100.0 $10,597,862 $6,373,632 
======== 
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, Ta,ble 5-0ut-of,state,-Sales ,Tax AudHs, 1954-55 and 1957-58, Classified as to 

, ' Individuar Audits Producin'g More Than or Less Than Cost 

" Alld,;,t,s II07lrs 
Year ~nd Pe1'~ Per- Net 

alas sof'uudit -Number cent Number cent Reve1l1w 

(1) 

1954.55 Year 
A-'-Refunds ______________ _ 
H-'::-Nochange _.: _____ ~---.:- ' 
C---:-Deficiencies under cost '_~, 

.. ,' Subtotal __ .: ___ :..' ____ _ 
D-Deficiences over cost ___ _ 

Total 

1957-58 Year 
.. A-Refunds ______________ _ 

.. B7""N 0 . change ____________ _ 
C:":"'Deficiencies under cost __ 

Subtotal ___________ _ 
D-Deficiencies over cost __ _ 

(2) (3) 

33' 15.6 
114 19,3 

'174 29.5 

(4) (5) 

1,358 5.7 
1,467 6.1 
7,045 '29.4' 

321 54.4 9,870 41.2 
269 45.6 14,109 58.8 

590 100.0 23,979 100.0 

37 3.9 1,287 2.7 
142 15.0' 1,492 3.1 
280 29.7 10;970 23.0 

459 4,8.6 13,749 28.8 
486 51A 33,909 71.2 

(6) 

-$61,711' 

29,971 

-$31,740 
561,195 

$529,455 

441,583 

57,887 
----
~16,304 
1,908,893 

-- -- --- -- ----
Total 945 100.0 47,658 100.0 $1,925,197 

Cost 

(7) 

$11,555 
12,494 
59,981 

$84,030 
120,125 

$204,155 

$13,750 
15,940 

117,232 

$146,922 
362,340 

$509,262 

Tlilble 6-Total Sales Tax Audits, 1954·55 and 1957·58, Classified as to Individual 
, Audits Producing More Than or Less Than Cost 

Audits Hours 
Year (md Per- Per- Net 

C.lass of audit Number cent N1tmber cent Revenue C08t 

(1) (2) (3) (4) (5) (6) (7) 
;t954-55 1:' ear , 

A-'-Refunds _______________ 2,287 5.1 45,814 5.4 -$752;257 
I B~No change _____ ~ ______ :. 12,989 28.9 120,857 14.3 

$286,422 
747,155 

858,599 1,836,549 C---:-DeficienCies under cost :.-::: ]:2,644 , 28:2' 292;286 34.5 

Subtotal _________ .:.-:.:. 27,920 62:2 458;957 54.2 -$106,342 $2,870,126 
D-:-peficiencies over cost ____ 16,994 37.8 387,079 47.8 8,880,989 2,439,916 

Total _______________ 44,914 100.0 846,036 100.0 $8,987,331 $5,310,042 

1957-58 Year 
, A-Refunds ________ .:.~_____2,379 6.0 53,015 

B-::=-No change _____ ~----.-- 11,371 28;7115,813 
C..c:..Deficiencies under cost ___ 10,474 26.5 278,193 

6.2-$1,652,333 $419,968 
909,887 

1,092,528 2,219,072 
13.5 
32.3 

Subtotal ____________ 24,224 61.2 447,021 52.0 -$559,805 $3,548,927 
, • D"'-Deficiencies over cost ____ 15,381 38.8 412,495 48.0 13,082,864 3,333,967 

-- -- --- -- ----
Total _______________ 39,605 100.0 859,516 100.0 $12,523,059 $6,882,894 
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Board of Equalization' 
DIVISION OF H!GHWAY TAXES 

ITEM 118 of the Budget Bill Budget page 270 

FOR SUPPORT OF DIVISION OF HIGHWAYTAXESFROM'THE' 
MOTOR VEHICLE TRANSPORTATION TAX FUND . 
Amount requested ________ ----------_____________________ ~---~-- $1,004,039 
Estimated to be expended in 1958-59 Fiscal Year ____________ ...:_ . ...:,~~,' 991,356 

Increase (1.3 percent) ----~--.,_------------~'~_-_.,_~--~.,_'--~-T_;-,--.,_- $12,683 
\ ,~ 

TOTAL RECOMMENDED REDUCTION _______ ~---------_----:.:'-,..:..: $23;"l°9 
GENERAL SUMMARY 

The Division of Highway Taxes assesses and collect~ the use: f-ti~{tii'i 
(diesel tax), assesses the motor vehicle transportation tax (trhdk, t~:tt)·;: 
assesses the motor vehicle fuel tax (gasoline tax) a:ri.<i admip.if?ters'the 
Itinerant Merchants .Act (Sections 16300 to 16451 Qf the Business a,nd 
Professions Code). . ' ..' .. ' 

Its activities are supported by appropriations frQIh 'the'f~ll~'¥ing 
three funds: . . . .. " 

. Total expenditures by fu~dsi 
1958-59 1959~60 jncreajbfr;;~; 
$991,356 $1,004,039 $12,683', ci 

Fund 
Motor vehicle transportatlon tax _______ _ 
Motor vehicle fuel ___ .:. __________ . _____ _ 907,661 912,911, 5,250 
Itinerant merchants _____________ '-____ _ 17,900 - 17,982 ' 82-;,; 

Total _________ ~ ____ ~ _____________ $1;916,917 $1,934,932 $i8',015::) 

Its entire expenditure program is shown under one heading in the 
printed budget, however, on page 270; since the operations under.~he. 
three funds are rather completely integrated. , . ..• .. ,. i 

.An amendment to the Use Fuel Tax Law (Section 8732.5 oftheRey~ 
enne and Taxation Code ), which became operative JUly 1, ,1958, permits 
licensed vendors of fuel who are requiri)dto collect and pay thetax~q 
the State to take credit on any tax return for the, tax paidaf~er July·l, 
1958, on sales of fuel represented by accounts which during the period 
covered by the return have been found to be worthless,and actually; 
charged off for income tax purposes. This credit may. be, taken under 
rules and regulations prescribed by the board. '. '. - ". " '. 

The amendment also provides" The board may; at its option, require 
the seller to submit periodical reports listing accounts delinquent for a 
90-dayperiod or over." . , .. 

The board issued Use Fuel Tax Ruling 1331.6, effective September 4~ 
1958, which requires licensed vendors to .file monthly reports of accounts 
with customers which are delinquent 90 days' or mor.-e. It proposes, to 
notify each such customer (a1l6f whom are licensed by the board as 
users) to show cause why his permit should not be revoked for: lionf 
payment of the tax. . -. ' ; ,} 

There were 780 licensed vendors at June 30, 1958. . .. 
Diesel fuel, to which the use fuel ta:x:, applies, is currently selling at 

retail for about 27i cents per gallon, oil. an average. This :r~tail.selling 
price includes three cents per gallon federal tax, seven eentil per gallon 
stllte use fuel tax and approximately one cent as sales;tax reb:nburse:inent, 
leaving approximately 16i cents as the selling price'of the fuel, ex-tax. 



Equa,lization Item 118 

Division of Highway Taxes-Motor Vehicle Transportation Tax-Continued 

ANAL VSI S . Summary of Reductions B'udget 
Amount Page Line 

Headquarters-:-One intermediate clerk ____ -'___ $3,372 270 29 
Districts-Threee auditors _________________ -, 20,333 270 58 

Total _____________________________ $23,705 
Headquarters . 

We recommend deletion of one intermediate clerk position, $3,372 
(budget page 270, line 29). 

This position was requested to handle the paper work involved in pro­
cessing the monthly reports of delinquent customers of use fuel vendors 
which are required to be flIed pursuant to the board's Use Fuel Tax 
Ruling 1331.6,including notification to each customer. 
'We are of the opinion that this rule is unnecessary to proper admin­

istration of the use fuel tax since its primary purpose appears to be 
to use the police power of the State to assist use fuel tax vendors to 
collect their bad accounts. 

We believe that it is the responsibility of the vendor to collect ac­
counts from those customers to whom he has extended credit, and that 
it is no part of the State's responsibility to assist him in this process. 

There were 780 licensed vendors in the State on June 30, 1958. The 
board has estimated that 600 of these will be filing reports of delinquent 
customers each month, with an average of 3.5 customers per report who 
are 90 days or more delinquent or 2,100 customers all told and proposes 
to send notices to each of these 2,100 customers. The objective of this 
operation is not to collect any unpaid tax due the State on these de­
linquent accounts, since all taxes on the transactions involved have been 
paid to the State by the vendors prior to the time the accounts became 
90 days delinquent. All vendors are required to file returns monthly 
and pay taxes on sales made during the prior month, regardless of 
whether' they are for cash or on credit. 

We believe the appropriate action for the State to take is to proceed 
against the user involved at the time the vendor takes a credit on his 
tax return for a bad debt, rather than act in the role of a collection 
agency for the vendors. 

Districts 

We recommend deletion of three existing auditor positions, $20,333, 
(budget page 270, line 58), two auditor II and one accountant-auditor 
I. The amount represents the average salaries as shown in the salary 
supplement, page 143, lines 8 and 9. 

The "Basic Internal Study" previously mentioned at some length 
under item 117 contains the following comments, Volume II, page 78, 
which relate to the fuel tax audit program and the beverage tax audit 
program: 

"The study group recognizes that any tax program must include 
a certain amount of auditing to ensure proper payment of the tax 
and policing of the accounts involved. However, based upon obser­
vations made in other tax programs of the board, it appears that 
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Item 118 Equalization 

Division of Highway Taxes-Motor Vehicle Transportation Tax-Continued 

some of the auditing' policies used in these two programs might 
be improved with resulting cost savings, 

"The motor vehicle fuel tax audit program requires an audit 
each six months of all fuel distributors who make any taxable sales, 
In general, more detailed verification is made than is common 
in audits under any of the board's other tax programs, except 
beverages taxes, as noted above. 

"Consideration should be given to the adoption of more up-to­
date auditing policies, proven to be effective in other tax programs 
of the board. The feasibility of using more spot checks, or sampling 
techniques, should be considered, audit selection methods could be 
improved so that accounts proven to be accurate in reporting would 
be eliminated from audit consideration, until a longer period of 
time elapses or conditions change. Auditing for longer intervals, 
possibly three years as in other tax programs, should be con­
sidered. " 

In our 1955-56 analysis, four years ago, we pointed out that the 
cost of the motor vehicle fuel tax audit program exceeded the revenue 
which it produced, recommended that particularly in the case of fully 
licensed distributors the 100 percent coverage be reduced to an ap­
propriate sample and recommended a reduction of three in the audit 
staff. The reduction here recommended is intended to accomplish the 
same result, a result which the "Basic Internal Study" regards as 
desirable. 

Table 7 summarizes the motor vehicle fuel tax audits by fiscal year 
and by type of licensee for the five years ended June 30, 1958. It will 
be noted that for the fully licensed distributors costs exceeded the 
revenue during four out of the five years and that for the five-year 
period total net revenue amounted to $224,304, while total costs were 
$461,797, the revenue per dollar of cost being 49 cents. It should also 
be noted that during 1957-58 there was no net revenue since the refunds 
exceeded the deficiencies, while for the combined total of all four types 
of motor vehicle fuel tax audits the revenue per dollar of cost for 
1957-58 was 40 cents, and for the five-year period $1.26. 

Use fuel tax audit results are shown in table 8, transportation tax 
audit results in table 9, and combined total results for all audit pro­
grams in table 10. 
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,Equalization Item 118 

Divi$iOf.!::6f, Highway Taxes-Motor Vehicle Transportation Tax-Continued 
'Table 7-Motor Vehicle Fuel Tax Audits, by Type of Licensee and by Years 

Five Years Ended June 30, 1958 Revenue 
Number of Audit Net per dollar 

audits hours revenue Cost of cost 
Fully licensed distributors 

1953-54 --------------- 263 12,666 $29,088 $78,022 $0.49 
1954-55 -.,....------------- .237 13,760 17,919 80,908 .22 
1955-56 --------------- 222 11;381 145,573 80,122 1.81 
1956-57 ----:--------;-:--- ,233 16,688 31,973 118,736 .27 
1957-58 --------------- 159 14,042 -249 104,009 

Totals _____________ 1,114 68,537 $224,304 $461,797 $0.49 

'Unlicensed distributoi's 
,', 1954-55 _________ ~ _____ 1 262 $181,885 $1,541 $118.03 

.1955-56 -----7"~.:.------- 7 1,824 233,522 12,841 18.18 
1956-57 __________ ~ ____ 14 876 43,029 6,233 6.90 

"1957 -58 _.:.c._.:. ____ ,, ____ .~ , 3 66 482 494 .98 

Totals _____________ 25 3,028 $458,918 $21,109 $21.74 
-'--

, " 

. Liquefied petroleUlll gas 
. distributors 
1953~54, _____ .:. _____ :.. ___ 53 2,115 $7,336 $13,028 $0.56 
1954-55 --------------- 87 2,679 11,260 15,753 .71 
1955-56 --------------- 57 1,959 13,672 13,791 .99 
1956-57 ":"'·----:-T-------- 49 ,1,~19 .4,987 12,231 .41 

,~: 1957'-58 --------------- 84 3,176 55.248 23,526 2.35 

Totals _____________ 330 11,648 $92;503 $78,329 $1.18 

Produc,ers and brokers 
1953-54 --------------- 338 3,449 $21,246 
1954-55 -------------- 73 1,348 7,926 
1955-56 --------------- 54 1,416 9,969 
1906~57 --------------- 14 274 1,949 
1957-58 --------------- 64 1,554 11,511 

Totals ___________ ~- 543 8.041 $52,601 

C~mbille,d total . 
1953-54_'':'-' __ '--'_':' __ -' ___ . 654 18,230 $36,424 $112,296 $0.32 
,1954-55.--_____________ 398 18,049 211,064 106,128 1.99 
1955-56 --------------- 340 16,580 392,767 116,723 3.36 
1956-57 --------------- 310 19,557 79,989 139,149 .57 
1957-58 --------------- 310 18,838 55,481 139,540 .40 

Totals _________ ' .. , __ 2,012 91,254 $775,725 $613,836 $1.26 
= 
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Item 11S Equalization 

Division of Highway Taxes-Motor VehichlTransportation Tax-Continued 
Table 8-Use Fuel Tax Audits, by'Type of Lice!,\see and Fiscal Years 

Five Years Ended June 30,,1958' " 

Number of Audit Net 
audits hours revenue Oost, 

Users 
1953-54 ------------ 2,397 22,073 $301,453" $t09,47,3' 
1954-55 ------------ 2,718 27,647 395,078 256,288 
1955-56 ------------ 2,227 23,373 387,171 226,484 
1956-57 ------------ 2,307 24,407 483,119 274,5,16 
1957-58 ------------ 1,894 24,557 430,142 265,599 

Totals _________ 11,543 122,057 $1,996,963 $1,232,360 

Vendors 
1954-55 ------------ 110 1,603 $4,408 $14,860 
1955-56 ____________ 184 2,161 5,481 ,20,940 
1956-57 ____________ 72 1,149 4,602 12,923 
1957-58 ------------ 712 6,592 18,570 '71,297 

Totals _________ 1,078 11,505 $33,061 $120,020 

Combined total 
1953-54 __ ---------- 2,397 22,073 $301,453 $209,473 
1954-55 ------------ 2,828 29,250 399,486 271,148 ' 
1955-56 ------------ 2,411 25,534 392,652 247,424 
1956-57 ------------ 2,379 25,556 487,721 287,439 
1957-58 ------------ 2,606 31,149 448,712 336,896 

Totals _________ 12,621 133,562 $2,030,024 $1,352,380 

Table 9-Transportation Tax Audits, by Fiscal Years 
Five Years Ended June 30, 1958 

Number of Audit Net, 

1953-54 ''-___________ --
1954-55 _____________ _ 
1955-56 _____________ _ 
1956-57 _____________ _ 
1957-58 _____________ _ 

audits ' hours revenue 
5,383 
4,053 
3,594 
3,335 
2,468 

45,873 
39,295 
38,949 
41,407 
36,488 

$817,284 
719,120 
721,575 
831,300 
946,384 

Oost 
$365,(108 
282,138 
33i,845 
407,255 
432,910 

," 

Revenue 
per dollal, 

of cost 

$1.44 
1.54 

,1.71 
1.76 

- 1.62 

$1.62';" 

' r· ~ 

$0.30 
.26,,: 
.36 
'.26::: 

$0.28 

$1.44 
·1.47 ' 
1:59 
1.70, 

' ,1.33 

$1.50 

'Rev'enue 
per dollar 

of cost 
$2.24, 
2.55 
2.17 
2.04 
2.19 

'J'otals ___________ 18,833 202,012 $4,035,663 $1,819,756 $2.~2. 

Table 10-Combined Total, All Audits; by Fi,scal Years 
Five Years Ended June 30, 1958 

Number of Audit Net 
audits hour8 revenue 

1953-54 _____________ _ 8,434 86,176 $1,155,161 
1954-55 _____________ _ 7,279 86,594 1,329,670 
1955-56 _____________ _ 6,345 81,063 1,506,994 
1956-57 _____________ _ 6,024 86,520 1,399,010 
1957-58 ________ --___ _ 5,384 86,475 1,450,577 

Totals ___________ 33,466 426,828 $6,841,412 
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, 008t 
$687,377 
, 659,414 

':695;992 
833,843 
909,346 

$3,785,972 

Revenue 
per dollar 

of cost, 
, $1.68 

2.02. 
2;17-
1.68 
1.60 

$1.81 



Equalization 

Board of Equalization 
DIVISION OF HIGHWAY TAXES 

ITEM 119 of the Budget Bill 

Items 119-120 

Budget page 271 

FOR ADDITIONAL SUPPORT OF DIVISION OF HIGHWAY TAXES 
FROM THE ITINERANT MERCHANTS FUND 
Amount requested ______________________________________________ $17,982 
Estimated to be expended in 1958-59 Fiscal year____________________ 17,900 

Increase (0.5 percent)___________________________________________ $82 

TOT A L R ECO M MEN DE D RED U CT 10 N __________________________ None 

ANALYSIS 

This appropriation is to reimburse the Motor Vehicle Transportation 
Tax Fund for costs of administration of the law regulating the activities 
of "itinerant merchants," the expenditures for which are paid out of 
that fund in the first instance and included in the detailed budget data 
supporting Item 118 of the Budget Bill. 

Under the law regulating itinerant merchants (Sections 16300 to 
16451 of the Business and Professions Code), an itinerant merchant is 
defined as a person who buys" farm products" for sale and transports 
them upon a public highway in a motor vehicle across county lines fo:r 
purpose of sale. Such a person is presently required to pay an annual 
license fee of $20 for each motor vehicle to be used by him in the con­
duct of his business, which is placed in the Itinerant Merchants Fund 
from which all appropriations for administration are made. 

\,"- Board of EquGlization 
DIVISION OF HIGHWAY TAXES 

ITEM 120 of the Budget Bill Budget page 271 

FOR ADDITIONAL SUPPORT OF DIVISION OF HIGHWAY TAXES 
FROM THE MOTOR VEHICLE FUEL FUND 
Amount requested ______________________________________________ $912,911 
Estimated to be expended in 1958-59 Fiscal Year____________________ 907,661 

Increase (0.6 percent) ___________________________________________ $5,250 

TOTAL RECOMMENDED REDUCTION___________________________ None 

ANALYSIS 

This appropriation is to reimburse the Motor Vehicle Transportation 
Tax Fund for costs of administratioh of the gasoline tax and the diesel 
fuel tax, the expenditures for which are paid out of that fund in the 
first instance and included in the detailed data supporting Item 118 
of the Budget Bill. 

Any adjustment as the result of our recommendation under Item 118 
will also require an adjustment in this item. 

4{)0 



IIi 
Item 121 Finance 

DEPARTMENT OF FINANCE 
ITEM 121 of the Budget Bill Budget page 273 

FOR SUPPORT OF DEPARTMENT OF FINANCE 
FROM THE GENERAL FUND 
Amount requested ______________________________________________ $7,498,269 
Estimated to be expended in 1958-59 Fiscal year__________________ 6,873,334 

Increase (9.1 percent) __________________________________________ $624,935 

TOTAL RECOM MEN OED REDUCTION__________________________ $350,000 

GENERAL SUMMARY 

The financial and management policies of the Governor are executed 
by the Director of Finance through the Department of Finance. This 
department, through its 12 divisions, exercises general financial super­
vision of all the State's financial activities. The 12 divisions are as 
follows: 

Administration Division; 
Audits Division; 
Budget Division; 
Buildings and Grounds Division; 
Communications Division; 
Fairs and Expositions Division; 
Local Allocations Division; 

Organization and Cost Control 
Division; 

Property Acquisition Division; 
Purchasing Division; 
State Lands Division; 
Printing Division. 

Purchasing, auditing, budgeting, management analysis, printing, and 
building maintenance are the principal functions performed by this 
department. 

Four of these divisions serve as technical staffs of three boards and 
one commission; namely, the Communications Division for the Com­
munications Advisory Board, the Local Allocation Division for the 
State Allocation Board, the Property Acquisition Division for the 
State Public Works Board, and the State Lands Division for the State 
Lands Commission. The Director of Finance is the chairman or a 
member of each of these boards and commission. 

ANALYSIS Summary of Reductions 
Amount 

Orea tion of Economic Development Agency _______________ $350,000 

Budget 
Page Line 
280 18 

Presently, there has been legislation introduced to establish an "Eco­
nomic Development Agency" within this department. The Governor 
has placed $350,000 in the budget in order to finance this new agency 
for nine months. It is stated in the Governor's Budget that a commis­
sioner appointed by him will be the head of this agency. According to 
the introduced legislation, this position will receive $16,500 per year. 
The principal functions will be the promotion of additional markets 
for California products, and development of new industries in the 
State. It is also to be a function of the proposed office to make studies 
of business conditions and to offer business information services. The 
amount placed in the budget is not detailed as to items and the amount 
required will depend upon the nature of the legislation enacted for 
this function. In our opinion, if this function is authorized by the Leg­
islature, it is appropriate to place it within the Department of Finance, 
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Finance Item 121 

Department of Finance-Continued 

as is proposed, in order that maximum use can be 'made of related 
facilities. 

It should be pointed out that appropriations in other states which 
have created separate agencies at the state level for the promotion of 
industry cover a very wide range of expenditures depending upon 
whether emphasis is on advertising and actual subsidies or whether it 
is confined to centralizing and disseminating information from other­
wise available sources. If emphasis is to be placed upon the initiation 
of major studies and state advertising, the requirements can be far in 
excess of ,the, amo,unt ,proposed ju .the ,budget, On ,the 'other hanQ'l< it 
should be possible, by full utilization of all' existing' state data' and 
services to realize economies within the amount requested to be appro­
priated if the principal objective is accumulation of information and 
assistance to industry. Oalifornia has carried on for many years pro­
grams of industrial information through state, federal and local agen­
cies, and has financed through private industry excellent industrial 
research and promotional advertising campaigns. Although . certain 
other states have established programs of this nature it is difficult to 
recommend an expansion in state activity at this time. 

We recommend disapproval of this added function as being a cost 
which more properly should be borne by industry and tailored to its 
needs. 

The budget request for the Fiscal Year 1959-60 shows an increase of 
$661,023 over the amount estimated to be expended in the current fiscal 
year. This increase is due to the addition of 110.3 proposed new posi~ 
tions, salary adjustments, and the inclusion of $350;000 of operating ex­
pense for nine months of operation for a new agency to be created, 
called "Economic Development Agency." This increase is partially 
offset by the abolishment of 68 positions in the Buildings and Grounds 
Division. 

The proposed new positions are as follows: 
Buildings and Grounds Division 

New buildings 

Number of 
positions 

Sacramento _______ ~___________________________ 1 
San Francisco ________________________________ 67.9 
Los Angeles __________________________ ''''_-'______ 2' 
Oakland ______________________________________ 26.4 
Fresno _______________________________________ 3 

Organization and Cost Control Division 
Tabulating systems technician_____________________ 1 
Assistant administrative analysL _____________ '-____ 2' 
Associate administrative analysL__________________ 2 

Property Acquisition Division 
Junior right-of-way agenL________________________ 1 
Junior-intermediate stenographer __________________ 1 

Purchasing Division 
Assistant purchasing specification analysL__________ 1 
Intermediate stenographer-clerk ___________________ 1 
Duplicating machine operator IL__________________ 1 
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Item 121 Finance 

Department of Finance-Continued 

The above positions are based on increased workload which we have 
examined, and find to be justified.W e therefore recommend approval 
of these positions. The new positions in the Buildings and Grounds 
Division are in the following categories: telephone operators, building 
engineers, maintenance men, laborers, janitors, window cleaners, store­
keepers, intermediate stenographer-clerks, electricians, carpenters, 
painters, state policemen, groundsmen, and temporary help. The 
amount of $311,236 has been budgeted for salaries and wages for the 
proposed new positions. 

The 68 positions to be abolished in the Building and Grounds Division 
are in the following job classifications: 

Location and classification No. of positions 
Sacramento 

State policemen (four effective July 1, 1959; three effective 
September 1,1959; three effective January 1,1960)______ 10 

Janitors (12 effective July 1, 1959; 12 effective August 1, 
1959; 12 effective September f, 1959) __________________ 36 

Elevator operators (one effective July 1, 1959; five effective 
October 1, 1959; two effective January 1, 1960) _________ 8 

San Francisco 
" .. ' Janitors (two effective July 1, '1959; three effective August 1, .1959) ____ -' __________________ -' __________ ~____________ 5 

Elevator operators (effective August, 1, 1959) ____ ~_-_----::.-- 2 
Los Angeles ' 
, Janitors (three effective July 1, 1959; two effective August 1, 

1959; two effective September 1, 1959) __________________ 7 

68 

The savings in salaries and wages resulting from the abolishment of 
these positions amounts to $219,282 for the Fiscal Year 1959-60. 

Apart from the changes in the Divisions of Buildings and Grounds, 
Organization and Cost Control, and Purchasing, the other divisions of 
the Department of Finance will operate at the same level of service 
during the 1959-60 Fiscal Year. The only changes in other' divisions 
budgetwise are normal salary increases and price increase, reflected in 
operating expenses and equipment. 

General Comments 

A'uditing. The office of the Auditor General was created in 1955. In 
part, the establishment of this office was due'to recommendations con­
tained in a report on the aUditing and accounting functions of the State 
by the accounting firm of Price Waterhouse and Company. 

. In this same report, it is expressed that the combining of the audit 
functions of the State Controller and the Department of Finance would 
be both desirable and economical. It was estimated that a staff of 80 or 
90 would be adequate to do the job. In the current budget, 97 positions 
are authorized in the Controller's office and 94 in the Department of 
Finance for these functions, a combined total of 191 positions. It is evi­

. dent that considerable savings woul<i result if these audit functions were 
combined . 

. Automotive Management. Two new positions of assistant director 
were established in the current fiscal year. It was our understanding 
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Finance Item 122 

Department of Finance-Continued 

that one assistant director was to assume managerial responsibility for 
the department's service functions. The other was to assume responsi­
bility for the fiscal functions. Both were to report to the deputy direc­
tor of finance. We concur in the need for these positions and the division 
of responsibility delegated to them. However, we question the redelega­
tion of the service function of management of state-owned automobiles 
to the State Purchasing .Agent. 

The Senate Interim Committee on Public "Vorks, in its report pre­
sented to the 1959 General Session of the Legislature, considered this 
function of sufficient importance to recommend centralized management 
for all automotive equipment. Top executives of various corporations 
acted in an advisory capacity to this committee. The many problems of 
fleet management are stated in this report and recommendations are 
made to correct the deficiencies in the management of motor vehicles 
that they encountered in this study. One of these recommendations, 
taken from the report, is as follows: 

"The most constructive way in which the State can capitalize 
upon all of the opportunities for more effective automotive opera­
tion is to establish a single agency, preferably outside the purview 
of any other agency, to take over these functions and manage them 
as is done in private industry." 

The State has a large sum invested in automotive equipment and 
each year considerable sums are appropriated for replacement and 
purchase of additional motor vehicles. We believe that the problems of 
fleet operation connected with the large number of state-owned vehicles 
is too important and complex to leave its management to the State 
Purchasing .Agent, who can give very little of his time to this assign­
ment if he properly carries out the very difficult duties of State Pur­
chasing .Agent. Furthermore, the specifications to qualify for State Pur­
chasing .Agent do not include the experience and knowledge necessary 
to carry out properly the many duties connected with the overall man­
agement of a large fleet of automobiles. 

Department of Finance 
GENI:RAL ACTIVITIES 

ITEM 122 of the Budget Bill Budget page 285 

FOR ADDITIONAL SUPPORT OF DEPARTMENT OF FINANCE 
FROM THE FAIRS AND EXPOSITION FUND 
Amount requested ______________________________________________ $219,667 
Estimated to be expended in 1958-59 Fiscal year___________________ 201,262 

Increase (9.1 percent) __________________________________________ $18,405 

TOTAL RECOMMENDED REDUCTION__________________________ None 

ANALYSIS 

The amount of $87,000 will be spent on the auditing of district and 
county fairs. In the current fiscal year, $70,000 was allocated for this 
activity. The $70,000 provided for a biennial audit only. The Depart­
ment of Finance feels that a yearly audit is necessary and the $17,000 
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Items 123-124 Finance 

Department of Finance-Continued 

additional will permit each district and county fair to be audited once 
each year. The remainder of $202,667 is for support of the Fairs and 
Exposition.- Division. 

We recommend approval of the amount requested. 

IdiJ DEPARTMENT OF FINANCE 
ITE M 123 of the Budget Bill Budget page 285 

FOR SUPPORT OF LOCAL ALLOCATIONS DIVISION, DEPARTMENT OF 
FINANCE, FROM THE SCHOOL BUILDING AID FUND 
Amount requested __________________________________ ~___________ $632,919 
Estimated to be expended in 1958-59 Fiscal Year____________________ 609,611 

Increase (3.8 percent) __________________________________________ ~ $23,208 

TOTAL RECOMMENDED REDUCTION__________________________ None 

ANALYSIS 

The amount requested for the functions of the Local Allocation Divi­
sion from this fund is a $23,308 increase over the amount estimated to 
be expended in the 1958-59 Fiscal Year. This shows a slight increase 
of $2,196 over the anticipated increase of the current year as compared 
to the prior year. The level of service anticipated for the 1959-60 Fiscal 
Year remains about the same as the service being provided in the cur­
rent fiscal year. 

As pupil enrollment tends to increase and construction programs are 
needed to provide l'lpace, the work of this division will continue at its 
present level and perhaps increase in future years. 

The slight increase in this budget request over the current year is due 
to normal salary adjustments, a slight increase in operating expenses 
and a decrease in equipment. 

We recommend approval of the amount requested. 

DEPARTMENT OF FINANCE /~I California State Fair and Exposition 
ITEM 124 of the Budget Bill 

FOR SUPPORT OF STATE FAIR AND EXPOSITION 
FROM THE STATE FAIR FUND 

Budget page 285 

Amount requested _______________________________________________ $2,130,107 
Estimated to be expended in 1958-59 Fiscal Year ____________ ~________ 2,097,457 

Increase (1.6 percent) ___________________________________________ $32,650 

TOT A L R ECO M MEN D E D. RED U CTI 0 N__________________________ $151,253 

GENERAL SUMMARY 

The California State Fair and Exposition is authorized under the 
provisions of Article 1, Sections 70 through 77, of the Agricultural 
Code, Statutes of 1953. Funds for operation are furnished as set forth 
in Sections 19622 and 19625 of the Business and Professions Code which 
makes allocations from the Fair and Exposition Fund. Presently, the 
statutes provide support for the California State Fair in the amounts 
of $250,000 and $15,000 for the junior show. 

405 



Finan.ce Item' 124 

State Fair and Exposition-Continued 

In process now is· a major change in the California State Fair in­
volving the disposal of the. present location and construction of a new 
fair facility on the American River site. Estimates of the cost of this 
enterprise have varied enormously and we will discuss the feasibility 
of the proposal from a fiscal standpoint in the analysis. 

ANALYSIS Summary of Reductions Budget 
Amount Page Line· 

Salaries .and wages __________________________ ---- $30,358 286 82-83 
Increase in items having over $1,000 in direct fair 

operating expense ___________________________ _ 24,395 287 4 . 
Advertising and public relations _________________ ~ 96,500 287 17 

Total _______________________________________ $151,253 

The following table has been prepared to show the relationship of 
expenditures to revenues. In a period of eight years, revenues have 
never risen abovt 71.3 percent of expenditures, an indication that a 
revision in management approach is much overdue: 

Comparison of Total Expenditures and Revenues' " Revenues as 
Fisoal peroent of 
.year Expenditures Revenltes Defioit empenditures 

1952-5L_-.:._~ ______ $1,890,797 $1,265,236 $625,561 66.9 
1953-5L__________ 1,895,223 1,352,177 543,106 71.3 
1954-55___________ 1,964,428 1,281,100 683,328 65,2 
1955-56___________ 1,876,802 1,264,887 611,915 67.4 
1956-57 _______ ____ 2,104,397 - 1,470,357 634,040 70.0 
1957-58___________ 2,156,394 1,432,477 723,917 66.4 
1958-59___________ 2,151,549 1,458,640 692,909 68.0 
1959-60___________ 2,185,003 1,460,800 724,203 67.0 

We point out once again as in last year's analysis that the statutory 
support for the state fair is only a portion of its cost since the deficits 
shown above are covered by additional allocations from the Fair and 
Exposition Fund so that this agency can continue to operate. 

To underscore the continuing drain on state finances resulting from 
present operating procedures, the following table represents the deficit 
figures which have risen steadily since 1951-52 against paid attendance 
on a per capita cost basis: 

Fisoal 
year. 

1951-52 ____________________ _ 
1952-53 ___________________ _ 
1953-5L __________________ _ 
1954-55 ___________________ _ 
1955-56 ___________________ _ 
1956-57 ___________________ _ 
1957-58 ___________________ _ 
1958-59 * _________________ _ 
1959-60 * --_______________ _ 

Defioit 

$587,300 
625,561 
543,106 
683,328 
611,915 
634,040 
723,917 
692,909 
724,203 

Totals- ____ . ____________ $5,826,279 

* Estimate. 
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Totaipaid 
adult 

attendanoe 

481,862 
481,575 
473,099 
505,567 
373,363 
463,779/ 
458,300 
457,200 
400,000 

4,094,745 

Peroapita 
oost of defioit 

$1.22 
1.30 
1.15. 
1.36 
1.64 
1.37 
1.58 
1.52 
1.81 

$1.42 



Item 124 Finance 

State Fair and Exposition-Continued 

The above figures clearly show the rising annual deficit. In fairness to 
the agency, we should like to point out, however, that the figure of 400,-
000 attendance, estimated for 1959-60, is a conservative guess because 
they have not yet been informed whether an admission price increase 
will be effected at the next fair. 

Over a long period of time, this office has contended that a change 
in management policies is essential if the fair is to reach a self-support­
in,g basis. Fair management, on the contrary, has asserted in the last 
few fiscal periods that the lack of an adequate plant and poor location 
has accounted for the fair's failure to produce either attendance or 
revenue to offset the deficit. The agency indicates that the present loca­
tiol). is hopeless and now is implementing plans to move to the American 
River property as their answer to the problem. 

New California State Fair and Exposition 

The present financial condition of the new fair consists of the follow-
ing amounts: 

Legislative appropriation, 1957-58 Fiscal year ______________ _ 
Legislative appropriation, 1958-59 Fiscal Year ______________ _ 
Authorization to sell certificates or bonds _________________ ~ __ 
Estimated value of the present fair site ____________________ _ 

$3,747,843 
3,747,843 

13,000,000 
5,000,000 

Total _______________________________________________ $25,495,686 

Administrative authority over the legislative appropriations has been 
given to the Department of Finance which has taken the position to 
date that no construction money will be advanced to the fair until the 
sale of the $13,000;000 worth of bonds and/or certificates is committed. 

At this writing, brokerage houses have advised fair manage:rnent that 
"'" * * an offer to bidders will be undertaken at some time in the fu­
ture when there will be visible, physical progress in the preparation of 
the fair site." . 

. Once again, the agency is leaning heavily upon certain selected por­
tions of the Stanford Research Institute Report as evidenced in the 
minutes of the August 29, 1958, meeting of the fair board submitted to 
the Director of Finance. Some of' the salient points ;the fair wishes to 
adopt at the new site in one form or another are the following: 

1. .All pay, no pass gate. 
2. Increased admission fee. (Increases considered range from $1 for 

adult$ and 50 cents for juniors over 10 years to $2 and $1 in the 
same order.) 

3. Revise the management into a corporation-either profit or non­
profit-directors to be selected by election, to remove any aspect 
of political pressure, similar to the procedure found at successful 
fairs which have been studied. . 

4. Broadening the law with respect to the fair's objectives. 
5. Increase industrial representation. 
6. Extending fair dates. 
7. Designing a special attraction'unique to the California State Fair . 

. These are only a few of the ideas which the agency supports and 
will implement at the American River site. 
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Finance Item 124 

State Fair and Exposition-Continued 

It should be noted that a substantial number of these recommenda­
tions, plus many more the agency has taken from the Stanford report, 
have been consistently urged by this office in prior appraisals of the 
fair program. 

Our primary question involves management's reasons for failure to 
effect the changes at the present fair site. Few if any of them are pre­
cluded because of the plant itself. 

An analysis of potential revenue for the 1961 Oalifornia State Fair 
and Exposition was prepared for the agency. All of the projections are 
based upon an attendance figure of a million persons. Based upon past 
attendance experience coupled with the fact that only 2.2 percent of 
fair visitors are from the southern and most densely populated area 
of the State, the attendance estimate is another very speculative pro­
jection. 

In 1952 a survey, conducted by the John B. Knight Oompany to 
determine the number of paid admissions from the various localities 
in Oalifornia, revealed that 44.6 percent were visitors from Sacramento 
Oounty. 

The total paid attendance at the 1952 fair was 481,575 and, based 
upon the survey, the admissions from Sacramento Oounty were 214,782. 

In 1952 the population of the county was 323,200 which, by 1957, 
had increased to 427,100 or an advance of 32.1 percent. 

If the fair had merely kept pace with the growth of the county, it 
should have developed an additional 46,339 paying visitors for a total 
attendance of 527,914. Instead, the 1957 paid attendance was 7,796 less 
than in 1952 or 463,779. Based upon the 44.6 percent formula, the 16ss 
in Sacramento Oounty visitors was 64,135 or 13.3 percent over a six­
year period. 

It is clear that, despite the annual management objective of pro­
ducing a newer and better attraction, the fair fell behind at the rate 
of over 2.0 percent per year in inducing visitors from its best potential 
attendance source. 

With this experience in an area where the fair should have the 
greatest appeal from the standpoint of both local interest and ac­
cessibility, it is difficult to reconcile the validity of the agency's fore­
cast of at least one million persons for a new fair. 

The entire fair program (district and county, and agricultural as­
sociations specially allocated from the Fair and Exposition Fund) re­
quires close legislative review. Reference to them is appropriate in this 
analysis because there are 36 district and county fairs within a 100-
mile radius of the State Fair. Included are relatively large attendance­
producing expositions such as the I-A District, San Francisco, the 2d 
District at Stockton and the Alameda Oounty Fair at Pleasanton. No 
consideration has been given in the proposals and studies relating to the 
removal of the State Fair to the effect of this multiplicity of attractions 
within its trading area. As a matter of fact, the 52d District, commonly 
called the Sacramento Oounty Fair, has its annual production on the 
State Fair Grounds usually within a month of the State Fair itself. 
These other fairs are vitally interrelated to the success of the State Fair 
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State Fair and Exposition-Continued 

and, consequently, their continued operation under present conditions 
should be carefully reviewed. 

With all these factors in mind, we regard any proposed further 
expenditures for a new State Fair as having the lowest priority in the 
budget and of doubtful prudence in a year when the State is searching 
every available avenue for tax dollars to sustain its most essential 
public service programs. 

We recommend, in conformity with Otlr discussion above, that the 
American River property now estimated to be worth about $5,000,000 
be considered for sale and the proceeds depos#ed in the General Fund. 

It is further recommended that ftlnds budgeted for 1959-60 under 
the function of new state fair planning be utt7ized in such amottnts 
as may be necessary, but in no event to exceed the amount budgeted, 
for the purpose of planning for the rehabilitation of the present fair 
site. 

Salaries and Wages 

Salaries and wages for 1959-60 are scheduled at $1,015,012 for 214.1 
authorized positions. This is an increase of $22,031 or 2.2 percent above 
the $993,071 figure for 214.4 authorized positions in 1958-59. 

The actual difference in the gross total budgeted amounts for salaries 
and wages is an increase of $11,329. However, the agency estimates 
salary savings to be only $2,350 in 1959-60 as compared to $13,142 for 
1958-59. This paper adjustment results in the net increase of $22,031. 

A net reduction of $12,389 for salaries and wages occurs in the 
buildings and grounds function. 

Two of the major increases in the salary and wage category are 
noted under the function of direct fair expense. Temporary help is in­
creased $18,158, while services rendered by buildings and grounds is 
increased $12,200 for a combined total of $30,358. 

There appears no justification to increase the level of service or ex­
penditure in either of these categories. For example, the number of 
positions budgeted for temporary help reflects an increase of 8.2 percent 
over those actually filled in 1957-58. 

We, therefore, reoommencZ. the deletion of $30,358 in salaries and 
wages· as applied to the items above indicated. 

Operating Expenses 

Total operating expenses are scheduled at $1,189,612 for 1959-60. 
This is a decrease of $181,000 or 13.2 percent under the 1958-59 figure 
of $1,370,612. 

This decrease occurs primarily because of two budgetary adjust­
ments for 1959-60 as compared to 1958-59. Some larger items compris­
ing this total are the elimination of an expense entry for capital outlay 
-stores, formerly budgeted at $69,427 along with several expenditure 
reductions in new state fair planning; printing $11,500, communica­
tions $2,000, instate travel $5,000, out-of-state travel $15,000, and 
program development $44,000. 
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State Fair and Exposition-Continued 

The following table; however, indicates individual increases in excess 
of $1,000: 

Items of Increase in Operating Expense Over $1,000 

Ite1n 
General expense __________________________ _ 
Rent-equipment _________________________ _ 
Decorations and preparations __________ ~ ___ _ 
Printing _________________________________ _ 
Premiullls and awards ____________________ _ 
Judges _______________________________ ~.---
Night show ______________________________ _ 
Fireworks ________________________ ~ ______ _ 

Racing expense ________ . __ ~---------------- . 
,];otalizer fee ____________ ~ ________________ _ 

Total in items 

Increase 
1959-6Qover 1958-59 

Amount Percent 
$1,435 

1,040 
2,951 
3,055 
4,826 
3,095 
3,403 
1,125 
1,372 
2,096 

11.8 
4.8 

26.4 
11.1 

1.9 
14.3 

7.6 
7.6 

.5.4 
9.2 

having over $1,000 increase _________ $24,395 

Since there is no evidence that the increases applying to the above 
listed items have any particular effect on improving either the attend­
ance or the revenues at the fair, there seems little justification that 
last year's level of service in these categories should be enhanced. 

We, therefore, recommend deletion of $24,395 in opemting expense 
from the agency's budget. 

Advertising and Public Relations 

Management has introduced a figure of $96,500 for advertising and 
public. relations, and has consistently devoted a good percentage of their 
advertising expenditures to the southern part of the State where, as 
we have already pointed out, only 2.2 percent of fair attendance 
originates. 

We cannot reconcile this kind of disbursement for a public agency 
which consistently receives extensive free attention from the press each 
year. It is not valid to assert that the newspapers print publicity for the 
California State Fair only because they enjoy paid advertising from the 
agency. The fair is both news and big business and, as such, its various 
activities can expect the same coverage afforded to any other eliterprise 
of general public interest. We are confident that where press, radio and 
television are concerned, management can initiate the necessary rela­
tionship to receive ample attention without cost. 

It is, therefore, recommendedtha.t theamot£nt of $96,50.0 budgeted 
for advertising and public relations be deleted, thus further reducing 
the deficit. 
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Items 125-126 

DEPARTMENT OF FINANCE 
California State Fair and Exposition 

ITEM 125 of the Budget Bill 

FOR AUGMENTA:rION OF THE STATE FAIR FUND 
FROM THE FAIR AND EXPOSITION. FUND 

Finance 

Budget page 289 

Amount requested _______________ ~ ________ _.::...____________________ $424,000 
Estimated to be expended in 1958-59 Fiscal Year __________________ 269,450 

'Increase (57.4 percent) __ ~ ____ ~ ____________________ ~____________ $154,550 , 
TOT A L R ECO M ME N D ED RED U CTI 0 N ___________________ ~______ $151,253 

ANALYSIS 

Annually, an appropriation is made from the remainder of the 42 
percent balance in the distribution of the Fair and Exposition Fund 
revenues for the augmentation of the special :fund of the State Fair 
,and Exposition, otherwise called the State Fair Fund. 

This item shows consistency with the general increase of the deficit 
in the operation of the Oalifornia State Fair and Exposition as dis­
cussed in the previous item. 

In line with the deletions shown in our analysis of the State Fair, 
we recommend that $151,253 beded~tcted from the requested $424,000, 
resulting in a transfer from the Fair and Exposition Fund of $272,747. 

DEPARTMENT OF FINANCE 
Sixth District Agricultural Association 

ITEM 126 of the Budget Bill ' Budget page 289 

FOR SUPPORT OF SIXTH DISTRICT AGRICULTURAL ASSOCIATION 
FROM THE SIXTH DISTRICT AGRICULTURAL ASSOCIATION FUND 

- Amount' req]Jested _~ ________ ~ _________ -'~~ ______________ ~________ $529,914 
Estimated to be expended,in 1958.-59 ,Fiscal Year___________________ 405,655 

, Increase (30.6 percent) ________________ ~.:._;.:..:.-------------------- $124,259 

,TQTAL .RECOMMENDED RE.DlJCTION ________________ -'_________ $11,439 

'GENERAL SUMMARY 

The Sixth District Agricultural Association has for operational au­
thority Article 2, Sections 80 through 92, of the Agricultural Code with 
amendmentS by the Statutes of 1957. 

Historically, the function of the Sixth District has been the operation 
'andniaitit'enanee of the California Museum of Science and Industry in 
Los Angeles. 

In 1957, the Legislature added, at the agency's request, another func­
-tion;'the Industrial Trade Fair and Exposition on a two-year basis. 
The agency has asserted that support for this enterprise will be sought 
from state resources for the two-year period only. Unless theIndustrial 
Trade Fair and Exposition is self-supporting within the two years in 
which it is produced, the projectwill be abandoned. 
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Finance 

Sixth District Agricultural Association-Continued 
ANAL VSIS Summary of Reductions 

Salaries and wages: 
Administration _____________________________________ _ 
Museum operation __________________________________ _ 

Amount 

$1,815 
1,815 

Subtotal ________________________________________ $3,630 
Equipment 

Item 126 

Budget 
Page Line 

290 13 
290 48 

Administration ______________________________________ $319 290 27 
Museum operation ___________________________________ 595 290 63 

Subtotal ________________________________________ $914 
Industrial and Trade Exposition 

Travel _____________________________________________ $7,170 291 21 

Total recommended reduction ______________________ $11,439 

Total expenditures contemplated for 1959-60, including retirement 
costs, are proposed at $672,335 and represent an increase of $93,628 or 
16.2 percent of the expenditure program for 1958-59. 

In the table which follows, we show the comparison between total 
expenditures and revenues for five budget years: 

1955-56 1956-57 1957-58 1958-59 
Total expenditures* ___ $155,645 $193,176 $263,401 $578,707 
Total revenues ________ 147,686 158,421 258,303 558,926 

Excess of expenditures 

1959-60 (est.) 
$672,335 
798,900 

over revenues ____ $7,959 $34,755 $5,098 $19,781 -$11!6,565 

Revenues as percent of 
total expenditures __ _ 94.8 82.0 98.0 96.6 118.8 

* Includes funds for state retirement. 
Trade Fair 

It should be borne in mind that the very favorable improvement in 
revenues forecast for the 1959-60 Fiscal Year is based upon the esti­
mated success of the trade fair. 

The Sixth District does not have available accommodations for the 
trade fair and proposes to launch this venture for the first time· at the 
facilities of the 48th District Agricultural Association at Los Angeles. 

It is commonly known that the barn at the 48th District is highly 
unsavory and, however exemplary a production the first trade fair 
might be, it could not help but suffer due to an environment out of 
rapport with its program. If this results in the bad public impression 
which can be anticipated, then the second year of operation will be 
harder to sell. 

While the trade fair is specifically budgeted as a separate portion of 
the Sixth District's operation with a co-ordinator in charge, the execu­
tive secretary of the Sixth District indicates that a proportion of his 
time is devoted to the promotion of this new enterprise. 

Therefore, in addition to the time spent by him, and not charged 
against the financing of the trade fair, one position of intermediate 
stenographer-clerk in a salaries and wages figure of $3,630 plus equip­
ment priced at $639 is requested. 

The executive secretary states that, at present, his time is devoted 
to the museum and trade fair at a proportion of 50 percent each. In 
addition, he has reported that this has resulted in an equal amount of 
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Item 126 Finance 

Sixth District Agricultural Association-Continued 

his secretary's time being contributed to this new and separately 
budgeted function. 

If this is an accurate breakdown in the division of time, then we 
recommend that $6,300 or 50 percent of the executive secretary's salary 
should be reflected in the trade fair budget and $2,148 or one-half of 
his secretary's salary also be appropriately so charged. 

Salaries and Wages 

0.5 Intermediate stenographer-clerk, part-time (Budget page 
290, line 12) _______________________________________ $1,815 

0.5 Intermediate stenographer-clerk, part-time (Budget page 
290, line 47) _______________________________________ $1,815 

The justification for this position has been on the basis of workload 
and we quote, with reference to the presently authorized Supervisor of 
Exhibit Installation and the Museum Information Representative: 

"It is no longer possible for these two departments to function 
properly without secretarial assistance. On many occasions pre­
viously, there was always the possibility of asking other clerical 
employees to help out now and then. * * * With the creation of 
the Industrial and Trade Exposition, the workload of all the posi­
tions in the Sixth District has increased. Where the two positions 
* * * were able to call upon other clerical people to do their cor­
respondence, these clerical positions are not now available." 

We therefore recmnmend the deletion of the 0.5 intermediate stenog­
rapher-clerk, administration, and the 0.5 intermediate stenographer­
clerk, museum operation, for a saving in salaries and wages of $3,630. 

We cannot escape the conclusion that the major workload increase 
factor involved here is the industrial and trade fair and point out once 
more that it was to be entirely self-supporting within its own allocation 
over the two-year period. It is not possible for this office to recommend 
increases in the Sixth District staffing when they are chiefly accounted 
for by a drain of presently assigned personnel time due to the over­
lapping of this separate function. 

Operating Expenses 

In furtherance of the objectives of the trade fair and, secondarily, 
of the Museum of Science and Industry, the agency has budgeted 
$7,170 for foreign travel extending to countries around the world and 
$1,230 in other areas of the United States outside California. 

We recommend that the $7,170 budgeted for foreign travel be 
deleted. 

We question the magnitude envisioned by fair management in pro­
ducing this attraction. The travel under discussion is the third trip in 
behalf of the second trade fair before the success of the first one can be 
assessed. 
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Sixth District Agricultural Associat'ion-Contin'ued" 

It would be well to quote the authority in Chapter' 23870£ the State 
utes of 1957 in which the Legislature defined the purpose and ,scope 
of the trade fair: " , :- ' , ,,',' 

"* * * and (vi) one hundred twenty-five t]:l6usand dollars 
($125,000) during each of the 1957-58: and 1958-59 Fiscal Year:s, 
which notwithstanding any other provision of this section shall be 
available in accordance with Section 16304 of the Government 
Code, to the Sixth District Agricultural Association of the State 
.of California, for the purpose of holding an annual industrial and 
trade exposition to demon~trate and promote the trade and indus­
,trial progress of the State by means of displays of the' industrial 
products and techniqttes of. the State, such other ajsplays and ex­
hibits as will illustrate the importance of trade and indusfry as a 
vital factor in' California's economy and California 'sstanding as 
an important industrial state, and such other activities as will en­
courage and stimulate' further development-of :trade alid industry 
in this State." (Italics ours.) , 

" ' 

The language above would seem to indicate that the Industrial and 
Trade Fair is to be a California fair. We are unable to reconcile the 
~xtensive out-of.state, and foreign travel with, this objective., More,over, 
the agency has not provided detailed justification for this h;:tvel in 
terms of specific benefits to be produced, what;objectives;~reto PEl,.pur-
sued, and how it is related to the State of California. ," , , 

Equipment 

,Thetotal equipment request to supply a desk,chair, typewriter, and 
filing cabinet for the proposed new position is $639 of which $319 has 
been charged to administration, :and $320 charged to museum operation. 

We recommend this be deleted for a saving of $639 in the agency's 
equipment budget in line with the recommended deletion of" the re­
quested position. 

Total net reduction for the Sixth District Agricultural Association 
is $11,439, the amount recommended to' be dele~ed from the transf~lZ 
item. 

, Department of Finance ", 'J.I'~ \ . Sixth District Agricultural Associption 
ITE'M 127 of the Budget Bill Budget page 292 

, ' 

FOR, SUPPORT OF SIXTH DISTRICT AGRICULTURAL ASSOCIATION, 
FROM THE FAIR AND EXPOSITION FUND' ' 

Amount requested ----------------------------'C'~---------------- $194,000 
Estimated to be expended in 1958-59, Fiscal year~.::_' ______ ~_________ 154,000 

Increase (26.0 percent) __________________________ :-____________ --- $40,000 

TOTAL RECOMMENDED REDUCTION__________________________ $11,439 

ANALYSIS 

In accordance with our review of the fiscal position of the Sixth Dis­
trict and the trade fair in the foregoing item, we recommend the dele­
tion of $11,439 from the amount requested by this transfer item. 
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Item,s128-129 Finance 

Department of Finance 
FAIRS CLASSIFICATION COMMITTEE 

ITEM 128 of the Budget Bill Budget page 294 

FOR SUPPORT OF FAIRS CLASSIFICATION COMMITTEE 
FROM THE FAIR AND EXPOSITION FUND 
)cmount requested _____________________________________________ _ 
Estimated to be expended in 1958-59 Fiscal Year _________ ---------

Increase _______________ ._...: _____________________ ~ ______________ _'_ 

TOTAL RECOMMENDED REDUCTION ______________________ . ___ _ 

GENERAL SUMMARY 

$8,000 
8,000 

None 

$8,000 

Chapter 1717, Statutes of 1955, created the Fairs Classification Com­
mittee with· a membership consisting of the Director of Finance, the 
Chief of the Fairs and Expositions Division and seven appointed mem­
bers as designated (n tlie law.· .' 

The committee studies and classifies the district and county fairs 
which receive partial support in allocations from the Fair and Exposic 

tion Fund as. set forth in Sectio.n 92 of the Agricultural Code. 
ANALYSIS 

The committee reviews the statements of operations of the fairs and 
all other available statistical data applying to management, attendance, 
population and other factors involved in the" production, of the fairs. 
Four regions were established in 1956 consisting of: (1) Northern Re­
gion, (2) San Francisco and Central Coast Region, (3) San Joaquin 
Region, and (4) Southern Region. The committee further breaks down 
classifications into sectional-regional,. sectional fairs No. ·1, sectional 
fairs No. 2,.special feature fairs No.1 and special feature fairs No.2. 

Beyond the fact that 72 fairs have now been classified within the 
above-listed categories, it is difficult to determine what practical values 
ensue now that such classifications have been made . 

. Any review of operating statements, or other £tatisticaldata such as 
trends in attendance and population, can be made by the Division of 
Fairs and Exposition within, the scope of E:xpenditure of their present 
budget. 

We are forced to conclude that continuance of this particular entity 
and its allied expenditures are of low priority in comparison with other 
state fiscal needs. 

We recommend deletion of the $8,000 budget reque.st and legislative 
action to' abolish the entity. 

Department of Finance 
STATE LANDS DIVISION 

ITEM,-129-of the Budget Bill 

FOR SUPPORT OF STATE LANDS DIVISION FROM 
THE STATE LANDS ACT FUND 

Budget page 295 

)crnount requested __________ -'-________________________ -'-__________ $988,468 
Estimated to be expended in: 1958-59 Fiscal Year _______ ~_~_________ -' 893,028 

Increase (10.7 percent) ___________ -: ______________ :.______________ . $95,440 

TOTAL RECOMMENDED .REDUCTION ______ -' __________________ ~ None 
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State Lands Division-Continued 
GENERAL SUMMARY 

Item 129 

The Division of State Lands, the operations staff for the State Lands 
Commission, is responsible for the management of the state-owned tide 
and submerged land, swamp and overflow land, school land and other 
sovereign lands. 

The primary functions of the division are selling and leasing proprie­
tary lands, administering the gas and oil leases, the mineral leases, and 
the grazing, agriculture, commercial and recreational leases of state­
owned land under their jurisdiction. Revenues from these operations 
are deposited in several funds, namely, the State Lands Act Fund, the 
School Land Fund, the School Fund and the Investment Fund. 

Due to the commission's jurisdiction over the State's sovereign lands, 
it is the defendant state agency in litigations brought against the State 
involving these sovereign lands and reimburses the Attorney General 
for services rendered in these instances. 

ANALYSIS 

The major increases in the division's budget are confined to the 
following areas: 

Pro rata charges to the Attorney GeneraL _____________________ $41,129 
Determination of boundaries of the tide and 

submerged lands of City of Long Beach______________________ 28,690 
New positions and salary and wage adjustments_________________ 32,881 

These increases were offset to a degree by a single major reduction 
in operating expenses of $19,000 in audit services. 

The pro rata charges of the Attorney General for services performed 
in regard to legal actions are beyond the control of the agency. 

The increase in the cost for determination of the boundaries of the 
tidelands of the City of Long Beach is due to the urgency of the prob­
lem. The agency considers it imperative that this project be completed 
in Fiscal Year 1959-60. 

While the increase in salaries and wages is for the most part due to 
the four new positions the division is requesting, we believe the true 
additional cost of $18,104, of which $8,184 is salary adjustments, is 
warranted in that it gives management the necessary tools by which it 
can truly accept the full authority and responsibility -assigned to it 
by law. 

Three of these positions, one supervising state financial examiner, one 
general auditor 11, and one accountant-auditor I, are necessary to com­
plete the staffing of a new audit section within the division in order that 
it may properly assume the full responsibility and authority for the audit 
function associated with the Long Beach tidelands as set forth in stat­
ute. Heretofore, this responsibility has been divided, in that the Audits 
Division of the Department of Finance was engaged on a reimbursable 
basis to accomplish certain portions of the audit function, working with 
three members of the division staff. By establishing a new section of 
audits within the division, staffed by the three new positions and three 
positions at present in the Mineral Resources Section, this divided 
responsibility is ended and a more efficient, co-ordinated operation will 
result. The over-all increase in costs as determined by the decrease in 
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State Lands Division-Continued 

reimbursement cost for the auditing services ($19,000) shown in the 
operating expenses and the increase in salaries and wages portion of 
the budget for these three positions ($19,980) amounts to $980. In other 
words, the shifting of the costs of the function from operating expenses 
to salaries and wages increases the cost of audits by $980 this budget 
year. 

The remaining new proposed position is that of a petroleum geologist 
($8,940 per year) who will be the nucleus of a new technical subsection 
in the Mineral Resources Section. We believe that this new service will 
insure and protect the State's interest in the area of future oil and gas 
leases by providing an independent interpretation of seismic and geo­
logical explorations and of well bores in regard to potential produc­
tivity of the area in question. 

We note that in Fiscal Year 1957-58 an item in the amount of $27,000 
appeared in the division's budget to accomplish the indexing of lands 
over which the United States acquired jurisdiction as required by Sec­
tion 127 of the Government Code. These funds were not used nor was 
the task accomplished, by reason of a policy directive and as an econ­
omy measure. No funds were provided in the 1958-59 budget to carry 
on this function and the same is true of the budget under consideration. 
It is pointed out that the statute, expressed in mandatory language, has 
been effective since September, 1951. 

With the reservation noted above, we recommend approval of this 
budget item. 

FRANCHISE TAX BOARD 
ITEM 130 of the Budget Bill Budget page 298 

FOR SUPPORT OF FRANCHISE TAX BOARD 
FROM THE GENERAL F.UND 
Amount requested ______________________________________________ $6,632,852 
Estimated to be expended in 1958-59 Fiscal Year ___________________ 6,116,818 

Increase (8.4 percent) __________________________________________ $516,034 

TOTAL RECOMMENDED REDUCTION__________________________ None 

GENERAL SUMMARY 

The Franchise Tax Board was created by Chapter 1188, Sta.tutes of 
1949 (the provisions of which are now incorporated in Government 
Code Sections 15700-15702), and consists of the State Controller, the 
Director of Finance and the chairman of the State Board of Equaliza­
tion. It administers all provisions of the State Persona.! Income Tax 
Law and the Bank and Corporation Tax Law. Administrative appeals 
from its decisions on tax matters are made to the Board of Equaliza­
tion. Two of the three members of the Franchise Tax Board are also 
members of the latter board, a condition which raises a serious question 
as to the soundness of the administrative appeals process. 

The chief administrative officer is the executive officer, appointed 
by the board with the approval of two-thirds of the Senate. 
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Franchise Tax Item 130 
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The agency maintains cost records for each of its programs, bank 
and corporation tax, and personal income tax on a functional or activity 
basi:;; which show number of items processed, total hours spent, total 
costs including overhead and net revenue attributable to each function. 
Tables 1, 2, 3, and 4, which are included herein, summarize the results 
of these activities for 1957-58 and for the seven years ended June 30, 
1958. In these tables the activities are shown in three groups: basic, 
nonaudit enforcement and audit. 

The basic activities are those which we regard as the bare minimum 
which the agency would be required to perform if it had no enforcement 
program whatever. They are to a large degree uncontrollable as to cost 
since they are directly related to workload, such as number of returns 
received. 

The other two classes are what we would term enforcement activities, 
the nonaudit enforcement activities being those carried on largely by 
clerical personnel while the audit activities are enforcement activities 
requiring technically trained audit personnel. Both classes of enforce­
ment activities are controllable as to volume and cost, and the extent to 
which they are justified is governed largely by the additional revenue 
produced, in excess of cost, the index of which is indicated in the 
"Revenue per $1 of Oost" column in the tables. 

The basic workload of the agency is closely related to the numbers of 
tax returns received, which are shown in the following, for recent years: 

Personal income Bank and 
tax corporation tax 

1955-56 (actual) ______________________ 3,338,282 67,268 
1956-57 (actual) ______________________ 3,610,925 78,526 
1957-58 (actual) ______________________ 3,776,700 87,720 
1958-59 estimated ______________________ 4,025,000 93,915 
1959-60 estimated ______________________ 4,275,000 100,008 

One of the serious administrative problems confronting the agency is 
the processing of the personal income tax returns, both because of the 
large volume and because most are received within a relatively short 
period of time, around the statutory due date of April 15. The agency 
has met this problem by the extensive use of temporary clerical help at 
certain times of the year, the equivalent of 194.6 man-years being 
employed during 1957-58. 

The employment of large numbers of temporary help in the lowest 
clerical levels on a seasonal basis is not conducive to the most efficient 
type of operation. 

The Auditor General, in a report on "Review of the System of In­
ternal Control, Franchise Tax Board," dated January 27, 1958, pointed 
out that the United States District Director of Internal Revenue at 
San Francisco has a similar problem and appears to have made effective 
use of mechanized punched card procedures as a partial solution. The 
Auditor General's Report makes the following recommendation: 

, 'We recommend that a study be made of the processing and 
filing of tax returns by the Franchise Tax Board to develop pro­
cedures that will reduce the large volume of clerical work now 
required. " 
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We concur in this recommendation. It is our belief that a comprehen­
sive study looking toward mechanization of certain of the operations 
of the Franchise Tax Board is long overdue. 

Another problem which the Auditor General recognizes as meriting 
further study has to do with mainta,ining proper records of accounts 
receivable in connection with installment payments, which are per­
mitted under both tax laws. The elimination of installments would have 
significant revenue implications and would also reduce administrative 
costs in the agency. 

ANALYSIS 

The following additional positions are proposed for 1959-60: 

Temporary help: Nurnber 
Administration ________________ 2.8 
Operations---Sacramento ________ 17.0 
Los Angeles __________________ 0.7 
San Francisco ________________ 0.6 

Total _______ -' ____________ 21.1 

Intermediate clerical: 
Administration ________________ 3 

Junior accountant-auditor: 
Operations-Sacramento _______ 9 
Los Angeles __________________ 8 
San Francisco ________________ 3 

Total ____________________ 20 

Out-of-state examiner II: 
Chicago ______________________ 5 
New York ____________________ 5 

Total ____________________ 10 

Total ____ ~ ___________ 54.1 

Salaries 

$8,650 
49,891 
2,002 
1,750 

$62,293 

$10,368 

$43,740 
38,880 
14,580 

$97,200 

$30,300 
30,300 

$60,600 

$230,461 

Budget 
page 

299 
300 
300 
301 

299 

300 
300 
301 

300 
300 

Line 
number 

16 
6 

51 
7 

12-15 

5 
50 
6 

9 
12 

The additional temporary help and the three additional intermediate 
clerical personnel are proposed because of anticipated increases in 
workload resulting from an increase in the number of returns filed. We 
recommend approval of these additional positions on the condition that 
comprehensive studies be made on a continuing basis looking toward 
possible merchanization of many of the routine operations involved in 
return processing. 

Of the 20 additional junior accountant-auditor positions requested, 
nine are for office audit in the "drawer audit" activity on personal 
income tax in Sacramento and 11 for field audit work in the regional 
offices in Los Angeles and San Francisco. 

The 10 additional out-of-state examiner II positions are to augment 
an existing staff of 18 examiners now divided equally between New 
York and Chicago who are engaged in audits of corporations doing 
business both inside and outside California where the method used in 
calculating the tax base attributable to the California operations is 
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an important factor. These are termed "allocation audits" by the 
agency and the results are shown under that heading in Tables 1 and 
2 and in Table 5. 

Table 1-Bank and Corporation Tax, Summary of Activities, 1957-58 

Class of activity Cases Hours Net revenue Cost 
Basic: 

Sorvice operation -------------- 79,365 108,217 $179,794,399 $331,551 
Formal refund claims ---------- 1,023 14,891 -1,146,298 49,149 
Exempt corporations ____________ 3,993 11,640 
Processing nonsubversive 

57,093 declarations --------------- 20,709 

Totals ------------------- 80,388 147,810 $178,648,101 $449,433 

Nonaudit enforcement: 
Assessments corrected --------- 4,609 15,998 507,778 $45,039 
New accounts _________________ 660 7,786 240,438 26,697 

--- ----
Totals ------------------- 5,269 23,784 $748,216 $71,736 

Audit: 
General audit ----------------- 82,394 103,765 $3,851,693 $379,357 
Allocation audit --------------- 9,272 102,057 7,378,100 420,708 

Totals ------------------- 91,666 205,822 $11,229,793 $800,065 
--- ----

Grand totals _____________ 177,323 377,416 $190,626,110 $1,321,234 

Table 2-Bank and Corporation Tax, Summary of Activities, 
Seven Years Ended June 30, 1958 

Class of activity Cases Hours Net Revenue Cost 
Basic: 

Service operation 425,623 631,934 $942,011,017 $1,706,105 
Formal refund claims-===========- 6,441 67,024 -7,996,513 190,398 
Exempt corporations _____________ 72,207 168,407 
Processing nonsubversive 

declarations ---------------- 50,076 135,702 

Totals -------------------- 432,064 821.241 $934,014,504 $2,200,612 

Nonaudit enforcement: 
Assessments corrected ____________ 11,348 132,587 $2,522,187 $311,507 
New accounts ------------------ 3,998 44,342 1,213,701 113,305 

Totals -------------------- 15,346 176,929 $3,735,888 $424,812 

Audits: 
General audit ------------------ 405,976 498,077 $15,154,476 $1,678,334 
Allocation audit ________________ 48,341 546,262 37,614,613 1,985,205 
Delinquents and arbitraries (5 years) 44,079 54,308 1,808,771 156,083 

-----
Totals -------------------- 498,396 1,098,647 $54,577,860 $3,819,622 

--- ----
Grand totals ------------ 945,806 2.096,817 $992,328,252 $6,445,046 

Revenue 
per $1 
of cost 

$542.28 
-22.32 

$397.50 

$11.27 
9.01 

$10.43 

$10.15 
17.54 

$14.04 

$144.27 

Revenue 
per $1 
of cost 

$552.14 
-4B.50 -

$424.43 

$8.10 
11.24 

$8.79 

$9.03 
18.95 
11.59 

$14.29 

$153.96 

Generally speaking the justification for all of these additional auditor 
positions is that currently all audit activities of the Franchise Tax 
Board are showing recoveries substantially in excess of costs; $14.04 
for each $1, for corporation audits during 1957-58 (Table 1), $4.03 
for each $1 for personal income tax audits during 1957-58 (Table 3), 
and that the rate of recovery has been at substantially these levels for 
the last seven years (Table 2 and 'l'able 4). 
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Table 3-Personal Income Tax, Summary of Activities, 1957-58 

Revenue 
per $1 

Activity Cases Hours Net revenue Cost of cost 
Basic: 

$73.73 Service operations _______________ 3,540,378 662,334 $138,658,316 $1,880,571 
Refund claims allowed ___________ 6,645 39,329 -398,942 128,792 -3.10 

Totals -------------------- 3,547,023 701,663 $138,259,374 $2,009,363 $68.81 

Nonaudit enforcement: 
Sacramento: 

Information at source ___________ 7,942 41,281 $169,158 $100,105 $1.69 
]?ederal comparison proj~ct ______ 6,794 37,165 227,616 100,454 2.27 
Preliminary examination _________ 79,279 69,428 89,025 178,305 .50 

Los Angeles: 
3.61 Information at source ___________ 74,981 174,148 1,564,554 433,400 

Federal comparison project ______ 30,910 144,314 991,434 392,840 2.52 
San Francisco: 

Information at source ___________ 29,185 88,837 614,532 220,826 2.78 
Federal comparison proj~ct ______ 10,172 84,856 262,609 232,321 1.13 

Totals -------------------- 239,263 640,029 $3,918,928 $1,658,251 $2.36 

Audit: 
Headquarters: 

Drawer audit __________________ 3,060,139 155,790 $1,278,119 $504,554 $2.53 
RAR unit ____________________ 9,671 42,829 854,485 138,839 6.15 
Specialist section -------------T 24,996 32,459 445,570 108,199 4.12 

Los Angeles: 
Field audit ___________________ 9,109 89,540 1,481.,012 325,876 4.54 
Residence and withholding _______ 771 15,839 934,953 .61,651 15.17 

San Francisco: 
Field audit ___________________ 9,232 80,681 860,764 280,975 3.06 
Residence and withholding _______ 799 17,938 106,306 63,158 1.68 

Sacramento: 
Field audit ___________________ 1,851 11,148 188,275 41,050 4.59 

Totals -------------------- 3,116,568 446,224 $6,149,484 $1,524,302 $4.03 

Grand totals _____________ 6,902,854 1,787,916 $148,327,786 $5,191,916 $28.57 

We are recommending approval of these additional positions, largely 
on this ground, but believe they should be approved only on the fol­
lowing conditions: 

1. That the agency channel the additional audit manpower into the 
most profitable audit activities at the earliest possible date. Adequate 
information is available in the accompanying tables as to which ac­
tivities are the most profitable. 

2. That immediate steps be taken by the agency to compile informa­
tion as to the extent of the nonproductive time spent in each audit 
activity, i.e., how many audits in each activity group produce revenue 
of less than cost, how much time was spent on such audits, what did 
they cost to make and what did they produce ~ This type of analysis has 
never been prepared by the Franchise Tax Board for any of its audit 
programs, although it has been developed in connection with the sales 
tax audit program, as indicated by Tables 4, 5 and 6 in the section 
under Budget Bill item 117. We believe such an analysis to be extremely 
valuable in evaluating the selectivity of the program and the extent of 
its submarginal activities, something of which there is no direct indica­
tion from the overall ratio of recovery to cost. 

3. That continuing studies be made looking toward the substitution 
of a more selective process than that now used in the " drawer audit" 
activity. This activity involves an examination of returns in alphabeti­
cal order a considerable time after the filing date and stems. from the 
fact that some years ago, when chief reliance was placed on the federal 
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Table 4-Personal Income Tax, Summary of Activities, 

Seven Years Ended June 30, 1958 

Activity Cases Hours Net revenue Cost 
Basic: 

$9,841,298 Service operations -------------- 20,134,801 3,887,995 $765,401,377 
Refund claims allowed ___________ 44,837 238,580 -3,601,936 692,729 

Totals -------------------- 20,179,638 4.126,575 $761,805,441 $10,534,027 

Nonaudit enforcement: 
Sacramento: 

Information at source ___________ 80,298 214,960 $1,561,162 $530,075 
Federal comparison (4 years) ____ 28,394 85,843 915,878 240,455 
Preliminary examination _________ 327,344 550,520 1,835,896 1,154,089 

Los Angeles: 
10,492,633 2,251,780 Information at source ___________ 554,575 1,027,044 

Federal comparison (4 years) 93,004 340,184 2,373,953 830,056 
Miscellaneous (5 years) _________ 20,629 80,771 542,216 173,534 

San Francisco: 
Information at source ___________ 326,048 595,956 6,022,885 1,316,535 
Federal comparison (4 years) 67,602 252,514 1,518,210 602,761 
Miscellaneous (5 years) _________ 9,222 110,642 329,408 260,909 

Totals -------------------- 1,507,116 3,258,434 $25,592,241 $7,360,194 
--- _._--

Audit: 
Headquarters: 

Drawer audit __________________ 12,254,020 1,126,059 $8,675,243 $2,994,592 
RAR unit ____________________ 58,543 322,875 5,784,136 860,949 
Specialists S1Jction 237,237 209,139 2,830,812 592,459 
Primary audit (5 years)-=======: 34,106 59,288 292,388 147,838 

Los Angeles: 
Field audit ___________________ 64,772 641,336 8,956,726 1,910,278 
Residence and lvithholding _______ 

San Francisco: . 
5,345 141,853 5,945,241 443,428 

Field, audit ___________________ 47,385 566,421 3,915,845 1,750,985 
Residence and ,vithholding _______ 

Sacramento: 
4,366 90,244 2,124,748 290,902 

Field audit ___________________ 8,419 60,920 636,222 196,276 

Totals -----------_._------- 12,714,193 3,218,135 $39,161,361 $9,187,677 
--- ----Grand totals _____________ 34,400,947 10,603,144 .$826,559,043 $27,081,898 

Revenue 
per $1 
of cost 

$77.78 
-5.20 

$72.32 

$2.95 
3.81 
1.59 

4.66 
2.86 
3.12 

4.57 
2.52 
1.26 

$3.48 

$2.90 
6.72 
4.78 
1.98 

4.69 
13.41 

2.24 
7.30 

3.24 

$4.26 

$30.52 

audit for state enforcement purposes, it was deemed desirable to file 
the returns and delay the state audit until after completion of the 
federal audit. This procedure involves a duplicate handling of returns 
and is not conducive to selectivity. Currently, chief alliance is placed 
on the State's own audit program and it would appear that the need 
for delay no longer exists. 

The "drawer audit" activity has produced at the rate of $2.90 for 
$1 over the last seven years, which is below the average of $4.26 for 
all audit activities under personal income tax, as shown in Table 4. 
It will be noted, in Tables 3 and 4, that the" drawer audit" activity 
accounts for about one-third of the total audit hours expended on per­
sonal income tax audit activities both during' 1957-58 and during the 
last seven years. 

Elsewhere in this analysis we have recommended the creation of a 
single department of revenue, headed by a director appointed by the 
. Governor, to have responsibility for administration of all state taxes. 
One of the advantages of such an arrangement would be that it would 
facilitate the pooling of all audit staff and their use where most effec­
tive as between various tax programs. We believe that this principle 
should be recognized and followed by all existing tax agencies within 
the limits of their existing organizational structure . 
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Table 5-Bank and Corporation Tax, Allocation Audit Activity by 

Location and Fiscal Year, 1952-53 to 1957-58 
Revenue per 

Location Cases Hours Net revenue Cost $1 of cost 
Sacramento 

1952-53 --------------------- 2,487 36,487 $1,347,027 $114,243 $11.79 
1953-54 --------------------- 2,845 43,539 1,508,624 135,076 11.17 
1954-55 --------------------- 2,742 38,07;! 2,530,981 128,031 19.77 
1955-56 --------------------- 11,413 40,737 2,229,138 142,012 15.70 
1956-57 --------------------- 11,485 36,069 2,014,210 131,842 15.28 
1957-58 --------------------- 7,983 39,399 3,303,621 150,041 22.02 

Total -------------------- 38,955 234,303 $12,933,601 $801,245 $16.14 

Los Angeles 
1952-53 --------------------- 397 11,997 $964,076 $39,114 $24.65 
1953-54 ---------------_._---- 268 11,038 550,428 37,068 14.85 
1954-55 --------------------- 252 12,989 548,367 45,679 12.00 
1955-56 --------------------- 403 14,427 1,846,776 54,946 33.61 
1956-57 --------------------- 307 13,370 726,659 51,429 14.13 
1957-58 --------------------- 515 17,943 2,391,036 74,145 32.25 

Total -------------------- 2,142 81.764 $7,027,342 $302,381 $23.24 

San Francisco 
1952-53 --------------------- 251 8,536 $835,522 $28,180 $29.65 
1953-54 --------------------- 344 8,411 2,124,635 30,278 70.17 
1954-55 --------------------- 371 9,674 1,131,694 35,799 31.61 
1955-56 --------------------- 312 9,779 736,753 39,542 18.63 
1956-57 --------------------- 313 15,515 888,773 60,925 14.59 
1957-58 --------------------- 414 19,187 880,577 82,615 10.66 

Total -------------------- 2,005 71,102 $6,597,954 $277,339 $23.79 

New York 
1952-53 --------------------- 173 3,347 $589,158 $17,225 $34.20 
1953-54 --------------------- 146 4,308 751,601 21,656 34.71 
1954-55 --------------------- 163 7,122 192,620 22,559 8.54 
1955-56 --------------------- 249 9,452 454,547 36,347 12.51 
1956-57 --------------------- 195 12,908 1,884,587 52,316 36.02 
1957 -58 --------------------- 147 14,121 269,111 60,384 4.46 

Total -------------------- 1,073 51,258 $5,141,624 $210,487 $24.43 

Chicago 
1952-53 --------------------- 134 2,792 $616,492 $11,800 $52.25 
1953-54 --------------------- 174 6,141 678,927 28,944 23.46 
1954-55 --------------------- 109 5,902 395,423 18,815 21.02 
1955-56 --------------------- 161 9,368 1,765,815 36,432 48.47 
1956-57 --------------------- 188 12,053 416,590 51,774 8.05 
1957-58 --------------------- 213 11,407 533,755 53,523 9.97 

Total -------------------- 979 47,663 $4,407,002 $201,288 $21.89 

All Locations 
1952-53 --------------------- 3,442 63,159 $4,352,275 $210,562 $20.67 
1953-54 --------------------- 3,777 73,437 5,614,215 253,022 22.19 
1954-55 --------------------- 3,637 73,759 4,799,085 250,833 19.13 
1955-56 --------------------- 12,538 83,763 7,033,029 309,279 22.74 
1956-57 --------------------- 12,488 89,915 5,930,819 348,286 17.03 
1957-58 --------------------- 9,272 102,057 7,378,100 420,708 17.54 

----- --- -----
Grand total ------------- 45,154 486,090 $35,107,523 $1,792,740 $19.58 

In our analysis of the budget of the Board of Equalization, Budget 
Bill, item 117, we have recommended a reduction in the audit staff 
of that agency of approximately 30 auditors with total salaries of $157,-
800, which is the exact amount of the increase which we recommend for 
approval for the 30 additional audit positions in the Franchise Tax 
Board. It was the intent of this recommendation to accomplish a 
shift in audit manpower from the sales tax audit program to the bank 
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and corporation and personal income tax audit programs in the Fran­
chise Tax Board, and if the Legislature should approve our recom­
mendation the increase in the audit staff of the Franchise Tax Board 
can be accomplished without any overall increase in state costs. 

Our reason for this recommendation, as we point out in some detail 
in our analysis under item 117, is that a comparison of the results of 
the audit programs of the two agencies over a seven-year period indi­
cates that the program of the Franchise Tax Board has been approxi­
mately four and one-half times as productive as that of the sales tax 
division and we believe that a shift between the two programs is good 
business since it can be expected to produce additional revenue for the 
State at no increase in overall cost. The sales tax audit program has 
averaged $1.66 in revenue over the last seven years, while that of the 
Franchise Tax Board has averaged about $7. For 1957-58, the averages 
calculated on a comparable basis were $1.68 and $7.22. 

l~1 STATE TREASURER 
ITEM 131 of the Budget Bill Budget page 302 

FOR SUPPORT OF STATE TREASURER FROM THE GENERAL FUND 
Amount requested ______ -=_____________________________________ $353,501 
Estimated to be expended in 1958-59 Fiscal year________________ 428,777 

Decrease (17.4 percent) _______________________________________ $75,276 

TOTAL RECOMMENDED REDUCTION__________________________ $18,780 

ANALYSIS 

The State Treasurer, an elective constitutional officer since 1849, has 
as his principal function the receiving, depositing, safekeeping, and dis­
bursement of state moneys. 

This budget request is predicated upon the assumption that certain 
proposed legislation will be enacted during the current session. This 
legislation is intended to result in substantial savings ($86,115) as it 
will: (a) eliminate provisions of law requiring a 24-hour watchman in 
the vault area and use instead an efficient, modern alarm system; and 
(b) provide for reimbursement to the Treasurer for servicing matured 
bonds of special fund agencies of the State. 

Oontingent upon the passage of legislation, the decrease in total sup­
port for the Fiscal Year 1959-60 is largely due to increased reimburse­
ments from bond service expenses of $71,079, a decrease of $10,178 in 
equipment, and the elimination of three guard clerk positions. This is 
offset by an increase in operating expenses of $11,597, the major por­
tion of which is an increase in fees paid to the fiscal agent. 

Analysis of Recommended Reductions 

Summary of reductions AnWllnt 
1 Assistant State Treasurer ___________________________ $13',800 
1 Senior stenographer-clerk ___________________________ 4,980 

Total reduction __________________________________ $18,780 
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The positions of assistant state treasurer and his senior stenographer­
clerk were added by executive action in January, 1957. We recom­
mended against these positions in our analysis of the 1957-58 budget 
request. 'rhe retention of the assistant state treasurer was asked for to 
assist in preparing special materials surrounding increased offering of 
bonds and the work involving the reorganization of the office following 
statutory changes in the investment functions of the office. The tempo­
rary justification for this position has been removed and we again rec­
ommend its elimination, together with the position established to pro­
vide necessary clerical assistance to it. 

I~ DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL 
ITEM 132 of the Budget Bill Budget page 305 

FOR SUPPORT OF THE CALIFORNIA HIGHWAY PATROL 
FROM THE MOTOR VEHICLE FUND 
Amount requested _______________________________________________ $28,162,109 
Estimated to be expended in 1958-59 Fiscal YeaL __________________ 25,839,796 

Increase (9.0 percent) ___________________________________________ $2,322,313 

TOTAL RECOMMENDED REDUCTION__________________________ $623,568 

GENERAL SUMMARY 

The principal duties of the California Highway Patrol are to enforce 
the traffic laws and the statutes pertaining to equipment, size, weight 
and loading of motor vehicles. The Commissioner of the Highway Pa­
trol is required to make "adequate provision for patrol of the high­
ways at all times of the day and night." The patrol is a quasi-military 
organization which operates through a military command structure. 
It differs from modern military organizations in that the rank and file 
of traffic officers are career personnel who will ordinarily spend about 
30 years with the organization. These men operate with a minimum of 
immediate supervision. 

Members of the Highway Patrol have the powers of peace officers 
under the following conditions only: 

"(1) When in pursuit of any offender or suspected offender, 
, , (2) To make arrests for crimes committed in their presence or 

upon any highway." 

The definition of "highway" applicable is neither that of common 
speech, which distinguishes between main traveled routes and byways, 
nor is it the public works definition which distinguishes state~built 
and maintained routes from county roads. "* * * 'highway' is a way 
or place, of whatev~r nature, publicly maintained and open to the use 
of the public for purposes of vehicular travel." (Vehicle Code Section 
81.) This covers over 80,000 miles of state highways, streets in suburban 
real estate developments, and rural roads. 

Organization 

Administration. The Sacramento headquarters consists of the Ad­
ministration Division with a staff of 111, the Field Operations staff of 
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