


Overview of Business, TrClnsp.ortêltiQfJ 
ol1d·Hofising. 

Expenditures for business,transportationa~d housingdepar6nents (md 
prograftis af'.epro'p'osed.to increase over the current year, primarily due·to.in­
~reased expendituresfor highw.ay and rail capital outlay ittlprovemënts; 

Ëxp~:nd1futes·fdr.husin~ssl transportation .and housing ptogralIls are 
'propósed~o total$4.3billion) which is·about 7.7. percent. of. all staté.~ntis 
proposedin the Governot's Budgetfor 1992-"93. This levélof experiditurejs 
an increa.~epf$551million, or15 percent; over the estimated expendittires. 
forth(;) current . year .•• ·· 

. . Chartl ShOl,,':sth<ltFp~siness, transportation and housing expendihues 
· from all state. fundsincréasédqy $2.3. billion since 1985-86;representingan. 
average annualincreaseof lOpel'cent.Expenditures for these programs 
remained relatively constant as a share of éxpend!tures froniall state ~nds. 
trom'198S:'86 to 1988::89,'\Vith~he proportion . steadUy increasingthereaft~r 
prilllarily due to i:ncreasesin tTansportation expenqitures:. . '. .. 

· .... . The~hart ."lso shc,:yvsthat ""hen ~djustédforinfiation,state expenditures 
.. increased at an average . allnualraté ofabout .6 percent. 

Sp~ndingbYMajorPr99r(Jms . 
. CJ:iart2 sh~wse",pendfturesto; .. themajorbusiness,transportation;' and 

hOQsingprogramsffotn 19S9-~0 thrói.Igh1992"93:.The . GO'\7ernor' s.B.ll.dget 
prl:)p()s~s:asignifiFantjn.~teas~ .. in transPQrtapÓIlexP~nditure~for 1992~9.3, .. 
priiUél!ilyJor hi,g~~él Y.~.nd.rail .. Fa pit.al· ·iIllprl:)~eIllen~s •.. ·Expen..d~tures .' for 
· b9:'si~es~PfograiUs·ar~al~ópr~pl:)s~d·t(}·b.é .high~ri:ntll'ebtidgety(;)arIn.a~~ly. 
duétp. tnéestél.blishIlléi1.fofarés.E!.rve foreélrthqQaké dél.magé~lahris to>bé . 

.... 'paiJl from. the\CaHfofIliél.J!"rthq~aJs(;)Reco'\7~ryFuIld •. .In contI;ast,. exp(;)Ild}· .' . 
..•• ·.litires··fór.hous:i~g •. pr()gram~afe 'pr()pósé~L to ' •. be Jow:erbeci;lusé .i .. cer~ain··· 

housing·ponti·fuhds.vy;ill· havf:ib(;)enfqIJyexpénded·in·the·CQrrenty:ear ..... · 

· .~hárf2 ~lsó .shbw~~g"txrt~ss lr~~spórféltioriexpenditures.l1avé·~xpeli-
· . E:Ilc~d tIle grE!élt~sf .rélte'Ótil1cr~élse .of.allexpe~ciituresfoI'bll~inéss/ tf~hs~ ." 
···pórtationántihÓ1.l~ingprQgrams~Thein~reasË·is·.due·to the.additional.fqncis· 
lIIad.e availablebYi.Propósitions108 and 116~. passed by thévofe:('sorithé 

..•. ]tine> 1<)90 balloL.High\:vay transportatlon, (;)xpenditures "Iso J~~reased 
· steélqily since19S~-90asthep~.ssagé of.Eropositioh. 111(~lso()n th.éJune 
1990 b;allotY\made . aciditlon!iL gastax '. revemles>availablE! . for, high",ay 

..hriproveménts: T~éiil,ctease inb;~sines~ pj'ogramexpéndituressince J9~O-.91 
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funding masstransportation rail activities~nd willallow a sustairiédhigher 
level of tra:nsportationexpenditures in futureyears~ ... . ... 

I----... -------------~ --- Highways 
-- Traffic Enforcement 

" "" Mass Transportation 

-" -" -" - " 

Anotherpolicy change is the establishment of thestate-'managed Califor­
nia Residential Earthquake Recovery Fundfo pay claims for earthquake 
damages on residential units. Up until 1990, coverage for earthquake 
damages was provided excltisively by private insurance. 

Major Budget Changes 
The GOYernor'sBudgetproposes an increase of $1 billion in masstrans:­

portation (rail) andhighway capitaloutlay improvements from state and 
bond funds; The budget also requests$45 millionto. pay LomaPrieta 
earthquake.:related costs un<ier.theCalifornia Disaster ,Assistance Program~ 
.·'Ya91e1 sl1mrriarizes the major changesin the:business, transportation,and 
housing program in 1992-93.. . .. . 
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Business, Transportation and Housing Programs 
Proposed Major Changes for 1992-938 

$462 milli.on f.or mass transP.ortati.on/rail impr.ovements 

$539 milli.on in highway capital .outlay 

$15.3 milli.on f.or c.ongesti.on relief .on state highways 

$5.6 milli.on f.or graffiti rem.oval 

$6.9 milli.on f.or CHP telec.ommunicati.ons services and equipment 

$15.3 milli.on f.or DMV t.o implement vari.ous newly enacted legislati.on 

$5.1 milli.on f.or DMV administrative license suspensi.on activities 

a Includes expenditures from Proposition 108 and 116 bond funds. 

The budget also proposes the followingtraIlsfers'from~arious§l'eCi~l. 
funds to the General Fund~ ,. ',> 

-$96 ~illion from the StélteTransportationFuIlQ f(')!ia!lbQ~~d~~t' . 
service. .. . . . 

- $16 million from interest earnings in the' Seismic ,Safety Retl"(')fjt 
Account .over the current and budget years. ., •. ' . ," ·;t<i· .'; •. 

The effect of these transfers is to reduce the all\ounfdfmoI1eYélvailable> 
for transportation programs in the budget year.. ..... .., ... . 
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LAO Assessment of Major Budget Issues 
In this section, we identify some of the major issues in the Governor' s 

Budget. A fuller discussion of these issues is contained in our analysis of the 
affected department or program which follows this overview. 

• Office of Tourism. The budget "restores" funding for a program the 
impact of which is unproven. (See Item 2200, Department of Com­
merce.) 

• Disaster Assistance Program. The program to provide low interest 
loans to people whose housing is damaged or destroyed in a natural 
disas ter provides an unnecessary state subsidy to cover property 
owners who could and should insure themselves. (See Item 2240, 
Department of Housing and Community Development.) 

• Federal Transportation Act. The new federal transportation act will 
provide up to $2 billion in additional funds for California from 1992-93 
through 1998-99. Legislative action may be required to implement the 
act and to take advantage of special opportunities for new programs. 
(See Item 2660, Department of Transportation.) 

• Project Delivery. The Department of Transportation's delivery of 
highway projects in 1990-91 was short of the department' s goal by $500 
million, or 28 percent, but improved over the previous year. (See Item 
2660, Department of Transportation.) 

• State-Local Transportation Program. The budget proposes no new 
funding for the program which provides state matching funds for 
locally fund ed transportation improvements. As aresult, many local 
projects will be delayed. (See Item 2660, Department of Transportation.) 

• Rail Ronds. The use of rail bonds from Proposition 108 and 116 has 
been slow. Consequently, additional bond funds will not be need ed 
until at least 1993-94. (See Item 2660, Department of Transportation.) 

• Motor Vehicle Account Condition. The Motor Vehicle Account faces a 
deficit in the current year. For the budget year and beyond, fee 
increases, funding shifts, and/ or expenditure reductions are needed to 
avoid a deficit. (See Item 2740, Department of Motor Vehicles.) 
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Department of Alcoholic Beverage Control 
Item 2100 

General Program Statement 
The Department of Alcoholic Beverage Control (ABC), a constitutional 

agency established in 1954, has the excIusive power, in accordance with the 
laws enacted by the Legislature, to license the manufacture, importation, and 
sale of alcoholic beverages in California, and to collect license fees. The 
department is given power to deny, suspend, or revoke licenses for good 
cause~ In the current year, the department has 23 district and branch offices 
througl\out the state, as weIl as a headquarters in Sacramento. 

Overview of the Budget Request 
The budget proposes to fund the ABC at the cu"ent-year level. 

The budget proposes expenditures of$20.2 million for the ABC in 1992-93. 
This is $16,000, or Iess than 1 percent, more than current-year.expenditures. 
Table 1 displays theexpenditure levels for the department from 1990,.91 
through 1992-93. 

Substan#al'Unallocated Reductions in Cu"ent Year. This.department, 
along with many other departments, has been subject to a variety of 
reductions over the past several years. Among these is an unallocated 
reduction of 18 percent from the Genera.! Fund in 1991-92. This reduction is 
proposed to be carried over into 1992-93. In our companion document, The 
1992-93 Budget: Perspectives and Issues, we discuss the impact of these 
reductions on various departments. 
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Department of Alcoholic Beverage Control 
Program Summary 
1990-91 through 1992-93 

Expenditures 
Licensing $13;191 $13,108 
Compliance 10,623 7,123 
Administration (distributed) 

Totals $23,814 $20,231 

General Fund $22,849 $19,395 
Reimbursements 965 836 

Personnel·Years 398.5 294.2 

$14,173 
6,074 

$20,247 

$19,395 
852 

310.5 

Item 2100 

8.1% 
-14.7 

0.1% 

1.9% 

5.5% 

The ABC hasabsorbed its cuts primarily through the reduction in 
personnel within the compliance and enforcement unit. The budget proposes 
a reduction of 15 percent of the authorized personnel-years in this unit and 
the closure of five field offices in 1992-93. If the reduction is appx:oved, the 
unit will have reduced its authorized personI1el-years roughly 51 percent 
since 1990-9L .. . 

General Fund'Revenues Projected to Increase. The ABC is supported by 
the General Fund and produces revenue for the General Fund. It collects 
license fees and various other fees and charges, according to schedules 
established by statute. All money collected by the departmentis deposited 
in or transferred to the General Fund. The department estimates that its 
activities . will. generate revenues to the General Fund of $31.8 million in 
1992-93. This is an increase of $2.2 million, or 7.3 percent, over estimated 
current-year revenues. This increase primarily is attributable to the projected 
growth in original license and annual fees. 
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Alcoholic Beverage Control Appeals Board 
Item 2120 

General Program Statement 
The A1coholic Beverage Control Appeals Board was establishedby an 

amendment to the State Constitution in 1954. Upon request, the board 
reviews decisions of the Department of A1coholic Beverage Control relating 
to the asseSsment of fines or the issuance, denial, transfer, suspension, or 
revocation of' any a1coholic beverage license. The board's single program 
consists of providing an intermediate appeals forum between the department 
and the state's courts of aP1?eal. 

The board consists of a chairperson and two members appointed by the 
Governor with the consent of the Senate. The board members meet onceeach 
month, alternating between Los Angeles and San Francisco. Pursuant to 
eh 1335/88 (SB 2316, Dills), board members are paid an annual salary of 
$25,000. ' 

Overview of the Budget Request 
The proposed budget is e~sentially a workload budget for the board. 

The budget proposes an appropriation of $508,000 from the A1coholic 
Beverage Control Appeals Fund for support of the board in 1992-93. The 
amount is $15,000, or 2.9 percent, less than estimated current::-year expendi­
tures. The reduction' primarily reflects an adjustment in pro rata administra­
tive charges from the current year. 
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STATE BANKING DEPARTMENT 

State Banking Department 
Item 2140 

General.Program Statement 

Item 2140 

The primary responsibility of the State Banking Department is to protect 
the public from losses that may resuit . when. a state-chartered bank or other 
financial entity under, the depar9nent's jurisdiction fails. In addition,,,Ule 
department is responsible for (1) licensingand regulating California brélnches 
of foreign banks, trust companies, lssuers of money orders and travelers 
checks, transmitters of money abroad and Business and Industrial Develop­
ment Corporations (BIOCOs), and (2) certifyingsecurities 'as legal invest­
ments for public agencies in California. 

The department is supported by revenues from the annual assessinent of 
licensees and other license and examination fees. 

Overview of the Budget Request 
The budget proposes essen.tia,~ly thesa,me fundinglevel a,s;,in the current 

yea,r to support' the depa,rtment in 1992-93, except for repla,cement of the 
office a,ittoma,tion system. 

The department proposes total expendihrres of $16.6 million ill 1992-93, 
which is $501,OOO~ or 3.1 percent, more. than ~he estimatedcurrent-year 
expenditures. This increase is primarily due to replacing the;departtrient's 
obsolete office automation system. 
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To finance the proposed expenditures, the budget requests $16.2 million 
from the State Banking Fund and $304,000 from the Local Agency Deposit 
Security Fund. In addition, the department expects to collect $159,000 in 
reimbursements. 

Department of Corporations 
Item 2180 

General Program Statement 
The Department of Corporations is responsible for protecting the public 

from unfair business practices and fraudulent or improper sale of financial 
products and services. The department fuifills its responsibility through the 
following major programs: (1) investment, (2) lender-fiduciary, and (3) health 
care service plans. 

The department is supported by license fees and regulatory assessments 
which are deposited in the State Corporations Fund. 

··Overview of the Budget Request 
The budget proposes additional funding for increased regulatory workload 

in 1992-93. In addition, the budget reflects a technical change in the method 
forfunding the department. 

The budget proposes total expenditures of $27.5 million in 1992-93 which 
is $1.1 million, 4.1 percent, more than the estimated current-year expendi­
tures. The additional funding is for the anticipated increase in the regulatory 
workload of the investment and lender-fiduciary programs of the depart­
ment. 

In addition, the budget shows that in 1992-93, the department is to be 
funded from the State Corporations Fund, instead of from a combination of 
General Fund money and reimbursements. This is because Ch 1018/91 
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DEPARTMENT OF CORPORATIONS-Continued .. 
. ~. 

(SB 1011, Beverly) created the State Corporations Fund as a depository of all 
assessments, fees, and reimbursements which support th~ department's 
programs. In the current and past years, these assessments and fees have 
been deposited in the General Fund as revenues and reimbursements 
instead. 

Department of Commerce 
Item 2200 

MAJOR ISSUES 

~ Office of Tourism. The budget \\restores" funding for a 
program whose impact is unproven. 

~ Business Retention. Additional staft would provide little 
actual assistance, resuiting in few benefits. 

Findings ond Recommendations 

1. Tourism Augmentation Reverses 1991-92 Legislative Cuts. 
Reduce Item 2200-001-001 by $3~7 million. Recommend 
reduction because the program's benefits are unproven and 
the budget "restores" Office of Tourism funds cut by the 
Legislature last year. 

Anillysis 
Page 

17 
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2. Additional Business Retention Staff Not Justi'fied. Reduce' 19 
Item 2200~01-OOl by $869,000. Recommend reductiQn because 
the benefits of the current program are unc1ear, and proposed 
staff will provide littie actual assistance. 

General Program Statement 
. The principal mission of the Department of Commerce (DOC)· is' to 
promote business development in the state. The department provides 
busmess assistance, grants, loansand loan guarantees funded with state and 
fec:ieral funds. It promotes tourism, technology development and the· film 
indli.s!IY in California. The departmentalso provides economic development 
research and policy advice. . 

Overview of the Budget Request 
The budget proposes to augment the following three Doe program areas 

supported by the General Fund: (1) tourism, (2) business retetition,and (3) 
small business environmental assistance. 

The budget proposes expenditures of $41 million by the DOCin 1992-93. 
This is about $3.7 million, or 9.8 percent more than estimated. current-year 
expenditures. Table 1. displays the expenditures and staffing levels for the 
department from 1990-91 through 1992-93. 

Table 2 summarizes the significant changes proposed for the budget year. 

This department, along with many other departments, has been subject 
to a variety of reductions over the past several years. Among these is an 
unallocated reduction of 13 percent from the General Fund in 1991-92. (This 
reduction is 6.8 percent of the department's total budget from all funds.) 
This reduction is proposed to becarried over in 1992-93. In our companion 
document, The 1992-93 Budget:Perspectives and Issues, we discuss the impact 
of these reductions on various departments. 
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DEPARTMENT OF COMMERCE-Contlnued 

Department of Commerce 
Budget Summary 
1990-91 through 1992-93 

Expenditures 
Business Development 
Califomia Film Commission 
Competitive Technology 
Marketing and Communications 
Tourism 
Local Development 
Small Business 
Economic Research 
Administration (distributed) 

Totals 

General Fund 
Special funds . 
Federal funds 
Reimbursements 

Personnel-Vears 

$3,375 
800 

1,548 
546 

7,141 
12,964 
1,633 

841 

$28,848 

$29,847 
-3,667 
1,216 
1,452 

134.1 

$2,785 
859 

4,751 
455 

3,912. 
8,893 

14,845 
705 

$37,205 

$20,197 
12,075 
4,029 

904 

136.9 

Item 2200 

$3,798 36-:4% 
866 0.8 

4,781 ;0;6 

463 1.8 
7,584 93.9 
7,444 -16.3 •. 

15,198 2.4 
700 -0.7 

2.1 

$40,834 9.8% 

$25,183 24.7% 
10,551 -12.6 
4,021 ~0.2 

1,079 19A 

152.3 11.2% 
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Baseline adjustments 
Limited-term program adjustments -$13 
Offset of retumed disaster relief funds 
Grants 
Loans 
Loon repaymElnts 

Subtotals (-$13) 
Worklcad changes 
Program changes 

, IncreaseOffice of Tourism spending $3,700 
Increase business retention staff 861 
Small business environmental services 438 
Other environmental assistance staff 

Subtotals 
1992-93 Expenditures (prop.) .$25,183 
Change from 1991-92 

Amount $4;986 
Percent 24.7% 

Analysisand Recommendafions 

Budget Revisits Tourism Funding Issue 

-$2,734 . -$2,747 
452 452 

-2,727 -2,727 
1,750 "1,750 
1 1 

(-$1,706) . (-$1,719) 
$24 -$20 $4 

$3,700 
861 
438 

$14,572 , $1,079 $40,834 

-$1,532 $175 $3,629 
-9.5% 19.4% 9.8% 

We recommend deletion of $3.7 million requested to augment the. Office 
ofTourism's budget because (1) .the office'simpact is unproven and (2) the 
proposal restoresfunding cut birthe Legislature in 1991-92. (Reduce Item 
2200-001-001 by $3.7 million.) 

In 1991,,92, the Legislature reduced the proposed budget of the 
departmen,t',s Office·of Tovrism by $3.7 million. (The LegisJature denied the 
office an augmentation, and also cut it:tto the office' s baseline. budget by $2~6 
million.) The statefaced.a severe budget shortfall, and the Legislature deter­
mined the tourism program to be a lower priority than mélny other programs 
funded by the. General Fund. 
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In addition, the administration has reduced the Office of Tounsm's 
budget by another $600,000 in implementing the department's' 1991:'92 
unallocated "trigger" cuts. These reductions left the office with a total budget 
of $3.9 million. As a resuIt of the funding reductioris, the Office óf Tourism 
has stoppedproducing certain tourism materials and has droppedcertain 
advertising campaigns. ' 

In 1992~93, the administration proposes to augment the Office of 
Tourism's budget by $3.7 million from the General Fund to "restóre" 
funding to the level initially proposed for 1991-92. However, we recommend 
against this augmentation because, as we discuss below, the benefits of this 
program are questionable. Additionally, the augmentation restores funding 
cut by the Legislature in 1991-92. 

Impact of Program Unproven. As we discussed in the Analysis ,of the 1990-
91 Blldget Bill (p. 213t the department has been unable to document the 
'benefits of this program. The department tracks the number ofinquiries the 
Office of Tourism receives for tourism information and then estimates the 
number of tourist visits to the state which will resuit from theseinquiries. 
However, tourism inquiries have shown littie relatiQnship to state spending 
on the Office of Tourism. For example, in 1988-89 when the office's funding 
was reduced, the number of inquiries actually increased. Inquiries ,have 
declined in the current fiscal year along with Office of Tourism funding. 
However, thedecline in inquiries actually began in the prior fiscal year 
when program funding was much higher, but the national recession had 
begun. Thus, we believe the current decline in inquiries has more to do with 
the ongoing recession than with Office of Tourism spending. 

However, the main problem withcounting inquiries and the reslilting 
visits is that it does not indicate how many people visited the state specifi­
cally as a resuit of receiving Office of Tourism materiais. People who request 
tourism information probably are already interested in visiting parts of 
California. Many probably would visit with or without receiving Office of 
Tourism materiais. 

Other Factors Probably Have Greater Impact on State's Tourism Indus­
try. The tourism industry has been relatively Strong ill Californ~a d1l:ring the 
past several years. In fact, overall tourism spending in California has risen 
steadily from 1985 through 1990. The Office of Tourism's spending appears 
to be a very minor factor in the'state's tourism industry. Overall tourism 
spending in the state totaled over $50 billion in 1990. Itseems'unlikely,that 
the health of this industry will be determined by the amourit that the Office 
ofTóurism spënds each year on tourism promotion.· Other factors such as 
private sector spending, the state of the economy, and California's many 
attractions more likely have a much greater effect on the stafe's tourism 
industry. 
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In view of the above, we recommend against the $3.7 million augmenta­
tion of the Office of Tourism's funding. 

Business Retention Proposal Advertises More Than it Can Deliver 

We recommend rejection of the proposal to add $860,000 and .14 positions 
for one-on-one calls on businesses because of questionable benefits. (Reduce 
Item 2200-001-001 by $860,000.) 

As part of the DOC's business development and retention efforts, the 
department currently has eight professionals who work with businesses to 
help solve problems firms may be having in the state. The staff provides 
direct assistance such as helping a firm find a site or get a certain permit. 
and also refers firms to other locaUy provided business assistance. The staff 
works with in-state firms and firms wishing to locate in California. The 
current staff members also have called on about 60 top California. manufac­
turers in the past year to discuss future expansion or relocation plans and 
to encourage firms to stay in the state. 

For 1992-93, the administration proposes to add 14 staff members to this 
program, specificaUy to make more one-on-one business caUs on manufactur­
ers. The goal is for the staff to caU on 6,500 manufacturers each year. These 
new positions would be supported by $860,000 from the General Fund .. 

We believe adding these staff members will produce few results, as we 
discuss below. 

Budget Proposal Does Not Focus on Providing Assistance. The work-plan 
caUs for the new staff to make 10 one-on-one eaUs on businesses each week, 
spending about three and one-half hours with each firm. Making these brief 
visits would take 99 percent of the staff members' time. The plan also 
suggests the staff will provide in-depth assistance to some firms. However, 
only 1 percent of the staff time is budgeted for this in-depth assistance, or 
for the other kinds of functions the current staff performs such as assisting 
firms locating from out of state. Moreover, the work-plan indicates that if 
many firms require actual assistance, the firms will be referred to local 
assistance providers. Thus, the thrust of this proposal is to add staff who 
will provide little direct assistance. 

Current Program Benefits Also Unclear. Even if the additional staff were 
being added to perform the same functions the currentstaff performs, the 
benefit would be questionable. The department can point out which firms 
the current oae staff has "assisted," and which firmsmaintained or 
expanded business operations in California. However, the department cannot 
identify the specific role a staf! member had in influencing suchafirm's 
decision. While the oae claims credit for numerous firms staying or 
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expanding in the state, it is more likely that other factors were more 
important in. such decisions, induding: 

~. Proximity tomarkets, 
• Qliéllity of transportation, 

. '. Qualify of education and the labor force,. '. 
• Regulatory factors (workers' compensation costs, environmental regtila­

tions), 
• Taxburden, 
• Real estate costs, ' 

; frobiems related to thesefac;tors are not going to be altered by the visit 
. of one ])OC representative. , 

Assistance is Available from Local Entities. Another consideration is that 
much of the direct assistance provided to firms contacted' by the DOe staff 
is currently provided by local govemments and local economic development 
agencies. The current DOe staff estima,tes ,it refe.rs businesses to IQcal assis­
tance providers in 50 percent of the cases, Thus, firms can get the same 
assistance by going directly to local govemments and economic development 
agencies. 

It may be helpful to maintain a minimallevel of staff in the department 
to respond to business requests, as is currently the case. However, we 
believe that adding the type of additional staff contained in this proposal 
would provide liule benefit. ConsequentlYi we recommend deletion of the 
propos'ed' $860,000 to fund additional business development and retention 
positions~ . 

., .. 

Unitary Fund Programs 
Item 2225 
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General Program Statement 
The Unitary Fund was established to address the state'sinfrastructure and 

economic development needs. The fund is supported by the annual fees of 
corporations who elect the "water' s-edge" method of taxation - having their 
income apportioned for state tax purposes on the basis of their domestic, as 
opposed to worldwide~ business activities. The fund revenues are intended 
to be used to support infrastructure and economic development purposes. 
However, in the pastcouple of years the bulk of the funds have been 
transferred to the General Fund. 

Overview of the Budget Request 
The budget proposes no direct expenditures on Unitary Fund programs in 

1992-93, since all of the revetiues will be transferred to the General Fund and 
the Agricultural Export Program. . 

The budget estimates revenues of $34.4 million to the Unitary Fund in 
1992-93. Of this amount, $33.4 million will be transferred to the General 
Fund in the budget year, and the remaining $1 million will be transferred to 
the Agricultural Export Program under the Department of Food and 
Agriculture. 

Department of Housing 
and Community Development 

Item 2240 
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DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT-Contin~ed 

MAJOR ISSUES' 

~ California Disasfer Assisfance Program. This prbgram 
providesan unnecessarystate subsidy to cover proper­
ty owners who cou1e ahd should inSure themselves. . . 

Findings and Recommendafions Analysis 

.1. 
. . ". _ Page 

California Disaster Assistanc:e Program Provides an .Unnec- , 25 
essary State Subsidy. Recommend enactment of legislation to . 
prospectively eliminate the program because itencourages 
personst6 inapptopriately shift their property disaster risk 
onto the state. ' . 

General Program Statement 
The mission of the Department of Housing and Community Development 

(HCD) is to help promote and provide decent housing for Californians. As 
part of this mission, the department is responsible for implementing and 
enforcing building standards. The. depaltmentals!=,administers a variety of 
housing development and rehabil~tationprogtams. Additionally, the 
department providéspolicy advice and statewide guidance on housing 
issues. 

Overview of the Budget Request 
The proposed HeD budget mailttains funding for most of the department' s 

ongoing programs while reflecting a significantly reduced level of activity 
in its bond fund-supported programs. 

Overall, the budget proposeiï expenditure~ of .$205 million by HCD in 
1992.93. This is about $133 million, or 39 percent, less tha,n. e,stimated 
current-year expenditures. A large portion of this budget reduction ($124 
million) is due to fewer bond funds being available in the budget year, as 
the department expects the bulk of funds from the most-recently passed 
bond measures will have been spent by the end of the current year. The 
budget also requests $45 million in additional disas ter assistance funds, 
down slightly from the current-year level. Table 1 displays the expenditures 
and staffing levels for the department from 1990-91 through 1992-93. 
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This department, along with inany other departmentsi has been subject 
to a variety of reductions over the past several years. Among these is an 
unalIocated reduction of 12 percent from the Genëral Fund in 1991-92. Th,e 
reduction is 3.9 percent of the department's total budget from all funds and 
is proposed to be carried over in 1992~93. In our companiondocument, The 
1992-93 Budget: Perspectives and Issues, wediscUss the Jmpact. of these 
reductions on various departments. 

Department of Housing and Community Development 
Budget Summary. .. . , 
1990-91 through 1992-93 ' 

Expenditures 
Codes and Standards $19,431 $20,652 $21,147 2.4%. 
Community Affairs 3n,197 316,069 182,723 ·"42.2 
Housing Policy Development 1,573 1,539 1,553 0.9 
Administration 

Distributed (8,636) (11,299) (12,085) 7.0 
Distributed to other funds -122 -122 

Totals $398,201 $338,138 $205,301 -39.3% 

General Fund $42,888 $57,011 $54,728 -4.0% 
Bond funds 192,446 158,801 34,810 -78.1 
Otherspecial funds 106,123 50,634 44,856 -11.4 
Federal fundS 50,727 65,060 65,177 0.2 
Reimbursements 6,017 6,632 5,730 -13.6 

Personnel-Years 667.5 716.4 709.3 -1.0% 

Table 2 shows changes to the department's baseline budget and changes 
proposed for the budget year. 
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Baseline afijustments 
One-time equipment costs -$14 -$82 -$14 
One-time salary savings relief -1,092 -$126 -7 

. Administration redistributed 
to special funds 420 18 66 504 

Disaster assistance adjustments -47,300 364 -46,936 
Other adjustments 19 276 5 20 320 

Subtotals (-$47,295) (-$114) (-$103) ($65) (-$47,447) 
Program changes 

Local assistance 
Changes in bond funds avail- ---: -$124,952 
able -$124,952 
Changes in continuing pro-
grams -7,906 -7,906 
Federal programs - -$159 "159 
Disaster assistance program 

Subtotals ($45,000) (-$132,858) (-$159) 
Administration 

Salary savings relief $2,352 $2,352 
Department training 209 $11 $30 250 
Information systems stafflstudy 366 20 74 460 
Administration redistributed $12 42 3 12 69 
Century Freeway staff reduction -1,131 -1,131 
Audit staff and contract 176 10 36 222 
Legislative unit staff 58 3 12 73 
Housing Assistance staff 

Subtotals 

1992-93 Expenditures (prop.) $54,728 $79,666 $65,177 $5,730 $205,301 

Change from 1991-92 
Arnount -$2,283 -$129,769 $117 -$902 -$132,837 
Percent -4.0% -62.0% 0.2% -13.6% -39.3% 
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Analysis and Recommendations 

Disaster Assistance Program Provides Unnecessary State Subsidy 

We recommend the enactment of legislation toprospectively eliminate the 
California Disaster Assistance Program because· the program providesan 
unnecessary state subsidy to cover property owners who could and should 
insure themselves. . , 

The California Disaster Assistance Program (CALDAP) was established 
following the 1989 Loma Prieta earthquake to provide low-interest loans. to 
people whose housing is damaged or destroyed in a natural disastei'.The 
program was established by Ch 4x/89 and Ch 6,,/89 (SB3x, Marks and SB 
4x, Leroy Greene). Loans are for repair or replacemenf of homes and rental 
property damaged or destroyed in a natural disasfér. The terms óf the 
. program are shown in Table 3. 

CALDAP Program Terms 

Eligiblllty 

Loan of Last Resort 

LoanTerms 

Loan Limits 

Dlsasters Covered 

Loans are available for single-family housing and for rental· prop­
erty. 

hidividuals must exhaust other state; federal, and private resourc-
es before they are eligible for CALDAP. . . 

Primarily 20-year loans. 
3 percent simpie interest. 
Deferred payment until loan expires or property sold. 

Statutes set a $30,000 limit per single-family home, and rehtal 
. property also has a per-unit loan limit. But these limits are com­
monly waived by the department. 

The program is available to victims of any disaster in which the . 
Govemor eaUs a state of .•.. 

By the end of 19927"93 the state will have provided $189 millionfor 
CALDAP loans, including $45 million requested for the budget year to cover 
the last of the Loma Prieta claims., As. Table 4 shows, the bulk of the assis­
tance will have been for Loma Prieta cláims, but assistance hasalso~een 
provided for several smaller disasters since the program was· established. 
The Oakland Hills fire is also expected to generate claims in, 1992:'93., The 
depaI1menthas not yet estimated potentialcosts or requested funding for 
clai,n:l.sresulting from this fire. . 



III - 26/ BUSINESS, TRANSPORTATION AND HOUSING Item 2240 

DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT-Contlnued . 

AsslstanceProvided by CALDAP 
1989-90 through 1992-93 (projected) 

(In millions) 

Loma Prieta earthquake-Octobflr 1989 

Other disasters 
Butte County snowstorm-February 1990 
Upland Area earthquake-spring 1990 
Santa Barbara fira-:.:.spring 1990 
YosemitelTehama fires-fall 1990 

Sierra Madre earthquake-spring 1991 
Oakland HUis fira-:.:.fall 1991 

Total Assistance (pro).) 

• Individual asslstance estlmates not avalIabie on these dlsasters. 

$175 
4a 

NA 
NA 
NA 
NA 
10 

NA 

$189 

State Provides Significant Subsidy on CALDAP Loans. Since CALDAP 
:is a loan program, the state expects to receive repayment of the principal and 
3 percent annual interest when the loan term expires or the property is sold. 
However, because the interest rate is low and payment deferred for up to 20 
years, the state provides a significant subsidy on the CALDAP loans. The 
subsidy grows larger the longer the loan is outstanding. For example on a 
$50,000 loan (the current CALDAP loan average), repaid in 10 years, the 
sta~e $ubsidy would be equivalent to giving the applicant an up-front grant 
of$18,500, or 37 percent of the originalloan amount. (Generally, the $18,500 
represents the present value of the state's fdregone interest on the loan if 
these funds had been retained in the Pooled Money II).vestment Account.) on 
a $50,000 loan repaid af ter 20 years thesubsidy would be equivalent to an 
up-front grant of $31,200, or 62 percent of the initialloan amount. Thus, 
because of the terms under which the loans are providedi this program 
results in significant costs to the state. 

CALDAP Program Results in State Assumptionof Personal Risks. The 
goal of CALDAP . is to help individuals recover in the event that their 
housing is damaged or destroyed as a result of a natural disaster. However, 
by covering both commercial and noncommercial property in all disasters, 
the CALDAP éncourages people to shift their property risk to the state. For 
example, CALDAP offers state-subsidized assistance to rental property 
owners, even though insurance is available and the owner should bear these 
expenses as a cost of doing business. Additionally, CALDAP provides 
assistance in disasters such as floods and fires, where insurance is obtainable 
and is required for many people. Earthquake insurance has posed more of 
a problem for people as is discussed below. However, outside of earthquake 
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disasters, the goal of this program can be achieved by people adequately 
insuring themselves rather than through the provision of direct state 
assistance. 

New State Earthquake Insurance Program Eliminates Need fo.r CALDAP 
in Earthquake Disasters. Based on our review, we conc1ude that CALDAP 
assistance was only justified in the case of providing earthquake assistance 
for single-family homes, where insurance has been relatively expensive and 
deductibles relatively high (of ten 10 percent to 25 percent). The combination 
of a high deductible and high costs has made it less likely that people.will 
carry earthquake insurance, even though earthquakes have the potential to 
produce severe damage when they do oecur. In the Loma Prieta earthquake, 
it is estimated that only 10 percent of. the victims carried earthquake 
insurance. However, the state's new basic earthquake insurance plan should 
make it more reasonable to expect single-family homeowners to insure 
themselves in the future. 

Following Loma Prieta, the state established a basic earthquake insurance 
program for single-family homes under the California Earthquake Recovery 
Act, Ch 1165/90 (SB 2902, HilI). Under this program, effective January 1992, 
all homeowners are charged a surcharge on their property insurance ranging 
from $12 to $60, depending on the earthquake risk of a particular area. The 
surcharges are used to fund an earthquake insurance pbol toprovide 
homeowners up to $15,000 for structural damages resuiting from an 
earthquake. The intent of this program is to cover the cost of the ,deductible 
on private insurance, thereby encouraging people to get private earthquake 
insurance to provide the additional protection needed on their property. 

State Should Focus Energies on Improving Earthquake Insurance Program. 
The earthquake insurance program does have some significant issues which 
still need to be worked out, inc1uding: . 

• Current law does not provide adequate sanctions against people who 
faH to pay or insurers who fail to collect the surcharges. 

• It wilI take several years for an adequate pool to build up to cover the 
cost of a major disaster. Thus, the state may have tosupple:mentthe 
pool if a disas ter occurs before the pool is solvent. 

• $15,000 may not be sufficient to cover the private insurance deductible 
cost for some homes. 

However, these concerns should be addressed directly by making 
improvements to the existing earthquake insurance program, rather than by 
continuing CALDAP as a back-up to the insurance program. The insurance 
program is a better long-term solution thanCALDAP for providing 
earthquake protection because it requires homeowners to bear the cost of 
their disas ter protection rather than requiring all taxpayers to bear the cost. 
Additionally, continuing to provide CALDAP assistance to earthquake 
victims actually works against the intent of the earthquake insurance 
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program of having people insure themselves, because CALDAP offers a state 
pailo~t for people who choose not to get additional protection beyond that 
provided under the ~tate' s earthq~ake insurance program. 

. CALDAP offers an unnecessary state subsidy to cover risk for property 
owners who could and should· be insuring themselves. Additionally,' with 
theavailability of a new state earthquake insurance program, CALDAP is DO 
longer needed:· to provide earthquake assistance. Consequently, we recom­
mend that legislation be enacted toprospectively eliminate CALDAP. The 
CALDAP funding and positions should be provided in 1992-93 to cover the 
remaining Loma Prieta claims and any Oakland Hills fire claims which the 
. department may receive. 

Department of Insurance 
Item 2290 

MAJOR ISSUES 

~ Earthquake Insurance. Timely implementation . of the 
residential earthquake insurance program is threatened 
by uncertainty of funding and enforcement. . 

Findings and Recommendafions Analysis 
Page 

1. Earthquake Insurance Program. Withhold recommendation 32 
on $15.4 million, pending receipt of updated information on 

. program funding. 
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2. Telecommunication Equipment.Reduce Item 2290-001-217 33· 
by $1,065,000. Recommend reduction because the request is 
not justified. . 

General Program Statement 
Insurance is the only interstate business that is regulated entirely by the 

states, rather than by the federal government. In California, the Department 
of Insurance (OOI) is responsible for regulating the activities of insurarice 
cOIl\panies, agents and brokers. Currently, there are about 2,000 insurers 
generating total premiums ofabout $63 billion in California. 

The department carries out its responsibilities. through five,programs. 
Under the Regulation program, the department licenses and regulates 
;insurers, agents, and brokers and provides insurance-related information and 
assistance to the public. The Fraud Control program investigates and prose.,. 
cutes persons suspected of having committed insurance fraud. Under theTax 
Collection program, the department collects and audits various taxes paid 
by insurance com panies and brokers. Since 1991, the department is also 
responsible for managing abasic Earthquake Insurance program. Manage­
ment and operation of the department is the responsibility of the Adudnis­
tration program. 

Overview of the Budget Request 
The budget requests significant increases for data processing, regulatory, 

and fraud control activities. In addition, the budget proposes to set aside 
funds in the California ResidentialEarthquake Recovery Fund to pay claims 
for damage in the. event of earthquakes during 1992-93. 

The budgetproposes total expenditures of $393.8 million, includi1)g $82.4 
million from the Insurance Fund and $311.4 million from the California 
Residential Earthquake Recovery Fund, for departmental support in 1992-93 
and for payment of potential claims. This is an increase of $161.7 million, or 
70 percent, more than estimated current-year expenditures. 

Of the total increase, $155.7 million in earthquake insurance surcharge 
revenues is proposed to be set aside in the Earthquake Recovery Fund to pay 
claims in the event of an earthquake during 1992-93. The remaining $6 
million, from' the Insurance Fund, is requested to fund increases in various 
regulatory and enforcement workload and to consolidate and integrate the 
electronic database. 

Table 1 shows expenditures and personnel-years for the departlnent in 
prior, current, and budget years. 
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Department of Insurance 
Budget Summary 
1990-91 . through 1992-93 

, (dollars in thousands) 

Expiimditul'es 
Regulation 
Fiaud control. 
Tax collectiOri and audit 
Eluthquake Recovery Fund 
, management 

Administration 
Totahi 

Insurance Fund 
Califomia Residential Earthquake 

Recovery Fund 

. Personnel-Years 

$42,026 
7,213 

352 

724 

$66,315 . 

$66,315 

. 744.1 
. .... ' 

$44,625 
9,292 

740 

155,712b 

21715 

$232,084 

$76,372 

155,712 

977.0 

$45,110 
10,9258 

755 

311,425c 

$393,790 

$82,365 

311,425 

1,021.9 

a' IncludeS $5 million allocation to district attomeys for prosecuting insurancll fraud cases. 
b Consists of $16.1 million for program administratio" and $139.6 mUlion for potential claims. 
C consists of $15.4 million for program , and $296 million claims. 

Analysis and Recommendafions ' 

Implementation of Proposition'l03 Sta lied 

Item 2290 

1.1% 
17.6 
2.0 

100,0 
17.8 

69.7% 

7.8% 

100.0 

4.6% 

Proposition103,.adoptedby' the votets in November 1988, required 
property-casualty.insurance rates to be "rolled back" to their November 1987 
levels, and reduced by 20 percent under certain conditions. The Insurance 
Commissioner is responsible for developing regulations and implementing 
the rate rollbacks. The initiative also required the DOl to review and approve 
all changes in property-casu~lty insurance rates before they go into effect 
(referred to as "priór approval of rates"). 

The budget proposes about $26 million from the Insurance Fund for the 
implementation of Proposition 103 during 1992-93. 
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Implementation Through 1990 Was Limited. In last year's Analysis, we 
pointed out that, primarily because of disputes and legal challenges, the 
implementation of Proposition 103 through 1990 was limited essenti'allyto 
the development of regulations, as well as review and approval of a limited 
number of rate changes. . ..•... . .. ',' , . ' ... 

Actions by New Commissioner Run Into Legal Roadblocks; In January 
1991, the Insurance Commissioner suspended action on all pending applica­
,tions for rate changes, repealed the existing . regulations. and issued 
emergency regulations for rate rollback and prior approval. However, the 
effective date of these regulations was delayed by legal disputes until the fall 
of 1991 when the DOlheId rate rollback hearings andresumed reyiew of 
rate change a:pplications'unaer the emergency regulations. The Commission­
er subsequently ordered .raté rollbacks equivalent to abouf $2.5 billicin in 
property-casualty premiums. However, no rebates' havé been paid because 
the Commissioner's order is being appealed. 

'In January 1992, the emergency regulations'for raterollbaéks and prior 
approval of rates expired. Fu:rthermore~ the ()ffice of Administrative Law 
(OAL) rejected the permanent regulations propósed by the department. As 
aconsequence, atHle timethisanalysiswas prepare.d, no rollback and prior 
approval regulations.::- tempo!ary or permanent - were in effect. The OOI 
was planning to appeal the OAL dedsipn .. · 

In summary, the acti<?ns taken to date to implement Propositiori193 h~ve 
either been rejected or are being challenged in admin:istrative órJudidal 
proceedings. Depending on the outcome of these challeng,es, implementation 
of the program Inayhave to start ane\\> in 1992. . .' . 

Earthquake Insurance Program ,Implementation Delayed 'UntU ~ 992 

Chapter 1165, Statutes of 1990. (SB 2902, Hill),established a basic, 
mandatory earthquake insurance progrcim coveririg stiuctural damage of up 
to $15,000 for owner-occupied dwellings,The coverageis to be.paid through 
an annual surcharge, ranging from $12 to $60, on homeowner h,lsurance poli­
des. The- amount. of the surcharge is determinedby the DOL However, it is 
billed and collected by insurers providing homeowner polides, for deposit 
,in the. California Residential Earthquake.Recovery Fund manageli .by .the 
departinent. 

Originally, the program was tobecomé operative July 1, 1991. As aresult 
ofdelays in funding start~up.costs for 'the program, the pperative date of the 
program was delay~d until Jartuary 1, '1992. . . ' . 
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Earthquake Insurance Program Still Not Adequately Funded 

We withhold recommendation on $15,429,000 réquested for continued 
administration of the Earthquake Recovery Fund Management program in 
1992-93, pending receipt'of a specific plan from the Departments of Insur­
ance and Finance prior to . the budget hearings indicating that theexpendi­
tures for contractedservices proposed for this program are adequately 
funded. 

The budget proposes $311.4 million from the California Residential 
Earthquake Recovery Fund for management of abasie earthquake insurance 
program in 1992-93. Of this total amount, $15.4 million is requested for 
administration of the program. Another $296 million is proposed to be set 
aside for payment of potential claims from earthquakes. .' 

Our review indicates that there are at least two reasons why the $15.4 
million will not be adequate to fund the program administration expendi­
tures proposed in the budget. 

Budget Faits to Fund Major Expenditures Anticipated for 1992-93. Our 
review indieates that administration of the program in 1992:"93 Will exceed 
$15.4 million. In addition to paying staff support, the department· has 
contractual obligations of $15 million for surcharge accounting and potential 
claim processing services. Additionally, the department estimates a need for 
about $40 million to purchase $200 million in reinsurance polides,during 
1992-93. Reinsurance is necessary to spread a portion of the risk to private 
insurers and thus reduce the liability to the Earthquake Recovery Fund 
during the initial years of the program, when there are not suffident reserves 
in the fund to pay claims in the event of a serious earthquake. Our review 
indicates that the contracted service is partially funded, but the reinsurance 
is not funded at all in the proposed budget. 

Budget-Year Revenues May Not Materialize. The budget projects 
surcharge revenues of about $296 million to the Earthquake Recovery Fund 
in 1992-93. Our analysis, however, indieates that this amount may not be 
realized for two reasons.First, billing of homeowners is slower than 
antidpated because the department did notprovide surcharge rates to 
insurers in time to be included in homeowners' insurance bills due. in 
January 1992. Second, current law does not provide the department with the 
authority to enforce collection of the surcharges. Thus, it is not certain that 
all homeowners will actually pay. The budget,however, assumes essentially 
fuIl compliance. The DOl intends to correct both of these problems with 
legislation and regulations. The earliest that corrections could become 
effective and solve the antidpated cash-flow problems for the fund is 
September or October 1992. 
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For these reasons, we withhold recommendatiorion the $15.4 million 
proposed for the program's administration until the Legislature receives a 
specific plan 'from the DOl and' the Department of Finance, prior to the 
budget hearings, indicating that the expenditures for contracted services and 
reinsurance to be incurred by this program in 1992-93 are adequately 
funded. 

Telecommunication Equipment Not JustifiEtd 

We recommend a reduction of $1,065,000 requested for the purchase of 
telecommunication equipment because' the request is nOt adequately 

'justified. (Reduce Item 2290-001-217 by $1,065,000~) 

The budget requests $1.1 million for telecommunication equipment. 
However, at the time this analysis was prepared, the DOl was unable to 
identify the specifictelecoinmunication equipment to be purchas~d and the 
services to be provided from the proposed expenditure. Accordingly,we 
recommend that the $1.1 million requested for leIecommunication equipment 
be deleted. 

Office of Real Estate Appraisers 
Item 2310 

General Program Statement 
The Office of Real Estate Appraisers (OREA) was created by eh 491/90 

(AB 527, Hannigan) to establish licensing, certification, and regulation 
programs for certain real estate appraisers, specifically in response t() federal 
requirements. The certification or licensing requirement was to becoril.e 
effective January I, 1992. Subsequently, federallegislation authorized the 
states to postpone the effective date until January I, 1993. In response,OREA 
extended the state effectlve date to March I, 1992 and will sponsor urg!,!ncy 
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legislation in early 1992 to further postpone the state effective date until 
July 1, 1992. 

In addition to certification and licensing, the office must also investigate 
complaints against certified or licensed appraisers. 

Overview of the Budget Request 
The budget proposes a significant reduction in funding for the office due 

to an anticipated, major reduction in the certification and licensing 
workload during 1992-93. 

The OREA proposes total expenditures of $1.2 million in 1992-93, which 
is $468,000, or 28 percent, less than the estimated current-year expenditures. 
Thereduction is primarily due to lower certification and licensing costs 
because the office anticipates that the majority of the appraisers who are 
federally required to be state certified· or licensed will obtain the necessary 
certificate or license during 1991-92. 

The proposed expenditures will be funded from the Real Estate Apprais­
ers Regulatory Fund which is the depository of various fees charged for 
certification or licensing. 

Department of Real Estate 
Item 2320 

General Program Statement 
The Department of Real estate is responsible for protecting the public by 

(1) enforcing the Real Estate Law and (2) regulating offerings of subdivided 
property, real property securities and certain other real estate transactions. 
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The department is supported by license and regulatory fees depositeain 
the Real Estate Fund. 

Overview of the Budget Request 
The budget proposes a significant reductiqn in funding for the department 

primarily due to reduced operating expenses and equipment costs and other 
one-time expenses incurred during 1991-92. 

The budget proposes expenditures of $29 million:.in 1992-93. This is $2.3 
million, or 7.4 percent, less than the estimated current-year expenditures. The 
proposed expenditures consist of $28.1 million from the Real Estate Fund 
and $875,000 from reimbursements. The· reduction hl expenditui'ës for 
1992-93 is the resuit of (1) savings in operating costs from the completed 
office automation system and (2) elimination of oné-time. expenditures 
during 1991-92 for endowments to state universities and colleges for real 
estate education and research. 

Department of Savings and Loon ... 
Item 2340 

Findings and Ilecommendafions Andlysis 
Page 
.37 1.· Future Need for Department Should Be Addressed. A 

continued funding shortfall together with a decliningnumber 
of state-chartered savings and loan associations neëessitate 
decisions prior to 1994-95 regarding the future of the state- , 
charter option for associations and the need for a separate 
department to regulate them. 
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General Program Statement 
The Department of Savings and Loan IS responsible for protecting 

investments of the public by regulating the, activities and examining' the 
financial records of sta~e-chartered savings and loan associations. 

The department is supported from' the Savings Association Special 
Regula~ory Fund. Revenues to the fund are derived primarily from annual 
assessments on the assets of individual associations. 

Overview of the Budget Request 
The budget proposes essentially the same expenditure ,level for the 

department in 1992-93 as in the current year. 

The department proposes total expenditures of $3.8 million in 1992-93, 
which is $20,000, or 0.5 percent, more than the estimated current-year 
expenditures. To finance the proposed expenditures, the budget requests $3.8 
million from the Savings Association Special Regulatory Fund. In addition, 
the department expects to collect $22,000 in reimbursements. 

Table 1 shows expenditures and personnel-years for the department in the 
past, current, and budget years. 

Department of Savings and Loan 
Budget Summary 
1990-91 through 1992-93 

(dollars In thousands) 

Expenditures 
Examination $,2,228 
Appraisal 427 
FacIlities licensing 99 
Administration 

Totals 

Savings Association Special 
Regulatory Fund $3,663 

Reimbursements 3 

Personnel-Years 37.6 

$2,137 $2,132 -0.2% 

351 356 1.4 
326 335 2.8 

1.1 

0.5% 

$3,806 $3,826 0.5% 
22 22 

39.9 39.9 
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Analysis and Recommendafions 

Decision Needed on Future of the Department 

Assessment revenues that s~pport' the department continue to fall short 
of departmental expenditures so that by 1994-95 there will not be sufficient 
funds for an effective regulatory program. The Legislature needs to determine 
the future of providing a state-charter option for savings and loan associa­
tions and the need for a separate department to r~gulate these associations 
prior to that time. . 

In the last two Analyses, we discussed how the ongoing reduction in the 
number of state-chartere~ savings and loan associations re~ulted in a 
declining funding base for support of the department and adversely affected 
the department's ability to regulate effectively these associations. As an 
interim approach, we recommended that the department be cQnsolidated 
with other departments that regulate other state;'chartered lenders in order 
to provide adequate oversight of state-chartered savings and loan associa­
tions. As a long-term approach, we further recommended that the authority 
to opera te state-chartered savings andjoan associations - and the need for 
a separate department to regulate them - be terminat~. (Please see pages 
247-249 ofboth the Analyses oFthe 1990-91 and 1991-92 Budget Bills for 
détailed discussionsof these recommendations.> 

Our review of the department's proposed budget indicates that the 
funding problem will continue in, 1992-93. As in 1990-91 and the current 
year, the department's proposed expenditures will continue. to exceed 
assessment revenuesin 1992-93. Specifically, the budget proposes to spend 
$3.8 million to tegulate state-charter:ed savingsand loan associations in 1992-
93. However, the department anticipates collecting only $2.1 million in 
assessment revenues. Consequently, $1.7 million in proposedexpenditures 
will be funded from reserves in the Savings Associátion Special Regulatory 
Fund. 

Our analysis further' indieates that with the continuing decline in the 
number of state-chartered associations and assets subject to assessment, 
further reduction in the department's regulatory activitieswill be needed in 
1993-94 in order to keep expendih,lres within assessment revenues and the 
remaining reserve in the fund. By 1994-95, there will not be sufficient funds 
to maintain.an effective regulatoryprogram. Consequently, the Legislature 
will need to make a decision prior to that time regarding, the future of state­
chartered savings and loan associations and the need for a separate 
department to regulate tl).em. 
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CAUFORNIA TRANSPORTATION COMMISSION 

"'" . 

California Transportation Commission 
Item 2600 

General Program Statement 
The Califo~nia Transportation Commission .(CTC) is responsible for the 

adoption of multi-year transportation capital outlay programs, the allocation 
of funds appropriated by the Legislature to carry out those programs, and 
for the development of transportation policies; In 1990-91, the CTC bécame 
respohsible for administeringthe grant program created by the Clean Air and 
Transportation Improvement Act of 1990 (Proposition116). The proposition 
authorized the state to seIl $1.99 billion in generalobligation bonds to 
próvide funds mostly for ra.il capital improvements. 

Ov'erview, of the' Budget Request 
The budget proposes a significant increase in CTC expenditures for the 

budget year due to an increase in grants for ra,il and other mass transporta-
tion improvement projects;. ' . 

The budget proposes total expenditures of $368.5 million by the commis­
sion in 1992-93.This is $56.1 million, or 18 percent, above estimated current­
year expenditures. The increase is due to a projected $66 million increase in 
grants. for rail and other mass transportation improvement projects to be 
funded from Proposition 116 bonds (The Clean Air and Transportation 
Improvement Fund). The budget also reflects a reduction of $9.9 million in 
1992-93 expenses for the Environmental Enhancement and Mitigation 
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Demonstration Program. This is because beginningin 1992-93, the budget 
displays the activities of that program under the Department of Transporta-
tion (Item 2660) budget. . , 

Special Transportation Programs 
Item 2640 

Findings and Recommendafions Analysis 
Page 

1. State Transportation Assistance. Recommend that the 39 
Legislature amend this item to conform to actions taken in 
Item 2660 regarding the Transportation Planning and Devel­
opment Account. 

General Program Statement 
The Special Transportation Programs item provides funding from the 

Transportation Planning and Development (TP and D) Account for the State 
Transportation Assistance (STA) program. Under the STA program, local 
transportation agencies receive funds on a formuIa basis for capital and 
operating assistance for public mass transit systems and, under specified 
conditions, for construction and maintenance of local streets and roads. 

Analysis and Recommendations 

Funding Level for STA Program 

We recommend that the Legislature amend this item of the Budget Bill 
(Item 2640-101-046) to conform to the actions it takes on the use of TP and 
D Account funds under Item 2660-101-046. 

The budget requests $55 million from the TP and D Account in 1992-93 
for the STA program. This is $2.4 million, or 4.2 percent, below estimated 
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expenditures in the current year. Because the STA program is fundedon a 
formuia basis, this reduction is primarily the resuit of an increase in other 
expenditures and transfers proposed to be funded from the TP and D 
Account in 1992-93. 

our analysisof all the proposed changes to the use of TPand D Account 
money is under the Departme:J1tof Transportation item in this Analysis. 
(Please see Item 2660.) As a result, we recommend that the Legislature take 
up this item when it considers Item 2660 and that it conf0:on this item to the 
actions on the various proposed uses of TP and D Account furids. 
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Department of Transportation 
. Item 2660 

MAJOR ISSUES 

~ Fund Transfers. Fewer funds will be available for trans­
portation projects becausefhe' Governor' s Budget 
proposes to transfer about $117 million as follows: 
• $96 million from the State Highway Account and 

Transportation.Planning and Development Account 
to the General Fund for debt service on rail bonds. 

• $16million in accumulated interest from the Seismic 
Safety Retrofit' Account to the General Fund. 

• $4.8 million from the Aeronautics Account to the 
General Fund. 

~ New Federal Act. The··new federal transportation act 
will provide up to $2 billi6n in additional funds for 
California from 1992-93 through 1998-99. Legislative 
action maybe required to implement the act and to 
take advantage of special ópportunities fbr new pro­
grams. 

Continued 

--



III· 42/ BUSINESS, TRANSPORTATION AND HOUSING Item 2660 

DEPARTMENT OF TRANSPORTATION-Continued 

~ Project Delivery. The Department of Transportatlon's 
delivery of highway projects In 1990-91 was short of the 
department's goal by $500 million, or 28 percent, put 
Improved over the previous year. 

~ State-Local Partnership Program. The budget proposes 
no newfunding for the state-Iocal partnership program 
and, as aresult. many local projects will be delayed. 

~ Seismic Retrofit. The Department of Transportation will 
not meet statutory deadlines for the seisrnic retrofit of 
state' highway bridges. ' 

~ Rail Bonds. The use of rail bonds from Propositions 108 
and 116 has been slow. Consequently, additional bond 
funds will nof beheeded until at least 1993-94.' ~ , , 

Findings and Recommendations 

Transportation <Programming ,and F.':Inding 

Analysis 
" Page 

1. More Funding Is Aváilable for Highways in Long Term. 48 
Total,resources available for highway programming coald be 
$2.5 billion over the next seven years, $1 billion more than 
anticipated. However, lewer funds could, be available for 
programs thát rely exclusively on state resources. 

2. Lower Resources Are Available for Transit Programs. 50 
Revenues are less than projected in both the current and 
budget years, resuiting in fewer funqs for the State Transpor­
tation Assistance and Transit Capital Improvement pro-
grams. ' 

3. <, Use of Transportation Funds for Debt Service of Rail Bonds. 52 
Recommend the ,Legislature amend the Budget Bill to provide 
State Highway Account and Transportation Planning and 
Development (TP and D) Account funds as a loan to the' 
General Fund to be repaid with interest. 
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4. New Federal Transportation Act ProvidesMore Funds áitd 53" 
Opportunities. Recommend that the D~partment of Transpor-
tation (Caltrans), the California Transportation Commission 
(crC), and local transportation agenciesreport on the 
statutory changes thatmay'be required to implement the new 
act. 

5. Supreme Court Decision May ]eopárdize Transportation 58 
Funds~ . Recommend that Caltrans report at budget hearings . 
on the decision's impact on the state's future capital outlay 
program. 

6. Ten-Year Plan Implementation Falls Short in 1991-92. 
Recommend that Cá:ltrans explain why current-year expendi­
tures in some programs fall short of proposed levels. 

Highway Capital Outlay 

7. Delay in Project Awards. Construction award of $900 million 
in highway projects will be deferred because the State 
Transportation Improvement Program has over-programmed 
projeds relative to availáble'funds. 

i 

60 

64 

8. Capital Expenditures Are ,Overestimated. Actual expendi:- 65 
tures on highway capital imp~ovements have been consistent-

. ly lower than department estimates. 

Seismie Retrofit Program' 

9. Seismic Retrofit Behind Schedule. Caltrans will not meet. 67 
statutorydeadlines for the retrofit of stat.e bridges, and costs 
will be significantly higher. 

10. Local Seismic Projects Will Cost More. The state's cost will 69 
be hig);\er because certain local costs are now state-reimburs~ 
able.' " . 

11. Seismi~ Retrofit Funding Will. Be J)epleted. The Seismic 69 
Safety Retrofit Account will be depleted in the budget year, , 
and will requi're a transfer of $8 million from the State" 
Highway Account . , 

12. Seismic Projects Displace Other Highway Projects. The 70 
Legislature has several options to fund projects displaced by 
the seismic retrofit program. . . . .' 

Capital Outlay Support 

13. Appropriate Staff Level of Project Development. The 72 
Legislature may want to reduce the level of support staffin 
order to fund construction of additional projects. 
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14. Support Work onLo~al Tax-FundedProjécts Could Be Less." 73 
RecomJllend Budget Bill language to proyide for fund rever-
sion if local. tax measures are invalidated. 

15. Project Delivery Performance Shows Improvement. Delivery 74 
ofhighwayprojects in 1990-91 was short of Caltrans' goal by 
$500 million, or 28 percent, but overall delivery improved 
over the previous year. 

16. Project Development Costs May Be Understated. The 76 
department's project development costs may have exceeded 
the legislative limit of 20 percent in 1990-91. 

State-Local Partnership Program 

17. No Request for New Funds. The budget proposes no new 77 
funding and, as aresult, many projects will be delayed. 

Mass Transportation 

18. Better Coordination Will Improve Rail Program Implemen- 80 
tation. Recommend adoption of supplemental report language 
directing Caltrans and the crc to jointly develop a common 
database for Própositions 108 and 1l6-rail projects.' 

19. Use of Rail Bond Funds Is Slow. Additional bond funds will 81 
not be needed until at least 1993-94. 

20. Transfer óf Bond Funds; Recommend Cal trans report, prior·· 82 
to budget hearings, onways to expedite bond fund transfers 
and the need for pre-audits of local agency claims. 

Program Change Proposals 

21. Graffiti Removal. Reduce Item 2660-001-042 by $4.3 million. 83 
Recommend reduction of 61 PYs because request does not 
consider more cost-efficientuse of state' resóurces. 

22. Maintenance Inventory. Reduce Item 2660-001-042 by $3.8 83 
million. Recommend reduction of 67 PYs because request for­
additionallandscape maintenance and administrative staff is 
not adequately justified. . 

23. Encroachment Permits. Reduce Item 2660-001-042 by 84 
$975,000. Recommend reduction of 15.2 PYs because the 
department has not considered reasonable and more cost 
effective alternatives to accommodate chronic workload 
increases. 
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24. Congestion Relief. Reduce Item 2660-001-042 by $1,566,000. ,84 
Recommend reduction of 24.6 PYs because additional High 

" Occupancy Vehiclelane and Traffic Operation Center staffing 
is not justified. Withhold recommendation on $10.2 million 
and 11.4 PYs for freeway service patrols pending receipt of 
more information. 

~5. Req.uitment Incentives. Reduc=e Item 2660-OO1..()42 by $1'" 85 
'., miIlion. Recomiriend reduction of 1.4PYs becauSe higher 

salaries for entry-Ievel engineers are notnecessary. 

26. Geo.graphic Information System •• Reduce Item 2660-001-042 86 
],Y $1.1 millionó Recommenddeletion of 6.2 PYs because 
Caltrans has ,ilot taken necessary steps to implement a 
complex new computer system. 

27. 'Vanpool Revolving Fund. Reduce Item 2660-001-853 by $2.5 . 87 
, million~ Recommend deletion of funds for the purchase. of 
vans because the request does not solve van acquisition 
problems. 

28. Rail Project Monitoring. Reduce Item 2660-001-046 by 87 
$489,000. Recommend reduction of 7.6 PYs for rail monitoring 
because the request is not justifiedon a workload basis. 

General Program Statement 
The Department of Transportation is responsible for planning, coordinat­

ing, and implementing the development and operation of the state's 
transportation system. These responsibilities are carried out in five programs. 
Three programs - Highway Transportation, Mass Transportation, and 
Aeronautics - concentrate on specific transportation modes. In addition, 
Transportation Planning seeks toimprove the planning for all travel modes, 
and Administration encompasses management of the department. Expendi­
tures for the Administration program are prorated among the four operating 
programs. 

Overview of the Budget Request 
, .,: , .~ 

The budget proposes significant increases in expenditures for highway 
capital ou~lay and rail capital improvement in 1992-93. 

The bud~et proposes expenditures of $6.3 billion by Caltrans iil 1992-93. 
This is ábouf$1.1 billion; or 22 percent, more than estimated current-year 
expenditures. Table 1 displays the expenditures and staffing levels for. the 
department/by program, from1990-91 through 1992-93. 
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Department of Transportation 
Budget Summary 
1990-91thrpugh 1992-93 

(dollars in millions) .... 

Expenditures 
Aeronautics $10.2 
Highway Transportation 3,587.2 
Mass Transportation 197.0 
Transportation Planning 27.8 
Administration (distributed) 

Totáls· $3,822.2 

State funds $1,891.8 
Federal funds 1,497.6 
Reimbursements 432.8 

Personnel· Years 18,014.0 

8 Detail may not add to total dueto roundlng . 

$9.9 
4,644.7 

492.9 
29.1 

$5,176.5 

$2,445.7 
1,617.4 
1,113.4 

19,329.1 

Item 2660 

$6.7 -32.3% 

5,232.5 . 12.7 
1,026.7 108.3 

33.2 14.1 

2.2 

$6,299.1 21;7% 

$3,068.6 25.5% 
1,746.7 8.0 
1,483.8 33.3 

19,560.7 2.0% 

. Table 2 summarizes the major changes in.proposed activities in 1992-93. 

1991-92 Expenditures(rev.) $1,939.7 $96.5 $231.9 $1,617.4 1,291.0 $5,176.5 

Baseline adjustments 137.6' 2.6 405.6 122.7 386.5 1,054.9 
Workload and program changes 

Highways (46.8) (2.5) (2.0) (51.2) 
Capital outlay 7.9 2.3 0.3 10.5 
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Local assistance 0.2 0.2 
Pl'09ram development 0.1 0.1 0.1 0.3 
Operalions 162 1.5 17.7 
Maintenance 22.4 0.1 22.5 

Mass transportalion 0.1 11.4 3.2 ·7.0 7.9 
Planning 2.8 0.8 
Administration 

Subtotals 

Expeildltures (prop.) $2,128.3 $113.3 $637.5 $1,746.1' $1,673.3 $6,299.1· 

from 1991-92 
$188.6 $16.8 $405.6 $129.3 . $382.3 $1,122.6 

9.7% 17.4% 174.9% 8.0% 29.6% 21.7% 

DelaII may nol add lo lolal due lo rounding. 

Analysisand Recommendations 
Our review of the Department of Transportation's budget contains four 

sections. These inc1ude analyses of the following: (1) funding for· state 
transportation programs, (2) the highway transportation program, (3) the 
mass transportationprogram, and (4) specific budget increases requested for 
1992-93. 

TRANSPORTATION PROGRAMMING AND FUNDING 

California finances it,s transportationprogram with a combination of state, 
federal, local and private funds. The multi-year expenditure óf state and 
federal funds for highway and mass transportation capital projects is con­
tained in the seven-year State Transportation Improvement Program (STIP) 
an(j the five-year Highway . Systems, Operations and Protectior~. Plan 
(!:ISOPP), both of which are adoptedin even-numbered years by the CTe. 
Other high way projects are. programmed through a :variety of capital 
programs created by the Transportation Blueprint for the Twenty-First Century, 
enacted by voters in June of 1990. 

This section examines: 

• The department's and CTC's projection of transportation funds for the 
seven-year period from 1992:'93 through 1998-99. 

;. Vario:us uses of transportation funds proposed in the Governor's 
Budget, including the use of funds to pay rail bond debt service. 

• The impact of the new federal transportation act on the state's trans­
portation program. 
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• The implicationsof a recent S~preme Court deci~ion for state and local 
transportation programs. 

• The legislatively mandated progress in implementing thel() .. year plan. 

Projection of Transportation Funds 

Highway Funding 

,; With respect to the seven.,.year highwayfunding plan, we findtotal 
resources available for highway programming could be $2.5 billion -' $1 
billion more than anticipated. However, state resources could be $1 billion 
less, which would result in fewer funds available for programs that rely 
exclusively on state resources. 

State law requires Caltrans to submit to the crc a Fund Estimate 
projecting (state and federal) revenues and expenditures for highway projects 
over a seven-year period. The 1992 Fund Estimate is intended to provide an 
approximate amount of resources available for programmingprojects .in the 
1992 STIP which covers the seven years from 1992-93 through 1998-99. 

Fund Estimate Shows $1.5 Billion .Available for Additional Projects in 
the 1992 STIP~ The 1992 F~nd Estimate projects total resources for highways 
of $27.9 billión and total expenditurespf$26.4 billion from 1992-93. to 1998 .. 
99. This leaves about $1.5 billion available for additional projects, primarily 
in the last two years of the 1992 STIP, as shown in Table 3. Of this amount, 
the Fund Estimate sets aside $888 million for Flexible Congestion Relief and 
Interregional Roads to meet the lO-year funding targets specified in the 
Tra,nsportation. Blueprint for the Twenty-First Century. Thus,$637 million 
remains available for additional programming in other .types of highway 
projects. 

Fund Estimate Expenditures Far Exceed Revenues in Early Years. Table 3 
also shows the difference between resources and expenditures for each year 
c,?vered by the Fund' Estimate .. Because more projects have. already been 
programmed in 1992-93 (and in previous years) than anticipated resources, 
the Fund Estimate shows about $1;6 billion in unfundedcapital outlay 
projects by the end of 1992-93, assuming Caltrans corripletesthe design of 
these projects on schedule. The shortfall continues ata level of $1.6 billion 
in 1993-94 before declining to zero in 1997-98. 

One of the main reasons for the shortfall stems from costs associated with 
the 1989 Loma. Prieta earthquake. In particular, the seismic retrofit, and 
earthquake repair and restoration programs have added net costs of $1.5 
billion to the highway program sirice 1989-90. 
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1992 Fund Estimate 
Projected Highway Revenues and Expenditures 
199,2-93 through 1998-99 

1992-93 $3,954 $4,123 $1,457 
1993-94 3,645 4,822 442 
1994-95 3,807 4,404 292 
1995-96 4,028 3,383 677 
1996-97 4,093 3,530 1,031 
1997-98 4,16'1 3,616 _b 

1998-99 4,231 3,251 _b 

: Includes carry-over of prevlous year's deficit. 
The eTe will avalIabie funds for these 

" ($1,626) 
(1,619) 

(889) 
(487) 
(468) 
545 
980 

State Resources Could Be $1 Billion Lower Than Projected. Based on the 
Governor's Budget, resources availablefrom the State Highway Account 
(SHA) foi' highway programs in 1992-93 will be $223 million less than 
ariticipated in' the Fund Estimate. There are three major reasons for this 
shortfall. First, the budget proposes to transfer up to $85 million from the 
SHA to the General Fund. Second, motor vehicle fuel taxes and weight fee 
revenues are expected to be less than anticipated. Third, the budget proposes 
to use $16 million from the SHA for the California Highway Patrol to 
operate truck scales and inspection stations. 

The effect of this reduction in the base year multiplied over the seven 
years covered by the Fund Estimate is dramatic. Our analysis indicates that 
total state resources for highway programs could be $1 billion less than projected 
even if revenues grow at past ra tes. our projections assume that expenditures 
for the CHP continues, but that additional transfers to the General Fund will 
not recur beyond 1992-93. 

"Expenditures and Transfers Could Be More Than Anticipated. The Fund 
Estimate assumes that noncapital expenditures (for instance, maintenance) 
would grow at an average rate of 3.9 percent. If this rate of increase is 
greater - and past budgets indicate it could be - then expenditures could 
be much higher than those shown in Table 3. In addition, unanticipated 
expenses and transfers are likely to occur. For example, the Commission on 
State Mandates has ruled that the state is responsible for the c:osts of local 
seismic retrofit projects, which could resuIt in an additional multi-million 
dollar expenditure from the SHA. Finally, SHA funds can be used to offset 
poteritial deficits in the Motor Vehicle Account (MVA). For the current year, 
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$18.5 million is expected to be transferred from the SliA to the MVA. If ~his 
recurs in the future, fewer funds would be available for highway projects. 

Consequently, to the extent that revenue growtlt remains at projected 
levels, the tótalamount of state resources available over the Fund Estimate 
period could be $lbillion less than anticipated. This ,amoUI).t c()uld be 
greaterif~xpendituresand transfers are higher than anticipated. on the 
'other hand, if the departmentholds expenditures to targeted levels and 
revenuesgrow at a greater than anticipated rate, then the total amount of 
state resources could meet levels projected in the Fund Estimate. 

Federal Funds Windfall Could Exceed $2 Billion. Since the adoption of the 
Fund Estimate, the Intermodal Surface Transportation Efficiency Act of 1991 
has been signed into law. The new act pró\ides significant additional federal 
resources for highway transportation. Our analysis indicates that the new act 
could provide the state highway program with about $2 billion over the 
seven-year period. 

Overall State and Federal Resources Could Total $2.5 Billion, But Fewer 
Funds Would lJeAvailable forState-Only Programs. Our review shows that, 
in total, there couldbe $2.5 billion in resources available for additional 
highway projects over the 1992 STIP period :- over $1, billion more than 
anticipated by the Fund Estimate. However, the mix of state and federal 
funds couldbe substantially differentthan anticipated. Because current law 
requires the department to use state funds first to match all available federal 
funds, the level of resources for programs that rely exclusivelyon state funds 
- such as state-Iocal. partnership and maintenance - may be less than 
anticipated. 

Transit Funding 

Revenues to the TP and D Account are less than projected for bo th the 
current -and budget years mainly as a resuit of lower diesel sales. Conse­
quently, there will be fewer funds for the State Transportation Assistance 
(STA) and Transit Capita 1 lmprovement (TCl) programs. 

As part of theprojection of available funds for transportation, the 1992 
Fund Estimate also project!:; resources and expenditures from the TP and 0 
Account over the seven-year STIP period. The TP and 0 Account derives its 
revenues from three sources. Thelargest source is sales tax on diesel fuel. A 
second source is the sales tax on the increase in gas taxresulting from the 
passage of Proposition 111. The thirdsource is the "spillover" transfer from 
the Retail Sales Tax Fund' which is calculated according to a statutory 
formuIa. '. . . 

Projected Resources Áre Too Optimistic. Our review shows that for the 
seven-year period, TP and 0 Account resources would be lower than 
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projected in the Fund Estimate. This is mainly because' dfeselsaleS' dUririg 
1990-91 declined significantly. Consequently, diesel sales tax revenues to the 
TP and D Account in 1991-92 are lower than á'nticlpated, by a:bout$15 
million. For 1992-93, the Governors Budget projects. diesel sa~f:!s tax 
revenues of $102 million -:-::- about $39 million less than, proj~ed in the Fund 
Estimate. 

With the lower diesel saJ~ revenues inlliecu~entand budget years,'our 
re'1ew shows that leVen if revenuesgrow at the relatively optimistic rate 
ass1JII\.ed in the Fund Es~ate, total TP and D revenues over, the seven years 
could be$~ IniJlion less than th~ $1.6 billion, projected~ 

Lower Program Funding Levels Requested for the Budget Year. In additlon 
to lower-than-projected revenues, the budget proposes to transfer $11 million 
in TP and D Account funds to the General Fund to pay rail bond debt 
s~rvice, further reduclng funds for the STA and TCl programs. (This 
proposal is dis~ssedin further detail below.) To accommodale thjstra~sfer, 
the budget is requestirtgSTA and TCl programs to be funded at $55 million 
and $30;5 million, respectively; in the budget year "'"'- compared to $57.4 
million and $51.4 million in 1991-92;' . , 

Rail Bond Funds 

The 1990 ~:;TIP (covering 1990-91 through J996-97) programlI)ed,I;ai,l 
projects totaling $1 b,illion inbond, funds.authorized by)'roposition 108.:In 
ad(,iition, Jhe 1990 STIP éllso programmed another $2 billion planned to be 
placed on the ballots in November W92 and 1994. Con~equel\tly" the 1992 
Fund Estimate shows no additional funds will be available for rail projects. 

Governor's BudgetSiphons Transportatioli Fund~' 
. . .\ . 

Our review shows that the total available resources for transportation in 
1992-93 will be less than anticlpated inthe Fund Estimate, in part; because 
ofextraordinary transfers anduses ofthose moneys proposed in the budget 
Some of the proposals, such as the use ofSHA to 'support irtspection 
stations, will reduce SHA funds on an ongoing basis, while .others ~ay have 
only a one-time effect. The Governor's Budget prQPoses va;rious tránsfers of 
transportation funds as follQws: ' .•.. "', '., ' ' .•• 

• $85 million from the SHA to the General Fund for debt service on' rail 
bonds in 1992-93. . 

• $11 million from the TP and D Account to the General Fund'fó~ clebt' 
service on rail bonds in 1992-93. 

• $11.9 lllÏllion in the current yearand $4 million irithe budgetye~;, 
frOIn the' Seismic Safety Retrofit Account (SSRA) to the Ge~erall'"und., 

• $8 million from the SHA to the SSRA fór seismic retrof~t work. 
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. ' .. 
• $18.5millionfrom the SHA to .the MVA in the current year. 

• $1.8 million in the current year and $3 million in the budget year from 
the Aeronautics Account to the General Fund. 

Some of the proposed transfers, such as the transfer from the SHA to the 
MVA, are authorized by current law. Other proposed transfers, however, do 
not have explicit statutory authority. For instance, the use of transportation 
funds for rail bond debt financing is a policy question which the ~egislature 
must address in view of the current fiscal situation of the state and the 
Legislature's priorities regarding state expenditures. 

Use of Transportation Funds for Rail Bond Debt Service 

We recommend that the Legislature timend Budget Bill language to 
prQvide SHA and TP and D Account funds as a 'l!an to the General, FU'1d, 
to be repaid with interest, in order topay for debt s~rvice of bon~s issued 
under Propositions 108 and 116 for 1992-93. 

The budget proposes to transfer from the SHA and the TP and 0 Account 
to the General Fund amounts suffident to pay in the budget year the debt 
service of bonds issued pursuant to Propositions 108 and 116. (The bonds 
authorized by these two propositions are general obligationponds whose 
debtservicetypically is paid from;the General Funif.) Based on: cash flow 
needs of projêcts to be funded by rail bonds, the Govemor's Budget projects 
a need to transfer $85 million from the SHA aI\d $11 million from the TP 
and 0 AccoUnt. ' ' 

Transportation Fun~s Can Be Used fór Rail Bond Deb,f, Service. According 
to Legislative Counsel,the use of both SHA and TP and 0 funds for debt 
service of rail bonds is consistent with constitutional and statutory limita­
tions. However, SHA funds may not be used for rail vehicles or in counties 
which have notauthorized the use of gas tax revenues for transitguideway 
purposes (referred to as Article XIX counties). 

Toaddresstbis limitati()n, Caltransplans t() use 'TP and DAccounffunds 
to pay débt service on bonds issued for rail vehicles while bonds issued for 
construction and right-of-way acquisition wouldbe financed from the SHA. 
Our review of. the antidpated use of 'bond funds shows that the split 
bétween SHA and TP and 0 funds, as projected by the department, is 
reasonable. 

Use of Transportation Funds for Rail Bond Debt Service Has Merit in the 
Short Term. In aut~orizing $1 billion in generalobligation bonds to beissued 
under Proposition 108, the Legislature's objective was to increase the funds 
available for rail transportation purposes beyond the resources available in 
the SHA and TP and 0 Account. Similarly, one objective of Proposition 116 
was to significantly increase resources for rail and mass transportation 
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improvements. In our view, the budget proposal is inconsistent with the 
Legislature's objectives of increasing funds for rail transportation programs. 
This is because the use of SHA and TP and D Account money for debt 
service,'particularly ori an ongoing basis,'will dectease the tota:! available 
resources for transportation purposes: . ... .. 

However, for the short term, giventhe state's fi,scal condition, the use of 
transportation funds for debt serviceprovides assurance that rail projects 
may proceed without the risk of administrative delays due to the lack of 
General Fund, dollars to payfor debt service. 

Zero Coupon Bonds Offer· an Óption. Under current law, the State 
Treasurer has the discretion t() issue generalobligation bondsinthe form of 
zero coupon bonds which allow ~he state to defer interestpayments until 
their ll\aturity. Issuing rail bonds as zero coupon bonds mayprovide a short­
term alternative to the use of transportation funds for debt service in the 
b1,ldget year. However, the Tréasurer's officeindicates thaUhere could be 
disadvantagesto issuing zero coupon bonds. For example, because issuance 
depends ,on favorable market conditions, ,the Treasurer'~ office cannot 
determine ahead of time when these bonds are appropriate. In addition, the 
state would have to pay out a large .sum at bond,maturity. 

Providing Transportation Funds as a Loan to the General Fund. Another 
option to enable rail bonds to be issued while ensuring funds are available 
to pay debt service is to provide transportation funds as a loan, to the 
General Fund. By ensuring adequate debt service for rail bonds, this 
alternative eliminates the risk of project delay due to limited availabiHtyof 
General Fund moneys. At the same time, it does not establish a policy of . 
using state transportation funds to pay rail bond debt service on an. ongoing 
basis.' 

Accordingly, we recommend that the Legislature amend language in the 
Budget Bill to authorize transfers from the SHA and the TP and 0 Account 
to the General Fund as a loim to páy debt servke of rail bonds in 1992-93, 
to be repaid with interest. ' 

Federal Transportation Act 

New Federal Act Will Provide More Funds and Other Opportunities 

As part of the transportaqon policy committees' hearings on the imple­
mentation and impact of the new federal transportation programs, we 
recommend that Cal trans, the CTC, and local transportation .agencies report 
on the statutory changes that may be required to implement the new act. 
The agencies should also report ·on. the feasibility of pursuing "special 
opportunities" and the strategy for funding the construction of 
unprogrammed demonstration projects. 
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In December 1991, the federal Intermodal Surface Transportation 
Efficiency Act of 1991 wasenacted. The act defines the new surface transpor­
tationprogram and authorizes the expenditure of up to $155 b~llion in 
federal funds nationwide over six years - for federal fiscal years 1992 
through 1997. Of this total, $121 billion is for highways, $31 billion is for 
transit and $3 billion is for other programs. The new act includes n'umerous 
changes from theprevious federal program. Our review focuses on the 
following four areas: major program changes, funding, special opportunities 
for California"and the potential underfun9.ing of demonstration projects. 

New Act' Makes Major Program '. Changes and Increases Program 
Flexibility. Table 4 summarizes major new and revised programs resuiting 
from the act. In general, the new act ptovides states with greater flexibility 
in how federal funds can be spent. For exainple, money formerly dedicated 
solely to highway programs may now be used in some cases' for transit 
projects.ConverselYi money formerly dedicated to transit projects can be 
used for highway projects under certain conditions. The act also simplifies 
the federal highway program by combining what had been four major 
programs into two - the Interstate System and the National Highway 
Transportation System. 

Federal Intermodal Surface Transportation 
Efficiency Act of 1991 
Key Programs and Provisions 

• Establishes 155,000 mile system consisting of Interstates 
and most major primary roads. 

• .Authorizes completion of system. 

• Funds highways formerly under the primary, secondary, ur­
ban aid, and combined road programs. 

• Allows funds to be used for transit capital projects and 
wetlands mitigation. 

• Funds projects in urban areas that do not meet federal 
clean air standards. Projects must reduce congestion and 
air pollution. 

Cant/mied 
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• Funds maintenance and projects previously fund ed by the 
Int~rstate Resul1acing, Restoration, Rehabilitation and 
Reconstruction program. 

• Disallows funding for projects which benefit primarily 
occupant vehicles. 

• Allows the use of federal funds for noninterstate toll roads. 
• Increases the federal match from 35% to 50%. 

• Establishes three-phase program leading to the construc­
tion of a magnetic levitation (mag-lev) line. 

• Guaranteesstates afunding level of at least 90 percent of 
contribution to the Highway Trust Fund annually. 

~ .' 

• Extends to September 30, 1999 the 2.5 cent federal. fuel 
tax due to expire on September 30,1995. 

In addition, the· act provides financial incentives for states to reduce 
congestion and air pollution, and to discourage the use of single-occupant 
vehicles. For example, the new Interstate Maintenance program will not pay 
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for projects that wouldbenefit primarily single-occupant vehicles. The act 
also prescribes a stronger transportation planning role for regional govern­
ment,emphasizes the need for the development of an intermodal transporta­
rion system, greatly increases the funding for research activities, particularly 
for Intelligent VehicleHighway System (IVHS) activities, and authorizes the 
use bf federal money for toU roads. 

New Act Increases Funding Levels Significantly. The total authorization 
of $155billion represents a 78 percent increase over the levels authorized in 
the previous act. For the highway program, funding will increase from about 
$69 billion to $121 billion. For transit, the level increases from $17.5 billion 
to $31.5 billion. The major funding categories are summarized by federal 
fiscal year in Table 5. 

Intermodal Surface Transportation Efficiency Act of 1991 
Federal Authorizations 
·1992 through 1997 

1992 $18,700 .$3,639 $119 $417 $22,875 
1993 20,489 5,235 138 374 26,236 
1994 20,479 5,125 143 381 26,128 
1995 20,406 5,125 386 26,057 
1996 20,397 5,125 304 25,971 
1997 7 108 

Totals 

These funding levels represent maximum levels, and are not necessarily 
the amount of funds that eventually will be made available in a given year. 
Actual levels will' be determined annually and may .. be lqwe:t: because' 
transportation programs must compete for a fixed,amoullt of federal 
spending authority with other federal p:t:ograms. Nonetheless, compared to 
the funding levels available under the previou~ federal act,.the new federal 
transportation program provides significantly more funds to the state. 

For California, the department estimates that the state would receive 
about $10 billion for highway activities over the six-year period, or an . 
annual average of $1.7 billion, as compared to an annual average of $1,4 
billion under the previous act. (As a resuit of the federal act, we estimate 
that the state could receive about $2 billion more in' federal funds than 
anticipated for theseven-yearperiod from 1992-93 through 1998-99.) 
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New Act Provides "Special Opportunities" for California. The" new 
federal act also provides states with special opportunities to enhance their 
transportation systems. Our review shows at least threeprograms the state 
may want to pursue. ' 

• Magnetic Levitation Prototype Development Program. This is a three­
phase program leading to the constn,lction of a Magnetic Levitation 
Prototype. Phase 1 calls for the development of conceptual plans. Phase 
2 entails contracting for detailed prototype design, and phase ,3 'Will 
award a single conp-act to construct the,line. Federal matching grants 
will range from 90 percent for phase 1 to 75 percent (or phase 3. 
Participation in phase 1 may offer a low-cost opportunity to further 
explore the feasibility of this technology and its application to 
California. " 

• IVHS Corridors Program. Belween three and 10 IyHS corridors that 
meet cer~ain characteristics (such as traffic density J.5 times the 
nationaJ average) will be funded at an 80 percent federal match. The 
act allows up to 50 percent of the $501 million a.v.ailable for the IVHS 
research to be spent on these corridors. California should be in a good 
position to ,pursue funding for one or more of these corridors because 
Caltrans already has an IVHS research program, and iscurrently 
experimenting with a variety of IVHS communication technologies in 
the Los Angeles area. 

• Funding for Toll Facilities and Congestion Pricing. The act liberalizes 
the rules for federal participation in the financing of non-interstate 1011 
roads. The federal share of the cost is increased from 35 ,percent to 50 
percerit for toll highways. In addition, the act funds up to three 
'congestion pilot projects on the interstate system. . 

More .Information Needed on Demonstration Projects. The act also 
provides funding for a variety of "demonstration projects" throughout the 
state. Typically, a20 percent state match is required for the federal funds for 
these projects. In some cases, the demonstration projects identified in the act 
have. already been programmed in the STIP, and will be financed 'With 
regular state and federal funds. Thus, using demonstration project funds 
could free up money for other projects. 

However, the federal' act also includes demonstration projects that have 
not been programmed in any state capital plans and are, presumablYi not of 
high enough statewide priority to merit funding. Using state funds to match 
federal money set aside for these projects could siphon fundsaway from 
priority projects. Thus, it is important that the scope and totaI costs of these 
newly authorized federal projects be identified~ For instance, it is likely that 
the federal funds would be adequate to páy for only a portion of the 
projects' total costs, leaving a substantial unfunded porlion óf thecost to be 
bome by the state. 
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.. ,Ch~nges in St~te i~ws Will Be Needed. Although many ofthe federal 
act' s key provisions need refinement through the rule-making process,. it is 
dear some changes in state law will be required so that the state can 
maximize the amountóf federal funds it receives while taking advantage of 
the <J1ew" federal programs and incentives to benefit California's trans­
portation·systein.<For example, by'1995 the state must redesignate its 
highway:system to conform to the NHS. In addition, new legislation will be 
requinid'to specifYthe sharing of surface transportation program funds with 
local'agencies. . . 

'0,.:,," ,,' , " 

.. "~"(l{yst~s~ec9.mmendations .. Given the incomplete picture of t~e conse­
quences of the new act at the time this analysis was prepared, . we. recom­
mend that, as part of the transportation policy committees' hearings on the 
Implementation and impact ()f the new federal trarisportation programs, the 
qc, . Caltré"ns and local transportation agericies report ()n the statutory 
changes that may berequired to implement the new act in a manner that is 
most beneficial to.the state. The hearings should also indude reports from 
relevantagendesonthe feasibility of pursuing special opporttinities and the 
strategy for funding those demonstration projects that currently are not part 
'of the state's transportation impr()vement program .. 

Local Transportation Funding 

'~Rider" Court Decision. Jeopardizes Transportation Funding 

'., The ~vflilability of local tax measure funds designated for transportation 
improvements may be jeopardized as a résult of a recent state Supreme 
Court decision. We recommend that Caltransreport at the time of budget 
hearings on the amount of local tax revenues that are assumed for projects 
programw.edin the 1992 STIP, HSOPP, and Transportation . System 
Managem~nt (TSM) program, so that the Legislature may beinformed of 
potential underfunding in the state's highway capita I outlay progra1J1.. 

i In DeceJllbef'1?91, the state Supreme Co~rt(Rider v. San Diego) struck 
down a salértax measure passed by voters in San Diego County for the con­
struction of jail facilities because the tax was passed by only a simpie 
majority vote, as opposed to a two-thirds majority vote~ The court conduded 
the vote wasinvalid under Artic1e XIII A of the state Constitution. 

. Decision Couid Rëduce Transportatiém Funding. The "Rider" decision 
could:have a significant adverse impact on the level of future construction 
on the state highway . system.Currently, 18.counties have passed 1/2, cent 
sales . tax measures' specifically to. fund transportation improvements. 
~ollectively, these taxmeasures.will :provide an estimated $8.4 billion over 
20 years forimprovements on the state highway system. In addition, the tax 
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measures also provide substantial funding for local 'rail and 'Ifiasstráhslt 
improvements and local streets and roads. 

At the time of thed.ecision,. three locals~lEls tax measu,,:"es were ~ke~dy in 
litigation regarding ,thetwo-thirds vote requirement. Ta~le 6 provides a 
sunuriary of these measures .and the amo~t of funds .anticipated lp be 
genérated for transpor.~ation. .' " 

Department of Transportalion 
Local Transportation Sales ,Tax Measures 
Currently in Litigation 

1,333 
173 20 

Accordingto the State Board ofEqualization, an ~dditiomil14transpo,:"­
tation tax measures mayalso be at some risk of evenfually being overfu'rned 
by the eourts. However, no court challengeshave been brought againstthese 
pther' measures., 

Future Tax Measures Uncertain. As a resultof 'the "Ridef' decisi9rt, 
counties maybe reluctant to place transportation sales tax measiues on the 
ballot. Currently, six counties and' the Lake Tahoe .region are' au,thori~ed to 
place such measures on future ballots. Passage of these severi' measures 
wpuld resuit in an estimated additional$1.5 billionfor state· highway 
improvements over twenty years. 

Decision ,. May Affect Ttansporlation Programming.Be!=allse revehu,es 
from adopted local tax measures are used to. partially .. f:Und projects p~o­
grammedin the 1992 STIP, HSOPP,and TS~, the loss of thes~ fUhds cO\lld 
resuit in an unfunded liapilityfor the stat~ tr;!lrtsportatiQll program in futu,te 
y~ars .. For example, one project proposed' for t~e 1992. STIP peri<?4. is" th~ 
Prunedale Bypass in Monterey County for which 50 perc~nt of the,pr9jéct'~ 
cost-'- $112 million - is to bé funded with thecounty's tax measure funds. 
If the court invalidates Monterey's siiles tax, the STIP would have art 
unfunded liabilityof $112 million. In that event, the Legislah,lre would need, 
to determine whether this project would be fully funded - with state. and, 
federal funds substituting for the loss of local funds - or not be constructed 
at all. ' 
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In order for the Legislature to determine the potential level of 
underfunding in the state's future capital outlay program, we reeommend 
that Caltl'ans report at the time ofbudget hearings on the amount df furiding 
assumed in thé 1992 STIP, HSOPP and TSM from local tl'ansportation tax 
revenues. (For further information on the Rider decision, please see' our 
analysis of Item 0860 - the Board of Equalization.) . 

Implementation of lO-Year Plan 

progress in Implementing lO-Year Plan 

".' " 

We recommend that prior to budget hearings, the department provide the 
fiscal committees with an explanation of why current-year expenditures in 
varlous elements under the department's control (in particular backlogged 
STIP and rail projects) are estimated to fall.short of proposed levels. 

As part of the Transportation Blueprint for the Twenty-First Century, .a 
package of legislation enacted to provide an additional $18.5 billion over 10 
years, the Legislature also established a planspecifying how the additional 
resources aré to beused for tl'ansportation. Additionally, the Legislative 
Analyst is required to provide a summary of the expenditures proposed for 
each element of the plan as part ofthe Analysis. 

Table 7 compares the 10-year plan to cumulative expendituresfrotn 1990-
91 through the end of 1992-93 - the third year of the lO-year plan. The table 
also shows the percentage of lO-year planned expenditures propos~d t() be 
carried out by the end of 1992-:-93 for each expendifure element. In total, 
Caltl'ans anticipates that, through 1992-:93, the state would have achieved 
about 21 percent of total expenditures called for in the lO-year plan. 

Estimated Expenditures in Current Year Are Less Than Planned. Table 8 
compares the total amount of work the department initiallyplanned for the 
current year comparedto the department's latest estiIJlates on the amounts 
to ~e accjJmplished. The table shows that the department expects to expend 
significantly less in some categories than planned. For example, the depart­
ment planned $1 billi()n in expertditures to carry-out backlogged STIP 
projects, but nowexpects to expend only $578 million. Lower than planned 
expenditures are alsoexpected in rail, state-Iocal tl'ansportation partnersJ:rlp, 
and traffic systems management programs. Some of the expenditures are 
beyond Caltl'al\s'contl'ol because they depend on readiness of local projects 
(for instance, rail projects). In a followirig section of this Analysis, we discuss 
the implementation of the state-Iocal tl'ansportation partnership, and. the rail 
progralllS· 
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, . 
Department of Transportation 
10-Year Plan 
Expenditures by Element 
1990-91 through 1992-93 

(dollars In millions) 

STIP •• backlogged projects 
Intercity, commuter, and urban rail 
Flexible congestion relief 
City/County subventions •• streets, 
roads, and guideways , 

State·Local partnership 
Interregional road system 
Traffic system management 
Highway' mainten,ance and 
rehabilltation 

Transit operations and capital 
outlay 

Soundwalls 
Environmental Enhancement and 
Mitigation Demonstration Program 

Totals 

$3,500 $374 $952 ,,27,2% 
3,000 638 913 30.4 
3,000 102 200 6.7 
3,000 298 723 24.1 

2,000 173 400 20.0 
1,250 10 28 2.2 
1,000 , 69 125 12.5 
1,000 ' 202 451 45.1 

500 36 75 15.0 

150 24 ' 64 42.7 
100 10 20 20.0 

However, Caltrans is responsible for meeting expenditure plans of the 
other elements, such as completing STIP projects. Consequently, we 
recommend that, prior to budget hearings, the department provide the fiscal 
committees with, an explanation for theshortfalls in each of the program 
areas implemented by the department 



-III -.62/ BUSINESS, TRANSPORTATIONAND HOUSING Item 2660 

DEPARTMENT·OF TRANSPORTATION-Contlnued 

$TIP -~ backlogged projects $1,007 $578 -$429 
Intercity, commuter, and urban rail 630 275 -355 
Flexible congestion relief" 98 _b 

City/County subventions - streets, roads, 
and guideways 347 425 78 

State-Local partnership 308 227 -81 
Interregional road systema 18 _b 

Tr~ffic system management 91 56 -35 
Highway maintenance and rehabilitationa 249 _ti 

Transit operations and capital outlay 50 39 -11 
Soundwallsa 40 _b 

Environmental Enhancement and 
Mitigation DemonstrationProgram 10 10 

: Data were unavailable for these items. 
Not a meanlngful figure. 

HIGHWAY TRANSPORTATION 

The department proposes $5.2 billion (83 B,ercent of its . tota1 budget) in 
1992-93 expenditures for the Highway Transportation program. This is an 
increase of $588 million, or 13 percent abov~ estimated current-year exp~ndi­
tures. The budget proposes to increase staff for the program by 202 person­
nel-years (PYs). 

As shown in Table 9, state funds will finance $2.3 billion (43 percent) of 
the total proposed expenditures, an additional $1.7 billion (32 percent) will 
be paid from federal funds and the remaining $1.3 billion (25 percent) will 
be reimbursed primariIy from local (sales tax measures) and private 
(developer) funds. 
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Department of Transportation 
Highway Transportation 
Budget Summary 
1990-91 through 1992-93 

(dollars In mil lions) 

Expenditures 
Capital outfay support 
Cápital outfay projects 
State-Iocal transportation partnership 
Local assistance 
Program development 
Operations 
Maihtenance 

$782.7 
1,523.4 

61.4 
376.5 
37.2 

124.7 
681.2 

Totals· $3,587.2 

State funds $1,727.1 
Federal funds 1,448.6 
Reimbursements 411.5 

a Detail may not add to total due to rounding. 

$869.1 
2,395.4 

166.0 
342.1 
38.8 

123.4 
710.0 

$4,644.7 

$2,052.1 
1,532.2 
1,060.4 

Highway Capital Outlay 

~856.~9 -1.4% 
2,933~6 22.5 

172.6 4.0 
366.3 7.1 
39.7 2.4 

132.8 7.7 
730.6· 2.9 

$5,232.5 . .12.7% 

$2,252.7 9.8% 
1,654.6 8.0 
1,325.1 25.0 

About 60 percent of the proposed expenditures for the Highway 
Transportation program - $2.9 billion - will be for capital outlay projects. 
This is $539 million (23 percent) more than estimated current-year exp~n­
ditures of $2.4 billibn. As shown in Table 10, much of the increase - $399 
million - is forrehabilitation and safety projects. 
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Department of Transportation 
Highway Capital Outlay Expenditures 
1990-91thr04gh 1992-93 

Expenditures 
Flexible conges!ion relief $957 
Interregional road system . 109 
Soundwalls, 144 
Other highway construction 16 
Rehabilitation ~md safety 286 
Traffic systems management 8 
Seismie retrofit 4 

Totals· $1,523 

State funds $285 
Federal funds 897 
Reimbursements 342 
a Detail may not add to total due to roundirig. 

$1,490 ' $1,~62 
151 135 
30 46 
59 54: 

609 1,008 
44 111 
12 17 

$2,395 $2,934 

$394 $571 
1,005 1,104 

996 1,260 

Budget Proposes To Delay $900 Million in Project Awards 

Item 2660 

) . .; 
4.8% 

-10.6 
53.3 
-8.5 
65.5 

152.3 
41.7 

22.5% 

45.0% 

9.9 
26.5 

Caltrans indicates " that if ,all projects are designed on schedule, the 
consfruction award, of $900 .m.illion in highway improvements will be 
deferred beyond 1992~93 because the S,TIP is over~programmed with projects 
relative to available funds. However, the deferred ámount wou Id be less to 
the extent more federal funds are available under the new federal act, and 
to the extent Caltrans does not complete project development as scheduled. 

Based on the STIP schedule of project delivery, the department estimates 
that if all projects are designed on schedule, it will have a "shelf" of $900 
million in projects ready for construction contract award by the end of 1992-
93. As we discussed previously, the STIP is over-programmed for 1992-93-
that is, more projects are scheduled for delivery than can actually be funded 
with estimated available revenues. The actual amount to be delayed would 
be less than $900 million based on (1) the extent to which Caltrans does not 
complete the design of programmed projects on schedule and (2) the 
availability of additional (federal) revenues for the capital outlay projects. 
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crc Sets Policy for Prioritizing ProjêCts; In October 1991, the crc 
adopted a formal policy for prioritizing projects when a lack of available 
funding exists. The crc's policy is to continue funding for (1) all safety 
projects, including seismic retrofit, that reduce the number and severity of 
accidents on the state highway system and (2) projects funded primarily with 
. dedicated funds thatcannot be used for other projects (forexample, inter­
state completion). Other projectswill 'befunded on a strictly first-come 
basis, assuming that there are sufficient state funds available to fund the 
project throughcompletion. 

Reimbursements MaskCaltrans Capital Outlay Activity 

Of the total $2.9 billion proposed expenditures on highway capital outlay, 
$1;3 billion (43 percent), will be reimbursed by local agencies - particularly 
from local,sales tax revenues - for improvements on the statehighway 
'system. By including reimbursements as part of total capital outlay expendi­
tures, the budget provides a more complete picture of the total capital 
improvemerits to the state highway system. 

However, this also overstates Caltrans' own capital outIay activity 
because, under cUrrent law, Caltrans does only prelimiI\ary engineering 
(through the environmental clearance phase) of all state highway projects 
funded by local tax revenu~s. Detailed design and.engineering.are done by 
the local,agencies' own sta:ff or. consultants. Adjusting for reimbu!sed 
expenditures, state. and federally . fundéd capital .outlay expenditures 
undertaken by Caltrans are projected to increaseby only $274 million in 
1992-93,compared to a tótal i~crease of $539 millio~. . 

Budget ConsistentlyOverestimates Capital Expenditures 

Actual expenditures on highway capital improvements have consistently 
been lower than estimated by the department. 

Although the budget projects expenditures' of $2.9 billion for capital 
outlay projects in 1992-93, our review shows that the department has consis­
tentIy been optimistic and has overestimated the l~vel of expenditures .that 
actually óccurs. As demonslrated in Table Il, in each of the last four years 
for which actualexpenditure information is available, Caltrans has overesti:" 
mated total capital expenditure levels by at least $300 million each year. In 
1990:..91, expenditures were overestimated by .. almost $1 !>illion, incltlding 
$534 million in locally funded expenditures and $440 million. of Caltrans' 
expenditures. . ..' . 
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Department of Transportation ' 
Highway Capltal ,Outlay " 
Estlmated versus Actual ,Expendltures 
1987·88 through 1990-91 

(In millions) 

$1,133 
Actual 916 
Over-estimated 217, 

Relmbursed expendltures 
Estimated 308 
Actual 

Item 2660 

$1,562 $1,619 
1,?75 1,472 

287 49 

556 

, " Expenditures have consistently beerroverstated because projects expected 
to bE! awarded wete notdesigned on time. Also, the departm~nt has no 
controloyer the delivery of projects that,are funded (reimbursed) by local 
agencies. 'Thus, based on past experience, it is unlikely that total capital 
improvement expenditures on the'state highway system will be $2.4 billion 
in the current year and $2.9 billion as projected in 1992~93. 

Seismie Retrofit Program 

In this section, we examine (1) the progress 'of the Seismie Retrofit 
program and (2) the Legislature's options forfinancing the program both in 
1992-93 and beyond. , 

Jjq.cÏc'ground.As a resuit of the October 1989 LomaPrietaearthquake, the 
Legislature éstablished' a 'Seisrriic Retrqfit, program. The program requires 
Cáltrans to retrOfit or replaceall ptibli~lyowned bridges (including highway 
overpasses and other structures) to meet higher seismic safety standards 
enacted after the earthquake.' III addjtion, Ch 265/90 (SB 2104, Kopp) 
requited Cáltrans to submifa multi:"year plan and schedule for completion 
of the program. 

The Legislature also directed Caltrans to make the delivery of highway 
bridge seismic retrofit projects its highest priority and set the following 
deadlines for Caltrans to complete retrofitting of bridges within each 
category: 
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• All single-column (state and local) bridges must be under construction 
contract by December 31, 1991 and construction must be completed by 
December 31,1992. 

• All multi-column (state and local) bridges, including tollbridges, must 
be underconstructioncontract by December 31, 1993 andconstruction 
must be completed by December 31, 1994. 

Retrofit of State Bridges Will Take Longer and Cost More 
. Cart rans will not meet statutory deadlines for the retrofit'of state 

bridges. Moreover, the costs of retrofit will besignificantly higher than 
current estimates. 

Af ter reviewil)g all 12,000 state Ilighway bridges, Caltrans esta'blished as 
Category Ibridges those that are either most vulnerable in the event of an 
earthquake or riecessary for emergencyresponse capability during a wide­
spread civil disaster. At this time, Caltrans is only retrofitting Category I 
bridges. (Category II and III bridges will only be proposed forretrofit in the 
future when the investment would be "cost effective.") 

Caltrans estimated that retrofit wouldbe required for about 792 Category 
I bridges (excluding to11 bridges) with·a total estimated construction cost of 
about $800 million. An additional $160 million is required for design and 
engineering costs. Table 12 summarizes the number of bridges' to be 
retrofitted and the estimated construction costs. 

Table 12 also shows that, by the end of 1991, Caltrans hadawarded 
contracts for 131 bridges with construction costs of $70 million. In thé budget 
. year, 'the department anticipates awarding $310 million in seismiccapital 
outlay projects. ' 

Department of Transportation 
Selsmic Retrofit Program 
Scope and Progress 
As of End of 19918 

(dollars In millions) 

Single column 
Multi column 
Toll bridges 

273 
519 

8 

• Source: Caltrans monthly seismie report to the CTC. 
b To be determined. 

$130 
670 
_b 

131 
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• Single-Column Bridges. As of the December 1991 deadline, 131 bridges 
(48 percent) were under construction contract. Caltrans indicated at 
that time, however, that most of the other bridges were at least in the 
advertising phase. Another 31 bridges did not yet have completed 
designs, mainly because of the moratorium on Caltrans' ability to hire 
outside consultants. This moratorium was lifted in October 1991 and 
the department's latest schedule indicates that all single-column 
bridges will be under contract in 1993-94. 

• Multi-Column Bridges. Thus far, no contracts have been awarded for 
multi-column bridgt:;s. However, Caltrans indicated that by the end of 
1991, design was complete on four bridges and 215 bridges were in 
design. All other bridges were either pending assignmént to consul­
tants for design or not yet ready for design. The department estimates 
that the first contract will be ready for bid by mid-1992. 

• Toll Bridges. As of December 1991, Caltrans had notestimated either 
a cost or completion schedule for retrofit of the toll bridges. 

Caltrans Will Not Meet the Statutory Deadlines. Our analysis indicates 
that Caltrans will not meet the deadline for retrofitting single-column bridges 
and will probably not meet the deadline for multi-column (including .. toll) 
bridges. A majority of multi-column bridges have not been assigned to 
consultants and dQ not have estimated schedules for ~ompletion. Thus, a key 
factor in completing the program on schedule will be Caltrans' ability to 
expeditiou~ly hire outside consultants to undertake retrofit designs. The 
department indicates that it currently takes an average of nine months to 
advertise and award an engineering contract. Because 80 percent of the 
design work is to be done by consultants, the contracting process must. be 
substantially accelerated if the department is to meet the deadline. 

Cost of Retrofitting State Bridges Will Be Higher. Currently, Caltrans has 
not estimated a cost for retrofitting the eight Category I tollbridges. 
However, our analysis shows that the cost of retrofitting toll bridges could 
add several hundred million dollars to the overall cost of the program. As 
an example of the potential cost, a recent study ·ofthe Golden Gate Bridge 
indicated that retrofit of that structure alone would cost $128 million and 
take five years for completion. Cal trans is currently undertaking a study of 
the San Francisco-Oakland Bay Bridge, which will then be used as a basis for 
estimating costs and schedules for· the other to11 bridges .. 



Item 2660 BUSINESS. TRANSPORTATION AND HOUSING I III- 69 

Retrofit of Local Bridges Will Also Cost More 

The state's cost to retrofit local bridges will be higher as a resuIt of 
higher cost estimates and certain local costs being reimbursed ·by the state. 

In addition to retrofitting highway bridges, Caltrans is required to be the 
lead agency for the retrofit of all local bridges except for those in Los 
Angeles and Santa Clara Counties. Caltrans has identified 5,200 local bridges 
that require detailedengineering review. This review has not yet been 
completed. As of December 1991, Caltrans had identified 166local bridges 
as Category I bridges, with estimated construction costs of $108million. 
However, the final number of bridges and total cost for the program is not 
yet known. In addition, Los Angeles and Santa Clara Counties. have 
identified a totál of 31 bridges with estimatedconstruction costs of $32 
million. . 

By the end of 1991, Caltrans had two local bridges under construction, 75 
bridges under design, artd 89 bridges not yet in design. Agreement had also 
been reached with Santa Clara on its bridge program, but not with Los 
Angeles. The department indicates that a problem in completing the local 
program is local agencies' unwillingness to enter into agreements with 
Cal trans for program implementation. Local •. agencies of ten cite a lack of 
funds as their reason for not participating in the program. 

Program Could Increase State CostsSignificantly. Caltrans initially 
estimated a need of about $70 million in state (and federal) funds to retrofit 
local bridges, with local agencies paying the remaining costs, estimated at 
$30 million; Based on the latest data, the cost to retrofit local bridges will 
total at least $140 million. It is not c1ear how the additional costs: will be 
shared using state and local funds. 

In addition, the Commission on ~tate Mandates recently ruled that the 
local seismic retrofit requirement constitutes a reimbursable state mandate. 
By requiring state reimbursements, the decision will increase the state's cost 
to complete the program. However, the decision mayalso increase local 
agencies' willingness to work with Cal trans, if funding is no longer a local 
concern. 

Seismic Safety Retrofit Account Depleted In Budget Year 

The Seismie Safety Retrofit Account (SSRA) will be depleted in the budget 
year. In accordanee with cu"ent law, the budget proposes a transfer of $8 
million from the State Highway Account to pay for seismie retrofit costs. 

To fund the state seismic program, the budget proposes expenditures of 
$17 million from the SSRA. The department indicates that this amount­
along with expected federal matching funds of about $142 million - would 
be adequate to pay for expected project costs in the budget year. In addition, 
the budget proposes to spend another $10 million from the SSRA on local 
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projects. Thus, a total of $27 mi11ion will be expended from the SSRA on 
seismic retrofit activities in 1992-93. 

Budget Proposes Transfer to the General Fund. The budget also proposes 
to transfer the interest accrued in the SSRA in the current and budget years 
- totaling $16 million - to the General Fund. However, this willieave 
insufficient funds in the SSRA for seismic retrofit work in 1992-93. In accor­
dance with Ch 1083/90 (SB 1742, Leroy Greene), the budget proposes to 
transfer $8 million from the State Highway Account to the SSRA to pay 
seismic retrofit expenditures in the budget year. 

SRA Transfers Will Be Required in Future Years. Because SSRA funds 
will be depleted in the budget year, a significant transfer of several million 
dollars from the SHA funds in 1993-94 and annually thereafter will be 
needed to finance the remaining seismic retrofit costs. Additionally, because 
the state has to reimburse local govemments for their seismic retrofit 
programs, as discussed above, the SHA transfer will be higher in future 
years. 

Seismie Retrofit·Projects Displace Other Highway Projects 

Weidentify several options which the Legislature may consider to fund 
projects displaced by the seismic' retrofit program. 

The usë of SHA and federal funds to pay for the Seismic Retrofit program 
will displace other projects programmed in the STIP and HSOPP. For 
example, the 1992 HSOPP proposes to set aside $564 million for seismic 
projects in 1992-93 and 1993-94. The effect of this reservation is to push non­
seismic capital projects to future years and to reduce the funds available for 
future projects. In reviewing the 1992-93 budget, the Legislature will need 
toconsider whether to provide new resources to accomplish this work or 
continue to displace capital projects. To assist the Legislature in making this 
decision, we have outlined five options below: 

• Reserve Unprogrammed Federal Funds for Seismic Retrofit. The Legis­
lature could direct the crc to reserve for seismic retrofit a portion of 
the additional federal funds Cal trans expects to receive from the new 
federal transportation act. Currently, these funds have not been pro­
grammed. As noted in a previous section of this Analysis, the new act 
could generate up to $300 million more a year (on an annualized basis) 
than previously anticipated. A significant share of these funds could 
be used for seismic repair if the state provides a match of between 10 
percent and 20 percent, depending on the project. Assuming that 
enough federal funds could be reserved to complete all Category I 
projects, total cost of the state match would range between $56 million 
and $113 million. 
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• Reduce the Impact of Displacement. This can be achieved through one 
or a combination of the following: (1) reduce expenditures in highway 
operations and maintenance, administration and planning, (2) retain 
$16 million in accumulated interest in the SSRA and not transfer it to 
the General Fund, and (3) extend the seismic program by one or more 
years, spreading the costs over several years, thereby. reducing the 
amount of projects displaced in any given year. 

• Issue Medium-Term Notes. State law requires the crc to report to the 
Legislature by April 1 on whether it is cost-effective to issue medium­
term (up to five years) notes or certificates to fund projects displaced 
by the seismic retrofit program. If crc determines that issuing short­
term notes is cost-effective, the Legislature will then need to decide 
whether to grant authority through the Budget Act to issue notes or 
certificates. 

• Accelerate Gas Tax Collections. Proposition 111 approved by voters in 
1990 authorized an increase in the motor vehic1e fuel tax of five cents 
on August 1, 1990, and 1 cent each January 1, until a total tax of 18 
cents per gallon is reached on January 1, 1994. Accelerating the tax 
increases could raise a total of between $50 million and $260 million on 
a one-time basis, depending on how the schedule is reconfigured. 

• Motor Vehicle Fuel Surcharge. Each one cent increase in the motor 
vehic1e fuel tax produces about $150 million in annual revenue. 

Capital Outlay Support 

The budget proposes expenditures of about $857 million for capital outlay 
support in 1992-93. This is a decrease of about $12 million (1 percent) over 
estimated current-year expenditures. This expenditure level will support a 
total of 10,640 personnel-year equivalents (PYEs) of work-a decrease of 42 
PYEs from the amount estimated in the current year. 

Table 13 summarizes the overall staff resources for project development 
- inc1uding both regular and temporary departmental staff, as weIl as 
consultants, student assistants, and cash overtime - proposed in 1992-93 as 
compared with 1991-92. It also summarizes Caltrans' planned allocation of 
staff resources by type of work. 

As indicated in Table 13, the budget request will provide basically the 
same level of capital outlay support staff as in the current year. The 
department reports that this is a resuit of the mix and schedule of the 
various programmed projects. However, in some areas, the department has 
not increased resources for policy reasons. For example, staff levels for tax 
measure and other locally funded projects are projected to remain constant 
in 1992-93 because of a department policy not to increase resources for non­
state-funded workload. 
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Department of Transportation 
Capital Outlay,Support 
1991-92 and 1992-93 

(Personnel-Year Equlvalénts) 

Sources: 
State staff 
Cash overtime 
Student assistants 
Engineering contracts 

Totals 
Uses: 
Basic program 
Pre-STIP 
Seismie retrofit 
Earthquake repair/restoration 
Regional Measure 1 (Bay Area toll bridges) 
Local tax measure projects 
Other locally/privately funded projects 
Administrative pro rata 

Totals 

8,843 
379 
155 

1 

10,682 

6,735 
419 
465 
221 
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8,823 -20 
379 

-22 

10;640 -42 

6,747 12 
419 
507 42 
145 -76 

91 -20 
1,794 

586 

What is the Appropriate Level of Project Development Activity? 

Based on its priorities, the Legislature may want to reduce the level of 
project development activity in order to fund consfruction of additional 
projects. 

The department's support request will enable it to continue to deiiver 
projects - that is, get projects design-ready - as programmed in the STIP. 
Our review shows that, if all projects are delivered on schedule, there would 
be as much as $1.2 billion in design-ready projects by the end of 1992-93. 
(The $1.2 billion in projects would include the $900 .million -,... discussed 
earlier - that will not be awarded for construction in 1992-93" and an 
additional$300 million in projects that will be design-ready, but will not be 
ready for award.) Caltrans' decision to maintain resources for project design 
and engineering on STIP projects at current levels is based on theassump­
tion that additional revenues will be available in the future to fund construc­
tion of these projects. 
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As we indicated earlier, the reélson there will. not be sufficient funds to 
award all projects programmed in the STIP for delivery in 1992-93 is because 
of the way STIP projects are programmed. lil fact, when the crc adopted 
the 1990 STIP, it was c1ear that more projects were scheduled to be 
constructed in 1992-93 than there would be available funds. 

The Legislature will need to decide whether to continue the existing level 
of project development while deferring project construction, or whether to 
mcrease project construction at the expëhse of fewer design and engineering 
activities for future projects. If the LegiSlature decides to provide additional 
revenue to fund the capital olttlay program - forexample, by accelerating 
collection of gas tax revenues - then development work on theprojects 
must be continued. In fact, failure to have shelf projects ready for construc­
tion would risk potential delays in utilizing the new revenues to provide 
highway improvements. 

If, however, the Legislature determines that new revenues are not likely, 
then the level of project development effort proposed in the budget w'ould 
not be justified and resources should be reduced or redirected to other 
priority activities. 

Locallv Funded Workload Could Be Lower 

We recommend the adoption of Budget Bill language providing for the 
reversion of funds designated for local tax measure projects if the measures 
are invalidated by the courts. 

Our review of the department's capital outlay support request shows that, 
while much of the planned workload is relatively certain, some uncertainties 
exist in the Seismic Retrofit program. In addition, workload for local tax 
measure projects may be adversely affected by the recent Supreme Court 
"Rider" decision, as discussed earlier. 

Basic Program Is Reasonably Certain. The department' s estimates of staff 
resources required, to carry out the basic program were based on the 
schedules adopted and subsequently updated for the 1990 fiTIP, HSOPP,and 
TSM. The workload is reasonably well-defined, and resources to accomplish 
this workload ar~ estimated based on historical requirements to carry out 
this work. As discussed previously, the workload might change if the 
Legislature chooses to defer project development work in order to reduce the 
amount of projects that cannot be funded in the budget year. 

Seistnic Retrofit Resources Reasonable. The workload related to bridge 
seismic retrofit is less well-defined. The department has, for the most part, 
established schedules for retrofitting single-column bridges. However, many 
of the schedules for the multi-column bridges have not yet been established 
because final retrofit strategies have not been determined. To the extent that 
the lack of retrofit strategies means that projects are not ready to be 
designed, . the department's estimate of 507 PYEs of staff resources may be 
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overstated. 'Nevertheless, given the high priority the Legislature has ,given 
~o this program, we, believe that the level of resources requested is reason-
able. ' 

Tax Measure Workload, Uncertain.The department requests 1,794 PYEs 
of staff resources to work on Jocal,sales tax measure projects. This staffing 
level is based on project schedw,es a~d agreements with local agencies. 
However, the Supreme Court's reCent decision has led to uncertainty in the 
availability of local sales tax revenu~s. for, transportation, particularlyin Los 
Angeles, Orange, and Mont~rey Cotinties where the local tax measures were 

,already in litigation. Caltrans has budgeted 244 PYEs and about $22 million 
for projects fun<ied by these three tax measures,. 

Until local tax measures are actually invalidatedby the courts, it is 
reasonable for the <;lepartment to C()nti~lUe its work on tax measure projects. 
However, should any of the measures be invalidated by the courts d1,lIing 
the budget year, these support resources should be deleted. COI)sequently, 
we recommend adoption of the following Budget Bill language: 

In the event that a previously enacted sales tax measure is invalidated by the 
courts, the funds and personnel-years designated for work on projects from 
that sales tax measure shall be administratively deleted from the approved 
1992~93budget. 

Department Moving Ahead With Contracting 'Program 

In Octóber 1991, Caltráns settled a court case that had limited the 
department's abilityover the lastfew years to contract with the private 
sector for engineering work The agreement allows Cal trans to move ahead 
with its contractiilg program. The department estimates that it will enctimber 
$183 million allocated for contracts in the current year. 

The department is requesting $175.5 million for contractihg for project 
delivery in:1992-93, a decrease of $7.5 million over estimated éurrent-year 
expenditures. The department indicates that because overall projectdelivery 
staffing levels are expected to decline because ofreduced workload, it does 
not need to increase the level of contracting resources. Any increase in 
contracting resources in the future will depend on the ávailability of 
additional capitaloutlay funds. ' " 

Analyst's Assessment of Project Delivery Performance in ,1990-91 

Delivery of highway capital,outlay projects in 1990-91 was short of the 
department's goal by about $500 milliqn, ,or 28 percent. Compared to 1989-
90, totalproject delivery h,as improved. 

Chapter 24; Statutes of 1988 (SB 140, Deddeh), requires that the' Legislative 
Analyst include; annually in the Analysis, an assessment of thedepartment's 
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progress in delivering projects as schedUled in the STIP. This section 
provides our assessment pf the department's delivery ofprojects as 
scheduled in the STIP for 1990-91. It should be noted that legislation in 1989 
redefined the STIP and created two new programs: the Highway System 
Operation and Protection Plan (HSOPP) and the,Ti'affic Systems Mariage­
ment (TSM) plan. Our review covers delivery of all three programs. Project 
delivery is defined in statute as occurring when a project is advertised. ' 

, '~ '.' 

Caltrans Delivered Only Two-Thirds of 1990-91 STIP Projects. Intotal, 
the '~990 ,STIP scheduled 435 major projects (projects, with costs of ,over 
$250,000) with a value of $1.3 billion to be delivered in 1990-91. Our review 
shows that the department delivered 296 (68 percent) of these projects worth 
about $865 million (67 percent).' , 

, The department has identified bot~ internal and external reasons why it 
was unable to deUver projects according to STIP schedules. Internal reasons 
indude over-optimistic schedtiling of STIP prójects 'and redirection of ~taff 
resources to work on high priority projects, particularly seismic retrofit 
projects. External reasons indude delays due to local or regulatory agency 
concerns, such as local requests for added project features, and unforeseen 
additional environmental work. These same problems have been cited in the 
past and it is nót dear why some of them continue to exist. For example, the 
department does not indicate which of the additional.local or regulatory 
concerns should have been anticipated earlier in the project development 
prócess. In addition, becauseC<,lltrans requests resources based on its own 
project schedules"it is not dear whysupport reSources would subsequently 
need to be redirected for projeds not specifically resuIting from the Loma 
Prieta earthquake. " 

:Total Project Delivery in 1990-91 Was Higher, but Still Short of the 
Department's Goal by $500 Million. In addition to delivering 1990 STIP 
projects that were scheduled for 1990-91, the department also planned to 
delivei"in 1990-91 projects backlogged from previous years, projects moved 
forward from futureyears, and new projects amended into the STIP. In tótal, 
the department planned to deliver 529 projects worth $1.8 billion. However, 
our review shows that Caltrans actuallydelivered 410 projects worth about 
$1.3 billion - about $500 million (28 percent) less than planned. 

Compared to 1989-9'0, Total Project Delivery Has Improved. Although 
Caltrans' 1990-91' project delh.~ery was short of its goals, the total number and 
value ~f' projects deliverEid was significaritly higher than 1989-90. As 
indicated in Table 14, the total number of delivered projects increasedby 
195, or 91 percent. The total value of projects' delivered increased by $313 
million, or 32 percent. 
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Department of Transportation 
Project Delivery 
1989-90 versus 1990-91 

(dollars In mlllions) 

Number!>f STIP year projects 
Dollarvalue 
Number of total projects 
Dollarvalue 

118 
$343 
215 

$9878 

296 
$865 

410 
$1,300 
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151% 
152 

91 
32 

• The department also dellv!lred about $100 million In eartbquake:related projectswhich were not part of 
the capital outlay plan. . . . 

Project Development Costs 

Caltrans' project development costs may have exceeded the legislative 
limit of 20 percent in 1990-91. 

Chapter 105, Statutes of 1989 (SB 300, Kopp), requires Caltrans to keep.its 
project development costs (the costs of engineering and designing highway 
projects) from exceeding 20 percent of the value of prpjects . awarded in a 
year. Chapter 105, as amended, also requires the department to report by 
January 15 on its project development costs in the preceding year and the 
Legislative Analyst to assess in the Analysis the extent to which the 
department's project development costs meet the 20 percent stand~rd. 

The department indicates that the costs of prpject development in 1990-91 
were about 17 percent of the value of projects awarded in that year. 

Costs of Project Development May Be Understated. In order to' assess the 
department's project development costs, we examined cOiTesponding 
productivity in termS of capital outlay expenditures. The department's 
estimate of 17 percentmeans that, on the averagei $1 was exp!'!m;led in 
project development in order to get about $6 worth of project ready for 
construction. However, a review of the last threeyears for which actual 
expenditure data are available does nolshow a similar level of productivity 
and indicate, that Caltrans may have, exceeded the legislative standard of 20 
percent. 

For instanee, for the fiscal years 1988-89 through 1990-91, Caltrans' capital 
outlay support costs, excluding administrative overhead, totaled $1.9 billion. 
Allowing for staff support for performing project study reports (pre-STIP) 
and for construction oversight, and assuming a 20 percent project develop-
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ment to project value ratio, capital outlay expendihires over the same period 
should have totaled $5.7 billion. However,actualexpenditures totaled only 
$4.7 billion. (This implies a ratio of about 24 percent.) Moreover, this level 
of capital outlay expenditures inc1udes about $780 million in reimburse­
ments, even though the department is responsibl~ for only a small portion 
of the project development costs"for these projects. . 

We will continue to work with the department to evaluate the true costs 
of project development and will inJOI1l\ the Legislature, as appropriate, of 
our findings. 

State-Local.Transp'ortation Partnership Program 

No New Funds Proposed for Program 

The budget proposes no new funding for the State-Local Transportation 
Partnership Program which provides . state matching grants for local 
transportation improvement projects~ As a result, a number of these projects 
will be delayed. We identify two options which the Legislature should 
consider to. minimize the impact on local projects. 

Chapter 105,Statutes of 1989 (SB 300, Kopp), as subsequentlyamended, 
expressed legislative intent to appropriate $250 million for the State-Local 
Transportation Partnership (SLTP) program in 1991-92 and $200 million 
anrtually thereafter. Chapter 105 also provided $2 billion for the program 
over the ten-year period from 1990-91,through 1999-2000. The program's 
intent is to provide up to 50 percent in state matching grants for locally 
funded projects in order to leverage local funds for transportation improve­
ments. In addition, Chapter 105 specifies how the state match ratio is to be 
determined annually, and the timeframe under which cpnstructioncontracts 
for a project must be awarded in order to receive state funds. 

Table 15 shows the amounts ~ppropriated and expended for the program 
since 1990-91. For the budg~t year, the budget is ,proposing that no 
additional funds be appropriated. Instead, the budget proposes that 
unexpended funds not. needed for existing projects be reappropriated in 
order to fund projects ,in the 1992-93 program cyc1e. 

Actual Expenditures Have Been Less Than Anticipated. Our review shows 
that 1990-91 expenditures were far below the appropriatedamount for three 
reasons. First, about $54 million in projects failed to meet the statutory 
séhedule in order to receive funds. Second, projects that were awarded had 
significántly lower bid costs than estimated. As á result; the state's share of 
costs for these projects was about $42 million lower. Third, projects have 
three years to expend the state matching funds. Thus, 1990.,.91 projects have 
unti11992-93 to fully expend the state funds. 
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Department of Transportation 
State-Local Transportation Partnership Program 
Appropriations and Expenditures 
1990';91 through 1992-93 

(in millions) 

Amount appropriated 
Amount reapproprlated 
. Totals, available 

Amount expended 
Amount 
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For the current year, grant applications total about $986 million. Based on 
past project delivery, . the departmentestimates that total current-year 
expenditures for both 1990-91 and 1991-92 projects would be about $166 
million. The budget proposes to reappropriate the unexpended funds -
about$223 million - for use in 1992-93. Of this amount, the department 
projects that about half ($112 million) willbe available for new projects in 
the budget year. 

Significantly tess Funds for 1992-93 Projects. For 1992-93, the department 
has received about 1,030 project applications, totaling $2.4 billionin 
estimated costs. Of these, about 110 projects with estimated costs of $1:3 
billion, are for improvements to the state highway system. 

At a funding level of $112 million, the state match ratio for 1992-93 
projects would be about 4.7 percent (compared to 8 percent if the funding 
is at the intended level of $200 million). At this ratio, it is likely that a large 
number of projects would withdraw from the 1992-93 program, and reapply 
for 1993-94 funding. Consequently, a lack or drop in funding for the SLTP 
program will resuIt in delays in some locally funded projects, even if they 
are ready for construction. In some cases, local govemments might be able 
to substitute their own funds (from other projects) in order to proceed with 
the planned project. This would reduce local funds a.vailable for future 
projects. For local govemments which do not have a substitute funding 
source, projects would have to be dropped or delayed. 

Options for the Legislature. Because state funds provided under the SLTP 
program leverage significant amounts" of localfurids for transportation 
improvements, a drop in the state's funding for this program would 
adversely affect project progress. If the Legislature wishes to ensure that 



Item 2660 BUSINESS, TRANSPORTATION AND HOUSING I III - 79 

locally sponsored transportation projects can progress in 1992-93, the 
Legislature should consider the following options: 

• Appropriate an additional $90 million in 1992-93 to provide a total 
program funding level of $200 million (inc1uding funds carried over 
from previous years) for 1992-93projects, as intended. This would 
require the Legislature to reduce SHA expenditures in other activities. 

• Enact legislation to provideany unfunded state match (at a ratio based 
on a $200 million funding level) at a later date while allowing local 
projects to use their own funds (inc1uding borrowed funds) to 
construct projects. This would assure projects of the availability of state 
funds as local govemments put together a funding plan for their 
projects. 

MASS TRANSPORTATION 

For 1992-93, the Mass Transportation program will account for approxi­
mately 16 percent of the department's lotal expenditures. The budget 
proposes $1 billion in program expenditures in 1992-93, which is $534 
million, or 108 percent, above estimatedexpenditures for 1991-92. The 
increase is mainly for rail capital improvements. 

Table 16 summarizes the Mass Transportation expenditures by program 
elements. As shown in Table 16, the.largest elements of the program are the 
rail transit capital and the interregional public transportation elements. 

Department of Transportation 
Mass Transportation Expenditures 
1990-91 through 1992-93 

(dollars In millions) 

State and federal mass transit . $1.0 

Rail transit capital 66.6 
Interregional public transportation 93.4 
Transfer facilities& services 3.4 
Research 0.4 
Work for others 
Rideshare 32.1 

Totals $196.9 

$1.3 $17.1 8 

339.4 670.5 
100.6 285.9 

3.8 3.8 
0.6 0.6 
2.1 1.5 

45.0 47.4 

$492.8 $1,026.8 

a The Increase over 1991-92 estlmated level Is the resuit of a change In budget display. 

1,215.3% 
97.6 

184.0 

-29.5 
5.3 

108.3% 
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Significant State Mass Transportation Expenditures Proposed. For 1992-
93, total state expenditures for mass transportation activities will be 
significantly higher than reflected in Table 16. This is. because the budget 
also anticipates spending about $367 million in Proposition 116. bond funds 
for rail improvements. (These expenditures are reflected under the CTC's 
budget - Item 2600.) In addition, the state also provides assistance to local 
trélnsit operators through the State Transportation Assistance (STA) program 
(Item 2640). The budget proposes an STA funding level of $55 million, about 
the same level éls the current year. 

Rail Program 

Befter Coordination Will Improve Implementation of Rail Programs 

We recommend adoptionof supplemimtal report language directing the 
California Transportation Commission and Caltrans to jointly develop a 
common database for the implementation of the rail· programs under 
Propositions 108 and 116 in order to improve the coordination of the two 
programs. 

Currently, the CTC administers the Proposition 116 program, while the 
Proposition 108 rail program is the joint responsibility of the CTC and 
Caltrans. Projects eligible for Proposition 108 funding are programmed in the 
STIP, but Proposition 116 projects are not. Proposition 116 rail project 
applications are reviewed first by private cónsultants under contract to the 
commission. Af ter CTC approval, Caltrans then reviews the project in greater 
detail when a request for fund allocation is made. Caltrans also oversees 
project progress. 

Better Coordination Could Speed Up Project Review. Our review shows 
that the process for reviewing Proposition 116 projects could be improved. 
For instance, when Caltrans receives an allocation request for Proposition 116 
funds, it must spend staff time to learn about the project. This duplicates 
some of the efforts by CTC's consultants. If one agency reviewed both the 
initial project application and the subsequent fund allocation request, the 
review process could be shortened. Alternatively, both agencies could.share 
a common database of project information to minimize duplication. 

Application Time Could Be Shortened for Local Agencies. A common 
database that inc1udes information on Proposition 108 and Proposition 116 
projects would streamline the fund application process for local agencies. 
Currently, project information and documentation required for Proposition 
108 funds differ from those required for Proposition 116. Because local 
agencies of ten use both Propositions 108 and 116 money for the same project, 
local agencies must submit separate and different applications for each. This 
increases both local and state application review time and expenses. Conse-
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quently, we believe the use of a comprehensive common database for rail 
projects could reduce the paper work currently required of local agencies 
and review time by state personnel. 

Accordingly~ we recommend the adoption of the following supplemental 
report language: 

Caltrans and the <:TC shall jointly develop a . comprehensive rail project 
database for the implementation of Propositions 108 and 116 programs. 

Rail Program Slow to Use Bond Funds 

Based on the rate of use ofProposition 108 funds, additional bond funds 
(beyond the $1 billion fromProposition 108) will not be needed until at 
least 1993-94. 

The 1990 STIP has fully prograrrimed the $1 billion in Proposition 108 
money through 1992-93. In addition, in early 1991, the crc compiled a list 
of projects, totaling about $1.2 billion, which would require Proposition 108 
or 116 bond funds through the current year. 

Our review shows that the use ofbond funds through 1991-92 will be 
much less than originally estimated. Table 17 shows the amount of Proposi­
tion 108 and Proposition 116 funds expended in 1990-91 and the amount 
recently estimated by the crc for the current year. As Table 17 indicates, 
total bond fund expenditures through 1991-92 will bé lower than originally 
anticipated -'- only $420 million instead of the $1.2 billion previously 
estimated by the crc. Moreover,only $166 million in Proposition 108 funds 
will be expended through the current year. 

Propositions 108 and 116 Programs 
Expenditures of Bond Funds 
1990-91 through 1992-93 

(In milllons) 

Proposition 108 
Proposition 11J; 

Totals 

$43.1, 
0.1 

$43.2 

• January 1992 estImates by CTC. 

$122.9 
253.9 

$376.8 

$637.5 
366.0 

$1,003.5 

$803.5 
620.0 

$1,423.5 

While the budget proposes significant increases in Proposition 108 
expenditures in 1992-93, given the rate of use of Proposition 108 bond funds 
to date, additional bond funds will not be needed until at least 1993-94. . 
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Transfer of Funds Could Be Faster 

,We recommend Caltrans report to the Legislature prior to budget hearings 
on (1) alternatives to expedite the transfer of bond funds to local agencies; 
including the feasibilify.of ~lectronic transfer and the need to pre-audit all 
claims and (2) how the alternatives wou Id affect Caltrans'staffing needs. 

Currently, when local agencies claim reimbursements from bond funds for 
rail projects, the department pre-audits all claims before payments are made. 
Claims are then sent for payment through the Controller's office. 

Local agencies have ind.icated that, in practice, it of ten takes six weeks for 
receipt of payment after a claim is filed. This lengthy process creates a cash 
flow problem for some local agencies that rely Ol) prompt reimbursements 
to pay other expenses. Additionally, this process delays th~ use of bond 
funds. . 

Our review shows that there are several alternatives to reduce claim 
processing time and expedite reimbursements tolocal agencies. For instance, 
the federal government pays out capital grant' funds to local agencies by 
means of electronic fund transfers. Local agencies can request fundirig once 
they know when bills are due; Federal funds are thentransferred to cover 
these payments. In addition, the federal government does not pre-audit local 
claims. Instead, it post.;.audits claims on a selective basis afier 'payments are 
made~' This reduces the time needed to process claims for payments. By 
contrast, Caltrans pre-audits all billings which currently may take up to 20 
days each. . 

In order to identify the most expeditious way of providing bond funds to 
local rail projects, we recommend that Caltrans report prior to b\}dget 
hearings on the alternatives to expedite transfer of bond funds to Jocal 
agencies, including the feasibility óf electronic transfer and the nee.d td pre­
audit all claims. The department should also report on the poteQtiél-1 impact 
of those alternatives on its staffing needs. . 

ASSESSMENT OF PROPOSEDPROGR~tv1 CHANGES 

In' addition to increases in baseline funding for various activities, Cal trans . 
is also requesting an increase of $68 million and 270 PYsfor program" 
changes. Of the. $68 million, approximately $14 million is for onê-time costs. 

, ,\ 
our review shows that, for some of the requests, the department failed to 

identify and analyze reasonable, cost-effective alternatives. In pa.rticular, the 
requests which we identify in this section do not consider ways to increase 
departmental productivity which we believe is particularly important given 
the intense demands for limited state resources. One of the common 
shortcomings is the department's exclusive reliance on workload models that 
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depend on previous years' data. Such modelS'are ápt'to: (1) build pteVio~s 
years' inefficiencies into budget-year requests and (2) estimate. re~ource 
needs Without adjusting for waysto meet increased workioad through more 
efficientuse. of existing staff and equipment. Góhsequently, we 'have recom.:. 
mended deletions'or reductions for proposals that do not id'éntifyreasonablé 
alte~ative strategies and, in'our revie,w, a~~ analytically notjustified: .' 

We have divided our recommendations on the department'sproposed 
program changes into the areas of (1) maintenance, (2) operations, (3) 
administration, and (4) mass transportation.,Rather than proyide ex1;l.~usti,ve 
detail on each recommendation, we have instead concentrated on the most 
significantconcems with each request. We have not included information on 
program changes that appear reasonableand for whiéhwe recommend 
approvaL 

Mainfenance:·Graffifi Removal 

. Recommend reduction of graffiti re",ovat by. $4.3million and 61 
personnel-yeat;s.,(Reduce Item 2660-001-042 by,:$4.3 million.) 

Réquest: Additional $5.6 milHon"and 61'PYs t() prevent and ·remoye 
graffiti from highway signs and soundwalls. " , 

Attalyst's Findings: We agree that graffiti is a' chronic problem,but'in our 
VÏewï' theportion of this proposal that adds additional state workers and 
equipmentis not an êfficient use of scarcestate resources. Specifically, we 
do not believe it is cost-effectiveto hire about 42maintenailce workers (at 
an average salary and benefit 'cost of $33,6OQ'per year)'and topurehase 
nearly $1 ,million in equipment in order to clean graffiti offwalls and signs, 
with another 19 administrative and support staff to OVersee tlteactivities. 
Consequently, we,recommend deletion of $4,3 million and,61 PYs,.for graffiti 
removaL 

, However, because we think the following are cost-effectiv~ilnd would 
help preveIlt reoccurrence of graffiti, we recommend appi'oval of' the 
departinent's request to contract With the California ConservationCorpsJoI: 
$1.2 million to remove and paint anti-graffiti coatings on sigrts, soundwalls, 
and other surfaces and $100,000 to place razor ~ire around overhead signs. 

, "" 

Malnfenance: Invenfory IncreaslEt , 
Rec~mmend reduction ' of funding for maintenanee ittventory by $3.8 

million and 67 PYs. (Reduce Item 2660-001.;;042 by $3.8dnillion.) 

Request: $6.6 million and 82.8 PYs in order to accommodate work related 
to an increas,e in highway inventory.' 

Analyst's Findings: The depArtment's request for$2.1millionto acid 51 
PYs to ,the state workforce to Iémdscape road sides is, basedon,historic 
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wor.klo~ds that do not c~nsider less costly alternatives suc,h as contracting 
the work. In addition, the départment has not sg.fficiently justified why it 
need~ $~.l mnlio~ in additionál fleetequipment and $600,000 for 16 adminis­
trativéand ~upport ,staff PYs. Consequently, w,e rec,omme~d reduction of 
$3.8 million and 67 PYs from the request for maintenance inventory 
additions. 

()perations: Encroachment Permits 

Recommend deletion of $975,000 and 15.2 PYs for issuingencroachment 
permits. (Reduce Item 2660-001-042, by $975,000.) 

Request: $975,000 and 15.2 PYs to increase staff for encroachment permits. 

Analyst's Findings: The department hasrequested support increasesfoI' 
permits every year since 1987-88, resuIting in a cumulative increase of 40 PYs 
for staff and $1 million in computer equipment to automaté its permits' func­
tions. For 1990-91, the latestyear for which data are available, the costof 
administering theencroachment permits program was $13;8 million. These 
increases are likeIy to continue in future years. 

In last year's Analysis, we pointed out that the department has the 
authority to, charge fees to cover its, costs to administer the encroélc::hment 
permits program. However,the program isfar from self.:financing. For 1990-
91, only $4 million in revenue, was collected, leaving a shortfall of $9.8 
millionwhich had to be covered by SHA funds. 

Our review shows that the department hasneither raised fees to cover 
additional costs, nor made changes in its internal procedures and workload 
distributionto streamline permit workload so that additional fee increases 
or staff would not be necessary. In its request for additional staff, however, 
the department did not examine any workabie alternatives that might resolve 
the chronic workload problem W'hich the Legislature has been asked to 
final)ce every year. Consequently, we recommend deletion of $975,000 and 
15.2 PYs for the encrqachment pe~it program. 

Operations: Congestion Relief Strategies 

Recommend reduction in funding for congestion relief strategies by 
$1,566,000 and 24.6PYs. Withhold on $10.2 million and 1:1.4 PYs for freeway 
service patrols pendingreceipt of additional information. (Reduce Item 2660-
001-04~by $1,566,000.) 

Request: $15.3 million and 66.5 PYs to pursue new and ongoing strategies 
to reduce congestion delay on state highways. 

Analyst's Findings:We recommend a deletionof (1) 14 PYs and $688,000 
for additional staffing of traffic operation centers (TOCs) and (2) 10.6 PYs 
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and $682,000 for additional staff to monitor high occupancy vehic1e· (HOV) 
lanes. Many of the responsibilities for Toe and HOV program staff, such as 
responding to citizen inquiries, do not increase at a direct rate based on 
mileage added to the system. Nevertheless, Caltrans continues to base its 
staffing requests onmileage added. For example, despite a current staffing 
level of 60 PYs, the department continues to request one py for every 20 
lane-miles added to the Toe system. Because the department has not 
demonstrated why present staffinglevels are· inadequate to handle the 
marginal increases in both the Toe and HOV programs, we recommend 
deletfon of the request .. 

In addition, we recommend deletion of $196,000 for pick-up trucks and 
changeable message signs for night maintenance crews, as this equipment 
already is available for day maintenance. 

We also withhold recomm.endation on the request for 11.4 PYs and $10.2 
million for freeway . service patrols, because Cal trans has not provided 
information to the Legislature justifying the program. In the current year, 
Caltrans, the California· Highway Patroland the Los Angeles County 
Transportation Commission entered into a joint program to provide freeway 
service patrols on 200 miles of state freeway. In a letter to the Legislature, 
Caltrans indicated that it would collect and analyze data from the program 
to determine whether to continue the project on a permanent basis. The 
department now indicates that this data will not be available until March.In 
addition, Caltrans has not been able to justify, on a workloadbasis, the need 
to have one tow truck for each 2.3 centerline miles of freeway. Consequently, 
we withhold recommendation on the entire freeway service patrol request 
pending receipt of further information. 

Administration: Recruitment Incentives 

Recommend teduction in funding for recruitment incentive program by $1 
million and 1.4 PYs. (Reduce Item 2660-001-042 by $1 million.) 

Request: $2.4 million and 2.4 PYs to implement various engineering 
recruitment and incentive programs authorized under Ch 305/91 (AB 915, 
Eaves). 

Analyst's Findings: While much of the request appears reasonable, we 
recommend deletion of $1 million requested for a program to hirenew 
engineers at above entry.,.level salaries and to raise existing staff salaries to 
a comparabIe level. In our view, Caltrans does not need to offer above entry­
level salaries in the budget year in order to recruit new staff because it does 
not appear to have a problem hiring new engineers, particularly given 
current economic conditions. 

According to Chapter 305, the payment of higher salaries for new 
engineers is an optiomll program to be used at the Director· of 
Transportation's discretion. The legislation requires that if such recruitment 



111·86 / BUSINESS, TRANSPORTATION AND HOUSING Item 2660 

DEPARTMENT OF TRANSPORTATION-Continued 

incentives are offered, all staff salaries for similar categories must also be 
increased. While the department indicates that it may need to hire up to 
1,400 engineers (all levels) and. related classes in the budget year, this level 
of recruitment is not unprecedented. In 1990-91, the department hired 1,585 
new engineers and related classes .. Not all of these were entry-Ievel 
engineers. In the current year., 495 new. engineers had been hired through 
December. The current economy should continue to facilitate Caltrans' ability 
to hire new engineers. Thus, we see no reason why Caltrans should 
implement this program in 1992-93. 

Administration: Geographic Inform~tion System 

Recommend deletion of $1.1 .million and 6.2 PYs for implementation of 
Geographic Information System. (Reduce Item 2660-001-042 by $1.1 million.) 

Request: $1.1 million and 6.2 PYs for phase one implementation of a 
department-wide geographic information system (GIS) - a map-based data 
storage and manipulation system. 

Analyst's Findings:The department requests acquisition of GIS to provide 
geographical data in a timelyand efficient manner. The total implementation 
cost.is estimated at $11 million over several years. While GIS may have the 
potential for improving the department's project delivery process, we are 
concerned about Cal trans' ability to implement a new computer system of 
this magnitude .. In the past, the department has consistently failed to acquire 
new computer systems on time or within budget. For example, the total cost 
for the department's computer aided design and drafting (CADD) program 
has increased from the original estimate of $52 million to a. total cost 
currently exceeding $130 million. In addition, the life-cycle cost of the 
department' s accounting automation project has grown from $3,4 million in 
1986 to an estimated $8.8 million in the current year. Caltrans still has not 
completed these projects and is requesting funding for both CADD and 
accounting automation in the budget year. . 

The GIS is a complex technology that may require even greater coordina­
tion than other systems that Caltrans has acquired. To implement GIS effec­
tively, we believe the department needs the following capabilities: (1) a 
strong department-wide commitment to the program that can overcome both 
functional divisions (for example, between planning/management and 
project development functions) and departmental decentralizátion; (2) an 
effective training program that will ensure that GIS is utilized productively 
once it is implemented; and (3) a plan for data development that will ensure 
that the information necessary to make the program successful will be avail­
able. We see no evidence that the department has taken these necessary steps 
to implement GIS effectively at this time. For example, the feasibility study 
report for the project makes only minor references to these issues and 
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provides no assurance these conditions will exist for project success. We 
consequently recommend deletion. 

Mass Transportation: Vanpool Loans 

Recommend deletion of $2.5 million to establish a revolving fund for the 
purchase of vans by state departments. (Reduce, Item 2660-001~853 by $2.5 
million.) 

Request: $2.5 IIlillion in .Petroleum ViolationEscrow Account (PVEA) 
funds to establish a van acquisition revolving loan fund, administered by 
Caltrans. 

Analyst's Findings: The department contends that the long lead time (up 
to 30 months) required to purchase a van discourages van pool use by state 
employees in various state agencies. One of the major problems with van 
purchase by state departments is a lack of coordination between them and 
the Department of General Services and timing of the requests to coincide 
with manufacturer production cycles .. The request does not solve this 
problem. In addition, Caltrans does not knowat this time which departments 
need vans and whether they have budgeted adequate funds to reimburse the 
revolving fund. Finally, the proposallacks criteria for allocating the funds 
among competing departments and other key administrative details. Conse­
quently, we recommend deletion of $2.5 million in PVEA funds to establish 
a separate revolving fund for the purchase of vans by state departments. 

Mass Transportation: Rail Project Monitoring 

Recommend reduction of 7.6 PYs and $489,000 from the TP and D Account 
for rail project review and monitoring.' (Reduce Item 2660;"001-046 by 
$489,000.) 

Request: $489,000 and 7.6 PYs to perform quarterly reviews of rail projects 
receiving bond funds. 

Analyst's Findings: The department's request is not justified on a 
worldoadbasis. The request assumes 209 rail projects subject to quarterly 
reviews and semi-annual site visitsin 1992-93. This number of projects is 
derived by assuming a $5 million average project cost for $1.75 billion in 
bond funded projects in 1991-92 and the budget year. Our review shows this 
methodology is flawed. For instance, in the cUrrent year, only 34 projects 
have been funded to date. Based on the amount of bond funds allocated to 
date and theaverage costs of projects (some in tens and hundreds of 
millions of dollars), the department's workload estimate is overslated. In 
addition, the department assumes four quarterly meetings on all projects, 
including right-of-way acquisition projects. This isunreasonable particu1arly 
because bond funds for right-of-way purchase must be expended within six 
months af ter bonds are issued - at which time the project is complete. We 
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question the need to monitor these projects with four quarterly reviews and 
two semi-annual site visits. Until the department. can better identify Us 
workload, we recommend the request be rejected. 

Capital Outlay _. Lands and Buildings 

The Governor's Budget proposes an appropriation of $536,000 in Item 
2660 for capital outlay expenditures for land and buildingsprojects in the 
Department of Transportation. Please see our, analysis of that item in the 
capital outlay section of this Analysis which is in the back portion of this 
document. 

Office of Traffic Safety 
Item 2700 

General Program Statement 
The Office of Traffic Safety (OTS) is responsible for evaluating and 

approving all state and local highway safety projects supported by federal 
funds. To qualify for federal funding, these projects must (1) comply with 
uniform safety standards established by the federal Department of Transpor­
tation and (2) address highway safety problem areasidentified by OTS. In 
addition, OTS is responsible for (1) updating the California Highway Safety 
Plan, (2) providing technical assistance to state and local agencies in the 
development of traffic safety plans, and (3) coordinating ongoing traffic 
safety programs. 

Overview of the Budget Request 
The budget proposes no workload or program changes for .. OTS. 
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The total expenditure level of $19.3 million proposed for 1992-93 inc1udes 
about $19 million in federal funds primarlly for grants and $317,000 in Motor 
VehicleAccount funds for grant administration. The proposed amount is an 
increase of $10,000, or 0.1 percent, above estimated current-year expendi­
tures. Theincrease is. the net result.of an increase of $194,000 in federal 
grants and a decrease of $184,000 in support expenses. 

Department of the California Highway Patrol 
Item 2720 

MAJOR ISSUES 

~ Workers' Compensation and Industrial Disability Costs. 
The department' s workers' compensation and industrial 
disability retirement costs are increasing. On an aver­
age annual basis, about 73 percent of the California 
Highway Patrol officers who retire receive industrial 
disability payments - a significantly higher percentage 
than the public safety group as a whole. 

~ Inspection of Truck Terminals. The biennial inspection of 
truck terminals is not self-financing, contrary to legisla­
tive intent. Legislation is needed to raise fees to make 
these inspection activities self-supporting. 
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FindingS.and Recommendations Analysis 
Page 

1. 'Work~rs' CompenSation Cost Containment Efforts Proposed. 93 
Expenditures for workers"'compensation andindustrial' 
disability retirementare,increasing. Recommend adoption of 
supplemental report language requiring the Department of 
the California Highway Pa trol (CHP) to report on efforts to 

:,redj;teeor slow ljIfure workers' compensation and industria,l, 
disabilit}r retirement costs., 

2. Funding Proposal for Truck Weigh and Inspection Stations 96 
is Reasonable. The proposal to fund the commercial vehicle 
inspection and regulatory, program from a combination of 
State Highway Account and Motor Vehicle Account money is 
reasónable. 

3. 'Biennial.Inspection of Terminals Program is Not Self- 97 
Financing. This inspectionprogram does not generatesuffi­
cient revenues to cover costs.Recommendenactment; of 
le~slation to raise fees so that revenues cover costs. ',' 

General Program Statement 
The CHP is responsible for ensuring the safe, lawful, and éfficient 

transportation of persons and goods along the state's highway system. To 
carry out this responsibility, the department administers three programs to 
assist, the- mÓloring<public: . .(l) Traffic Management, (2) Regulation and 
Inspe<::pon, ,and ,,(3) Vehic1e Ownership Security. A fourth program, 
Adminif;gation,provides!idministra,tive services to the first three programs. 

Overviewof the Budget Request 
The proposed CHP budget is prlmarlly a workloadbudget. 

The budget requests a total of $684.4 million for expenditure by the CHP 
in 1992..:93. This is $42:8 million, or 6.7 percent, above estimated expenditures 
~ the ,current year. Table 1 summariZes the department's expenditures, by 
progI:am, for Jhe prior, current, and budget years. 

--- _. __ .. _-~------~-'--
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Department of the California Highway Patrol 
Budget Summary . 
1990-91 through 1992-93 ... 

Expendltures 
Traffic management 
RegulatIon and inspectIon 
Vehicle ownership security 
AdministratIon (distributed) 

Total. 

State funds 
Federal funds 
Reimbursements 

Personnel-Years 

$525.3 
~0.2 

11.9 

$573.2 
2.5 

11.7 

8,665.1 

$573.0 
55.4 
13.2 

$626.8 
2.8 

12.0 

9,018.4 

$606,9 
63.4 
14.1 . 

$668.6 
2.8 

13·e, 

~ 5.!:~% 
14.4 
6.8 

6.7% ' 

6.7"/0 

8.3 

Table 2 summarizes the major changes in the CHP~s' budget proposal for 
1992-93 inc1uding: .. '. i 

• Baseline adjustments totaling $19.7 million; and 

• Worldoad ~fid program changes totaling $23.3 million. Major changes 
inc1ude (1) $10.3 million for telecommunications '. personheland 
dispatch center equipment upgrades, (2) $3.5 milliori for' inc:reAséd 
workers' compensation costs, and (3) $2.6 million foriricreased 
worldoad and' reorganization of the (commercial) truck ... regulatory 
program. 

. ;., 

, , '~.'~ 



III • 92/ BUSINESS. TRANSPORTATION AND HOUSING 

DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL-Contlnued 

1991-92 Expendltures (rev.) 

Baseline adjustments 
PERS restoration 
Inspection/weight stations 
Elimination of one-time costs 
Price increase 
Managers salary reduction 
Other 
Subtotals 

Workload and program changes 
Telecommunication services 

_,Field and flight operations 
Workers' compensation 
Truck regulation and inspection 
Data processing 
Hazardous substance activities 
Subtotals 

1992-93 Expendltures (prop.) 

Change from 1991-92 
'Amount 

$622.8 

$36.0 
-16.0 
-11.4 

1.7 
-3.0 
~2.6 

($4.7) 

$9.3 
3.7 
3.5 
2.5 

$648.4 

$25.6 
4.1% 

Analysis and Recommendations 

$16.0 

($16.0) 

0;1 

_ $16.1 

,-.$16.t 
100% 

No Additional Traffic Officers Requested for Patrol 

$18.7 

.0 
(-$1.0) 

$1.0 
0.6 

$19;9 

$1.2 
6.4% 

Item 2720 

$641.5 

$36.0 

-11.4 
1.7 

-3.0 
-3.6 

($19.7) 

$10.3 
'4.3 " 

3.5 
2.6 

$684.4 

$42.9 
6.7% 

In the Supplemental Report of the 1989 Budget Act, the Legislature dirécted 
the CHP to develop a staffing methodology which is to be the basis for 
traffic officer requests starting in the 1992-93 budget year. 

The CHP completed the required study in 1991. The study identified key 
factors for determining the CHP' s workload and staffing levels. The factors 
inc1ude (1) the number of accidents occurring within CHP's jurisdiction, (2) 
the amount of time traffic officers spend on enforcement duties such as 
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arresting drunk drivers, and (3) the frequency of patrol on urban and rural 
roadways~ Some of the factors - such as the number of accidents --:- are 
beyond the CHP' s contról and are related to such factors as the growth in 
vehic1e population. Other service level factors - such as the frequency of 
patrol on a rural roadway - are policy decisions and ought to be deter­
mined according to the Legislature's priorities. 

Currently, the CHP has about 5,500 traffic officers for patrol and traffic 
enforcement activities, inc1uding about 4,200 assigned to road patrol and 
1,300 assigned to other activities such as truck inspection and regulation: 

Proposed Service Level Will Be Less Than Staffing Study Level. Based on 
a: level of service determined to be preferableby the CHP, the staffing study 
identified aneed of 6,000 traffic officers for road patrol- 1,800 officers more 
than the current level. Our review of the staffing report shows that this level 
of staffing would provide approximately twice the amount of roadpatrol 
time as currently provided, in addition to responding to accidents, issuing 
traffic citations, attending court, training, and otheractivities. 

For 1992~93, the CHP is not proposing to expand its patrol force. Instead, 
the CHP intends to redistribute staff among regions in order to more 
effectively aIlocate current patrol officers so as to achieve a more consistent 
service level among regions. 

Workers' Compensation and Industrial 
Disability Retirement Expenditures Are Rising . 

Workers' compensation and industrial disability re(irementcosts are 
ris ing. Additionally, workers' compensation costs are underfunded for 1992-
93 and could resuit in an increased demand on Motor Vehicle AccQ,mt 
(MVA) resources if the CHP is unable to pay for these costs through 
redirections ánd savings. in other areas. 

We .recommend that the Legislature adopt supplemental report language 
directing the CHP to report by December 1, 1992 on specific methods it has 
identified to control workers' compensation program costs and,to reduce the 
incidence of industrial disability retirements (IDRs). The report should also 
assess the potential eflectiveness of the cost containment methods and a 
plan to implement them. . 

Annually, the CHP pays a substantial amount in workers' compensation 
benefits to uniformed employees (traffic officers) who are injured while 
performing their job duties. In general, three types of workers' compensation 
benefits are available to these employees. First, medical costs related to the 
injury are covered. Second, officers injured on the job receive fuIl salary for 
one year in lieu of disability payments. (This benefit is referred to as the 
"4800 time," as provided under the Labor Code Section 4800.) The third type 
of benefit pays for vocational rehabilitation costs and provides permanent 
and temporary disability payments mainly beyond the first year of disability 
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(referred to as "compensation"). In 1991-92, .the department estimates total 
workers'compen~ation expenditures to be about $38 million. 

Traffic officers who sustain job-relatedinjuries and are unable to retUrn 
to their patrol duties are eligible for lOR. Typically, lOR is preceded by an 
employee having received workers' compensation benefits. Similar to other 
retirement costs, IORs are paid from the Public Employees' Retirement Fund 
which is supported by employer and e~ployee contributions. 

Workers' Compensation Claims and Costs Ha.ve Been Increasing. our 
review shows that the number of Claims for workers' compensation as weU 
as the total costs for these claims to the CHP have been increasing. For 
instaI)ce, annual claims increased from 2,235 in 1987-88 to 2,560 in 1990-91 
~a 15 percent increase. Over the period 1987-88 to 1990-91, total costs of the 
programgrew. annuaUy by a rate ranging from 6 percent to 11 percent, 
resuiting in costs increasing from $26.7 million in 1987-88 to $34.8 million in 
1990-91, as shown in Table 3. Currently, the CHP indicates that there is a 
total of about 5,570 active workers' compensation cases that are in various 
stages of review and payment. 

Department of the California Highway Patrol 
Workers' CompensationCosts 
and Industrial Disability Retirement Expenses 
1987-88 through 1990-91 

(dollars in millions) 

Percent increase 6.4% 11.3% 
Industrial Disability Retirement 
Amount $30.1 $33.4 $36.9 
Percent increase 11.0% 10.5% 

10.1% 

$39.8 
7.9% 

Industrial Disability Retirement Expenses Are Rising. Table 3 also shows 
that over the period 1987-88 to 1990-91,IOR costs increased from $30 million 
to about $40 million, an annual growth rate ranging from 8 percent to 11 
percent. The increase was primarily due to increases in the number of 
industrial disability retirees as weU as the annual salary / compensation 
amount paid. on an average annual basis, about 73 percent of the CHP 
officers who retire each year receive lOR payments. CHP's averagé annual 
percentage of IDRs is higher than the Public Employees' Retirement System 
(PERS). public safety group as a whole, which includes local policemen, 
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firemen, and school safety members. The rate for this group isabout 40 
percent. The reasons for these differences is unc1ear but potentially could be 
explained by differences in such factors as the characteristics of the 
retirement pools, position duties, and risk exposure on the job. 

Workers' Compensation Expenditures Have Been Underfunded. The CHP 
is requesting $30.5 million, anincrease of $3.4million, to pay for anticipated 
workers' compensation costs in the budget year. our review. shows, 
however, that the amount requested for the budget year probably will not 
be adequate to cover total workers' compensation expenses. This is because 
the requested amount is significantly less than actual expenditures in the 
past. For instance, actual costs were $31.6 million in 1989-90 and were $34.8 
million for 1990-91. The department indicated that in prior years, the 
underfunded expenditures were paid by redirections and savings in other 
program areas. 

Based on past trends, our review indicates that it is unlikely that costs in 
the budget year will fall below those of past years. Consequently, in order 
to fully fund its workers' compensation costs, the department will probably 
have to redirect funds from other activities or request a deficiency from the 
MVA at a later time during 1992-93. 

Higher IDR Costs Also Resulted in Deficiency Request. The increase in 
lOR expenditures has resultecl, in part, in higher costs to the CHP in the 
form of higher employer contributions for· employees' retirement. For 
instance, the PERS raised CHP's employer contribution rate in the current 
year. This rate increase resulted in a deficiency funding request of about 
$15.5 million for 1991-92. 

Efforts to Review Workers' Compensation Costs Merit Funding. For the 
budget year, the CHP is requesting funds for one staff position to identify 
ways by which the department can contain workers' compensation costs and 
curb its rate of increase. By performing various cost-contaimnent activities, 
the CHP anticipates that it could recluëe its workers' compensation costs. 

Our review indicates that the CHP's request is warranted. Furthermore, 
we believe that the Legislature ought to be informed of the CHP's efforts to 
control workers' compensation and lOR costs. Therefore, we recommend that 
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the Legislature adopt the following supplemental report language directing 
the department to prepare a report on its workers' compensation program, 
including the impact on lOR. 

The Department of the CalifoI'I).ia Highway Patrol shall report to the Legisla­
ture by December 1, 1992 on its workers'compensation program. The report 
shall include: (1) an identification of the ~ of job-related injuries and 
circumstances resuiting in workers' compensation claims, (2) identification of 
any financial incentives inherent in the existing workers' compensation and 
lOR programs, (3) a description· of specific methods to control workers' 
compensation program costs, (4) anassessment of thepotential effectiveness 
of these methods on warkers' compensation costs and the impact on the 
incidence and costs of industrial disability retirement, and (5) a plan to 
implement the cost containment methods. 

Funding Commercial Truck Regulatory 
Program From State Highway Account 

The proposal to fund the commercial vehicle inspection and regulatory 
program with a combination of the State Highway Account (SRA) and the 
MV A is reasonable. 

Currently, the CHP is responsible for operating weigh and inspection 
stations as part of its commercial vehicle inspection and regulatory program. 
Under this program, the CHP weighs commercial vehicles to ensure that 
trucks do not exceed legal weight levels and inspects trucks for compliance 
with safety equipment and operation requirements. For 1991-92, costs of the 
program total $33.5 million primarily from the MV A. 

Beginning in 1992-93, the budget proposes to support about 40 percent of 
the program - about $16 million ~ from the SHA. The SHA derives its 
revenues primarily from truck weight fees and fuel taxes. The State Constitu­
tion restricts the use of fuel taxes tohighway construction, maintenance, and 
operation, as well as the constructionof transit guideways. Discussions with 
CHP indicated that the funding split is based on a mutual agreement 
between the Department of Transportation and CHP. The department 
maintains that using a combination of MVA and SHA money for the 
program is justified because the inspection program provides preventive 
measures to minimize operational problems (such as spills and delays) and 
structural damage to state highways caused by excessive truck weights. For 
instance, safety inspections on equipment may prevent subsequent closure 
of a high way in the event unsafe equipment resulted in an accident. 

Our review indicates that while the funding split is arbitrary, the program 
reduces the cost of highway maintenance and repairs and, consequently, the 
use of these funds is reasonable. 
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Implementatlon of the Blennlal Inspeetion 
, ofTerminalsProgram Continues to Be Slow 

The inspection of terminals will take more than two years to complete 
at current staf! levels.Bec4us~ the program 40es not generatesufficient 
revenues to cover program costs,'werecominen4the enactment of legislation 
to raise the Biennial Inspection ot Termintils(BI7) inspection fees to make 
the BIT program self-supporting. . , ' 

Chapter 1586, Statutes of 1988 (AB 2706, Ka,~),established the BIT 
program. Under the BIT program, the CHP is required to inspect once, every 
two years the truck "terminals" of people who use trucks and trailers as part 
of their business: A "tenninal" is the place where the vehicles aregaraged 
and'maintained. The program was established with expressed legislative 

'intent that' the program would be. self-financing; An' inspedion and 
reinspection fee of $100 for small terminals and $400 for large terminals is 
chárged to cover program costs. . 

By July 1991 (the end of the first two years of the program) about 36,000 
terminals had sigiled up for inspection and paidthe appropriate fee. 

. Program Continues to Have Significant Problems. In our last Analysis, we 
pointed out.a number of implementation. problems in the, BIT program, 
including a backlog of terminals to be inspected and the need to increase 
fees to fully support the, program. 

Chapter 928, Statutes of 1991 (AB 1886, Katz), subsequently amended the 
program to require a reinspection fee and made all fees nonrefundable. As 
discussed in. detail below, our review of the BIT program's operation to date 
still shows th~ following: ' 

• A backlog of terminals that have" not been inspected will continue,.into 
the budget year. '. 

• The department will not be able to meet the two-yearinspection cycle 
without additional staff or significant changes in procedures., . 

'. Current-year revenue from reinspection lees will be lower than 
anticipated. . ' 

• The program is not self-financing. 

The 8IT Program Continues to Have a Backlog. Data from CHP indicate 
thiit as of January I, 1992, it hadinspected only abo1,lt 75 percent (or 27,000) 
of the terminals 'which should have been inspected during the first 
inspection cycle.This leavesa backlog, of ab01,lt 9,000 terminals yet to be 
inspected.These terminals have been waiting six months. or more for an 
inspection, af ter paying their fee. 

To address the backlog, the budget proposes to add nine inspectors -
increasing the total number of BIT inspectors to about 95. Our review 
indicates these positions are warranted. Even with this increased staffing 
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level, we estimate that it wiU take the department until September 1992 to 
complete the 9,000 inspections, based on the rate of inspections conducted 
in the current year.· " ! ' ." ", " " 

';Subsequent Iti$pe~tlQn,CyclesAlso Will Ta~e Limger. our an~iysis. also 
, shows that on ~n '~~gomg.,basis, it ~. take 95 staff cl~se. t~ three yearsto 
inspect a projected total of about 38,000 terminals (initial and renewal) a~d 
conduct all reinspections. To meet the two-year cycle, CHP would need a 
totalof about 137'inspectors. This' is 42 more inspéêtors than the ,number 
proposéd for the· budget year. ' ' 

.. 
Alternatively, if CHP was able to reduce t~e average inspection time to 

~év.eri houfs,(as compared to the current 10 hours) per terminal, it would be 
élble ,to meet the ~o-year cycle, at the proposed W9.2-93 s~ff level. In its 
August 1991, report to, the "Legislature on the BIT program, the CHP 
identified various programmatic changes that could reduce the inspection 
time which th~ Legislaturemay want to consider. , 

Reinspe,f#o~;Fees ,Have Not Been Collected.Cllapter 928, effective 
October 1991, tequired that reinspections be charged a fee of $100 or $400 
depending on the type of terminal. However,our review shows that the 
CHP,does not plan tobegincollectión ofthereinspection fee until March 
1992 .. Based on the average number of inspections performed monthly and 
a reinspection rate of 30 percent, we estimate that .thedelay in implementing 
the fee will resuit in a, .loss of about $300,000 in revenue to the MVA in the 
curr.~nt year. ' ., ' 

Lower Than Anticipated Revenue From BIT in Current Year. Our review 
further shows that program revenues in the current year will be significantly 
lower than the $8 million estimated in the budget. This, is because the $8 
million estimate assumes that the second cycle of inspections would begin 
in July 1991. However, the second cycle was delayed and renewal notices 
were not sentóut until December 1991. The esfimate also assumedthat the 
reinspE;!ctlón fee wouid bé collected earlier than March 1992. Based on data 
from CHP, we now estimáte that program revenues will be about $2.8 
million (instead of $8 million) in the current year. 

Fees Nee4 to Be Increased Because Program is Not Self-Financing. Our 
"reView' shows that.with the proposed. increase in st~ff, the BIT program is 
projectëd to cost $8.2 million in 1992-93. If the rate of inspection remains· the 
same as in the current year, it will take CHP three years to complete ~ll 
insp~tions, generating' áverage annualrevenue' of about'$4.2 million~ Thu,~, 
on an ongoing basis, the program costs will exceed revenues by about $4 
million annually. Even if the average inspection time is reduced to meet a 
two-year cycle with the propO!led staffing level, the progr,é1m costs will,still 
exceed t:evenues and (ees will need to be increased. ," 
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In order that the program is self-supportin~ fees would need to be raised 
- almost doubied - for revenues to meet program costs. Accordingly, we 
recommend that the Legislature enact legislation to raise the BIT inspection 
and reinspection fees. 

Capital Outlay 

The Govemor' s Budget proposes an appropriation of $15.1 million in Item 
2720 for capital outlay expenditures for the CHP. Please see our analysis of 
that item in the capital outlay section of this Anillysis which is in the back 
portion of this document. 

Department of Motor Vehicles 
,'em 2740 

MAJOR ISSUES 

~ Motor Vehicle Account. The Motor Vehlcle Account 
(MVA) faces a deficit In the current year. For the 
budget year and beyond, fee Increases, funding shifts, 
and/or expenditure reductlons are needed to avold a 
deficit. 
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Findings and Recommendafions Analysis 
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1. MVA Faces Current-Year Deficit. This account will have a 102 
deficit in the current year because revenues are less than 
estimated and there is no assurance that "unidentified 
savings" will be achieved. " 

2. MVA on Shaky Ground in Budget . Year and There Is 105 
Increasing Demand on MVA Resources in Future. The MVA 
will require fee increases, funding shifts, and expenditure 
reductions to avoid a deficit in the budget year. Expenditures 
beyond the budget year will exert increasing demands on the 
MVA. 

3. Additional Information Needed Qn Unidentified Savings. 106 
Recommend that the Department of Finance report to the 
Legislature on how unidentified savings will be allocated to 
the California Highway Patrol (CHP), Department of Motor 
Vehicles (DMV), and Air Resources Board (ARB) in the 
current and budget years. Further recom~end that the 
Legislature set its own priorities upon review Qf the 
adminisfration's reduction plan. 

4. Collection of Social SecurityNumbers. Withhold recommen- 107 
dation on $16 million to implement the collection of social 
security numberson drivers' license and vehicle registration 
initial application and renewals pendingreceipt of additional 
information and completion of our review of the request. 

General Program· Statement .. 
_ot . , 

The DMV is responsible for protecting the public Ïllterest in vehide 
ownership and promoting public safety on California's roads and highways. 
Additionally, the department provides rev~mle collection services for state 
and local agencies·. To carry out these iesponsibilities, the department 
administers·four programs to aid the ddving public: (1) Vehicle and Vessel 
Identification and Compliance, (2) Driver Licensing and Personal Identifica­
tion, (3) Driver Safety, and (4) Occupational Licensing and Investigative. 
Services. In addition, the New Motor Vehicle Board operates as an indepen-
dent agency within the department. . 

Overview of the Budget Request 
The proposed DMV budget is essentially a workload budget with 

increases requested to implement legislation enacted in 1991. 
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The budget proposes total expenditutes·of $525.4 million for the support 
of the DMV in 1992-93. This. is an increase of $22 million, or 4.4 percent, 
above estimated expenditures for the current year. Table 1 displays the 
expenditures and staffing levels for the department from 1990-91 through 
l~a . 

Department of Motor·Vehicles 
Budget Summary 
1990-91 through 1992-93 

(dollars In millions) 

Expenditures 
Vehiclelvessel identification $255.4 

and compliance 
Drilierlicensing and 

personal identification 122.2 
Driver safety 60.6 
Occupational licensing and 

investigative services .; 26.4 
New Motor Vehicle Board 1.1 
Administration (distributed) 

Totals $465.7 

State funds $450.2 
Federal Trust Fund 1.2 

. Reimbursements 14.3 
Years 166.5 

$275.4 $291.4 5.8% 

135.5 138.9 2.5 
63.2 65.3 3.3 

27.9 28.4 1.8 
1.3 1.5 15.4 

6.7 

$503.3 $525.4 4.4% 

$489.1 $510.9 4.5% 
0.2 -100.0 

14.0 14.5 3.6 
8,716.4 .7 3.2% 

Table 2 summarizes the major changes in the DMV's proposed budget for 
1992-93, including: 

• Baseline reductions of $13.5 million. 

• Workload and program changes totaling $29.6 million. Major changes 
include (1) $19.2 million for implementing new legislation and (2) $5.1 
million for permanent funding of the process to administratively 
suspend drivers' licenses for driving under the influence of alcohol. 
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Base/ine adjustments 
Employee compensatión -2.3 -1.2 -0.2 -3.7 
Llmited.term'ppsltlons ,. ·~6.0 -2.7 -8.7 
Managêrs' salaryreduction -2;0 -1.0 ···-2.9 

One·time/annualized costs -2.3 -1.2 - -3.5 
Price increase 1.7 1.1 2.8 
Other 4.2 -1.6 -0.2 2.4 

Subtotals (·$6.6) (·$6.5) (·$0.4) (·$13.5) 

Work/cad and program changes 
Workload increases $1.4 $0.9 $0.4 .$2.7 
New legislation 9.1 10.1 19.2 
Administrative .license suspension . 5.1 5.1 
EDP enhancemeritsl 
telecommunication 0.2 0.3 0.5 

Driver competency enhancements ,,0.8 0.8 
Revenue collection 0.4 0.8 1.2 
New Motor Vehicle Board 

Subtotals 

1992-93 Expenditures (prop.) 

Change from 1991-92 
Amount 
Percent 

Analysis and Recommendations 

MVA Faces Current-Year Deficit 

The MV A will have a current-year deficit because revenues are less than 
estimated and there is no assurance that "unidentified savings" will be 
achieved. 
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The MVA derives most of its revenue from motor vehicle registration fees 
and driver license fees. In 1991-92, vehicle registration fees account for 76 
percent ($760 million) oftheestimated $995 million in MVA revenues. The 
m:ajority of MVA resources are used to support the activities of the DMV, 
'the CHP, and the ARB. 

Fees 'Were Increased in the Current Yea~ to Baranee the MVA. In our last 
Analysis, we indicated that additional revenues tO,theMV A would be needed 
to énable a transfer of funds from that account to the General Fund and at 
the same time leavea prudent reserve in the account. As part of the current­
year budget balancing package, legislation was enacted to inérease the 
vehicle registration fee by $5 (to $28) and the driver license fee by $2 (to $12) 

,effective January 1, 1992. The fe~ increases were expected to generate $73 
million in the current year. Thisincrease enabled the 1991 Budget Act to 
transfer $51.5 million - revenues generated fróm the sale of information to 
the private sectórand froin issuanteof identification ëards - to the,General 
Fund . .It was e~timated that af ter the transfer, the MVA would have il reserve 
of about $56 million at the end of the current year. 

, Updated Estimates Show a Current-Year Deficit. Our review shows that 
': despite . the fee increas~s, the MVA will face a current-year deficit for two 
. main reasons: ' , 

-Reyenue projections have beenloo optimistic. 
- Expenditures are higher than anticipated. 

Revenue Projections Have Been Too Optimistic. As Tablé3 shows, total 
'MVA revenues have been consistently over-estimated in recent years. I!, bot~ 
1989-90 and 1990-91, actual revenues fell short of projected revenues by $22.9 
million and $37.5 million respectively. For the current year, the Govemor's 
Budget now estimates revenues again to be lower than projected - by $41.2 
million. ' 

Our analysis shows that the shortfall in MVA revenues is dueto overly 
optimistic projections of vehicle registration reyenues .. As shown in Table 3, 
there hás been a shorffall in excess of $60 million in each of the. last two 
years. The shortfall has been due primarily to a decline in new vehicles 
registered. 

Current-Year Expenditures Are Higher Than Anticipated. While the 
amount of revenues' going. intó this account has been overestimated, 
expenditures from this account have been underestimated •. Expenditures in 
two areas inparticular have exceeded estimates for a total increase iI1 costs 
of about $17~7 million in the current year. First, the anticipateq. surplus in the 
Public Employees' RetirementSystem (PERS) fund which would be used to 
pay for CHP ,retirement contributions in the current year is lessthan 
expected~ ~econd, there'has been an increase in the employercontribution 
rate for CHP 'staff retirement benefits in the current year. At the time this 
ailalysis was prepared, there was pending legislation (AB 1922, Frizzelle) that 
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would prohibit the surplus in the PERS fund frombeing used to offset 
employer contribution costs and instead be used to partially offset employee 
contribution costs for three years beginning in the current year. If this 
legislation is enacted, expenditures to the MVA will be higher and would 
require'a deficiency request of $34.8 million' in the current year to cover 
CHP's employer contribution costs that were to be offset by the surplus. 

Motor Vehicle Account 
Projected Revenues Versus Actual Revenu.es 
1989-90 through 1991-92 

(dollars In millions) 

MVA Revenue 
Budget Act - projected $867.2 $921.5 
Actual 844.3 884.0 
Estimated 

Shortfall $22.9 $37.5 ' 
Percent shortfall 2.6% 4.1% 

iele Reglstratlon Revenue 
Budget Act- projected $726.1 $737.8 
Actual 660.2 675.0 
Estimated -
Shortfall $65.9 $62.8 
Percent shortfall 9.1% 8.5% 

$1,035.9 

994.7 

$41.2 
4.0% 

$782.4 

$22.4 
2.9% 

Transfers and Savings May Not Be Adequate to Avert a Deficit. TQ avoid 
a current-year deficit, the Govemor's Budget proposes to: 

• Transfer $18.5 million from the State Highway Account (SHA) to the 
MVA in the current year. 

• Reduce current-year expenditures by achieving $10 million in "un­
identified savings." 

Despite these proposals, our analysis iridicates that the MVA willlikely 
experierice a current-year deficit. First, there is no assurimce that the full 
amount of "unidentified savings" will materialize. This is because for 1991-
92, various departments which are supported through the MY A have already 
identified total savings of $4.3 million relating to lower workload estimates. 
The budget anticipates that they will achievean additional $10 million in 
savings. However, the budget' does not specify how this will be achieved. 
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Second, our review shows that current-year revenues from truck terminal 
inspections - these revenues are deposited in the MVA - will be much 
lower than the $8 million estimated in the budget. Based on dáta from CHP, 
we estimate that revenues will be about $2~8 million from inspection fees, a 
diffetence of $5.2 million. Consequently, additional expenditure reductions 
will be n~essary in order to balance the account in the current year. 

MVA on Shaky Ground In Budget Year and 
There Are Increasing Future Demands on the Account 

The MVA wilmot be balanced without additional eXpenditure reductions, 
fee.i~creases, or funding shifts in 1992-93. Beyond the budget year, eXpendi­
tuies will exert increasing demands on the MVA. 

Our review shows that, in the past, MVA expenditures have grown faster 
thanrevenues. One reason for the gap between revenues and expenditures 
is that reventies to the account grow with the increase in vehicle and driver 
populations, which generally are not sensitive to inflationary cost or 
workload increases. Additionally, MVA funds have been used to support an 
increasing number of activities, some of which may not be directly related 
to the regulation and enforcement of vehicle use and operations and the 
mitigation of their effects. 

For 1992-93, the budget projects an MVA reserve of $37 million at the end 
of the year. That amount is predicated on the following proposals to increase 
resources and to reduceexpenditures: 

• Extend statutorily the $1 vehicle registration surcharge which is due to 
expire January 1, 1993 in order to 'generate about $12.5 million in 
revenuesin 1992-93. 

• Raise $3.7 million in revenues by administratively increasing from $1 
to $2 the fee charged for including unpaid parking fines on driver 
license.and vehicle registration records. This fee is deducted from 
parking fines collected for the courts. This could reduce general 
purpose revenues to local governments. 

• Shift a portion ($16 million) of the cost of operating inspection and 
(truck) weigh stations to the SHA. 

• Achieve $8 million in "unidentified savings" in 1992-93. 

Our review shows that, without the proposed actions, the MVA will have 
a deficitatlhe end of 1992-93 of about $3 million instead. 

Our review further shows that, beyond the budget year, several program 
areas will place increasing demands on the MVA. 

Workers' Compensation and Industrial Disability Retirement Expendi­
tures Are Increasing Demands on MVA. As we pointed out elsewhere in this 
Analysis, the CHP has been experiencing increasing workers' compensation 
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costs. Additionally, increasing industrial disability retirement costs result,in 
part, in higher employer retirement contributions from the MVA. (Please see 
our analysis of Item 2720, the Department of the California HighwayPatrol.) 

Joint CHP and DMVHeadquarters Building Project Will Have Significant 
Multi-Year Costs. The Govemor's Budget proposes $4.5 million in 1992-93 
to design preliminary plans for the construction of a new office building and 
parking garage for DMV and CHP headquarters. The DMV estimates the 
total project costs at about $252 million from the MVA. over a six-year 
period. (Our review of this building request is in Item 2740 of the capital 
outlay section of this Analysis whiéh is in the back portion of this dOcument.) 

The MVA Support of ARB and the California Environmental Protection 
Agency (Cal-EP A) Activities Are Limited Under the Constitution. The ARB 
and Cal-EP A are supported mostIy (70 percent to 75 percent) by moneys 
from the MVA. Both of these goverrimental agencies provide environmental 
protection services related to mobile and stationary sources. For 1992-93, a 
total of $73.1 million is requested from the MV A for support of the ARB and 
Cal-EPA. This is an increase of 10 percent over current-year expenditures 
from the MVA for these agencies. In our analyses of those agencies, we 
discuss the constitutionallimits regarding the appropriate use of MVA for 
the support of these agencies.· (Please see Items 0555 - Cal-EP A and 3900 
-ARB.) 

Future Solvency Uncertain. During the budget year and beyond, further 
actions are likely to be needed to balancethe MVA. This is because revenues 
to the account do not grow commensurate with the expenditures which are 
contemplated to be funded from the account in the budget year. 

Additional Information Needed on Unidentified Savings 

We recommend that the Department of Finance (DOF) report prior to 
budget hearings on how expenditures of the CHP, DMv, 'and ARB will be 
reduced in the current and budget years in order to achieve total MVA 
savings of $10 million and $8 million, respectively. 

We further recommend that the Legislature set its own priorities, upon 
review of the administration's plan for reductions. 

The budget proposes to avoid a current- and budget-year deficit in the 
MV A in part through "unidentified savings." The practical effect of such a 
proposal is to give the administration total discretion to determine what 
activities and programs are to be reduced without further legislative over­
sight. However, the administration's (and the departments' priorities) may 
not coin,cide with the Legislature'sown spending priorities .. 
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We believe that the Legislature needs to be informed Of the 
administration's (and departments') spending priorities, and how these 
"unidentified savings" will be achieved. Therefore, we recommend that the 
DOF report to the Legislature prior to budget hearings on the amount of 
reductions to be made in the current and budget years by the CHP, the 
DMV, and the ARB as well as the activities or services that would be 
reduced as a result of the expenditure reductions. 

We further recommend that, based on the OOF information, the Legisla­
ture set its own spending priorities for Items 2720 (CHP), 2740 (DMV), and 
3900 (ARB). 

Collection of Social Security Numbers 

We withhold recommendation on $16 million requested from the MVA for 
the collection of social security numbers on initia I driver license and vehicle 
registration applications and renewalspending receipt of additional 
information and completion of our review of these costs. 

The DMV is requesting $16 million for 433 personnel-years to implement 
Ch 90/91 (AB 1297, Isenberg) in 1992-93. Chap~er 90 requires DMV to collect 
social security numbers on original and renewal applications for driver 
license and vehic1e registration. Additionally, it requires DMV to refuse 
renewal of vehic1e registration if the registered owner has violated a writlen 
promise to appear in court or pay a fine for a traffic violation,and to refuse 
the renewal or issuance of a driver license if the applicartt has any delin­
quent parking citations outstanding. 

The DMV estimates that it will take three and one-half years to fully 
implement Chapter 90 - beginning January 1, 1992 and with completion in 
1994-95. The DMV also estimates total costs for all years to beabout $52 
million, with the cost in 1992-93 being $16 million. 

At the tinie of this Analysis, we were waiting for additional information 
from the department regarding this proposal. Consequently, we withhold 
recommendation on the requested amount pending the receipt of additional 
information from the department and completion of our review of the costs. 

Capital Outlay 

The Goverrtor's,Budget proposes an appropriation of $11.7 million in Item 
2740 for capital outlay expenditures for the DMV. Please see our analysis of 
Item 2740 in the capital outlay section of this Analysis which is in the back 
portion of this document. 
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STEPHEN P. TEALE. DATA CENTER 

Stephen P. Teale Data Cellter 
Item 2780 

Findings and Recommendations 

1. Legislativ~ Review of Projects Needed. Recommend adop­
lion of Budget Billlanguagerequiring the Teale Data Center 
to notify the Legislature of projects with multi-yearexpendi­
tureS prior to project implementation. 

General Program Statement 

Item 2780 

Analysis 
Page 
109 
",.', 

The StephenP. Teale Data Center, one of the state's threeconsolidated 
data centers, provides centralized electronic data processing service to the 
state. The costs of operating the center arefully reimbursed by approximate­
ly 166 dient agencies through the Teale Data Center Revolving Fund. 

Overview Of the Budget Request 
The budget proposes a slight réduction in funding level for the support of 

the Teale Data Center in 1992-93, primarily the resuit of the cancellation or 
modification of various computer projects. 

The budget proposes expenditures of $78.5 million .lor the data center 
which is a decrease of $2;2 rriillión (2.7 percent) below current-year estimated 
expenditures. Table 1 . displays the major changes proposed in the budget. 
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Stephen P. Teale Data Center 
Proposed 1992,;,93 Budget Changes 

(dollars In thousands) 

.1991-92 Expendltures (Revised) 
Baseline adjustments 

Project cancellationlmodification .. 
Paid-up installation payment agreements 
Pro rata decrease 
Price increase 

.. Salary rollbackllimited-term positions 
Subtotal 

Workload changes 
epu replacement 
Loan interest expense 
SubtotaI 

1992-93 Expenditures (Proposed) 
Change from 1991-92 

Arnount 
Percent 

Analysis and Recommendafions 

$80,644 

-$5,134 
-969 
-543 
314 
-79 

(~$6,411) 

$3,890 
350 

$4,240 

$78,473 

$2,171 
-2.7% 

Legislative Review Needed Prior to Project Implementation 

We recommend that the Legislature adopt Budget Bill language directing 
the Teale Data Center to provide specified notification to the Joint Legisla­
tive Budget Committee and thefiscal committees prior to implementing any 
new computer projects which commit the state to multi-year expenditures 
in order that the Legislature can review the me.rits of these projects. 

In order to provide reliable data processing· service to its dient agencies, 
the data center updates, as wen as occasionally expands, its computing 
capacity through the replacement of computer processor units (CPUs), the 
acquisition of new units, and the application of new technologies. Generally, 
prior to such projectsbeing implemented, a feasibility study report must be 
reviewed and approved by the Office of Information Technology (OIT), and 
expenditure authority be provided by the Legislature in the Budget Act for 
costs associated with the projects. This process provides the Legislature with 
an opportunity to consider the merits of a project and the related state 
expenditures before the project is implemented. 
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STEPHEN P. TEALE DATA CENTER"';""contlnued 

epu Replacement Project Has Multi~Year Costs Beginningin Bu4get 
Year. The data center is proposing to replacetwo smaller processors with 
a larger epu in order to provide additional capacity to accommodate 
anticipated workload growth. A feasibility study report for ,the replacement 
project was submittedin November 1991, and subsequently approvedby 
OIT in early December. Total equipInentcost is estimated at $20~2 million 
from 1992-93 through 1996-97. For 1992-93~ the budgetproposes$3.9 million 
for the epu replacement project. our review of the feasibility study report 
for the project showed that the epu replacement is warranted; and we 
recommend that the amount requested for 1992-93 be approved. 

Project Implementation Will Precede Legislative Review"However, our 
review also shows that the data center intends to procure and install the new 
epu in the current year (February 1992), with installmellt payments starting 
in the budget year; Thus, the replacement project will be implementedin the 
current year, and will effectively commit the state to multi"year future 
expenditures of state funds prior to the Legislature being able to debate the 
merits of these .expenditures. 

While we. recognize,that the data center should have certainprógram 
flexibility in order to be able to ensure data processing services tocHent 
agencies, projects that involve any future (or multi-year) expenditures of 
state funds ought to be subject to legislative review and approval. In order 
that the Legislature may be informed and is provided the opportunity to 
consid~r the merits of expenditures on these kinds of projects, we recom­
mend that the Legislature adopt the following Budget Bill language 
requiring the data center to provide adequate notification prior to their 
implementation. .., /' . . " .. 

The Director of the Teale Data Center shall not enter into any,procur~ 
ment agreement with future or multi-year expenditures for computer 
prejects for whichJhe Legislature has not been soinformed. The Director , 
of Finance may authorize such agreement o~ projects to proceed no. 
sooner than 30 days afternotifi~ation in writing of the necessity therefor 
is. provided to thes~airpersons of the fiscal comlI)iUees and t~e 
Chairperson of the Joint Legislative Budget Committee,.or.not sooner. 
than whatevet lesser time the chairperson of the committee, or his or hei 
designee, may in each instance determine. 




