
Board of Control Item 112 

State Scholarship Commission-Continued 

As mentioned in past analyses, we have not recommended approval 
of special scholarship programs which tend to fragment the' State's 
student assistance program. It seems evident that numerous other 
groups which do not fare well in the general program and/or which 
view scholarships ,as recruitment aids may well advocate additional 
special programs. The costly proposals of the Master Plan for Higher 
Education on state scholarships, subsistence grants, graduate fellow
ships, awards for advanced work in teacher training, and all types of 
expansion of special programs and special interests should be closely 
scrutinized. Also, the recommendation made by the Governor's Com
mittee on the Study of Medical Aid and Health for the establishment 
of grants-in-aid for undergraduate medical students and for the en
couragement of enrollment for nurse and dental training is another 
area outside the structure of the general scholarship program and 
should be examined critically. 

We recommend approval of this item as budgeted except for the 
reduction of $10,000, for 100 awards, in the agricultural scholarship 
program for 1961-62. 

BOARD OF CONTROL 
ITEM 112 of the Budget Bill Budget page 297 

FOR SUPPORT OF THE BOARD OF CONTROL 
FROM THE GENERAL FUND 
Amount requested ______________________________________________ $15,725 
Contribution to State Employees' Retirement System________________ 1,049 

Total _____________________________________________________ $16,774 
Estimated to be expended in 1960-61 fiscal yeaL____________________ 16,357 

Increase (2.5 percent) __________________________________________ $417 

TOTAL R ECO M MEN DE D RE D U CTI 0 N ___________________________ None 

GENERAL SUMMARY 

The Board of Control, essentially as it exists and functions today, 
dates back to 1927. 

It consists of the Director of Finance, who is designated by law as 
the chairman, the State Controller, and a third member appointed by 
and serving at the pleasure of the Governor, The third member may be 
a state officer who shall act ex officio. If he is not a state officer he is 
entitled to $25 per day for each day of actual attendance at meetings 
of the board, not in excess of four meetings per month, plus traveL 
'l'he Board of Control normally meets twice a month. 

The board exercises two general types of functions, rule making and 
acting as an administrative tribunal. 

Among its more important rule making responsibilities are those 
relating to the following: 

1. Presentation and audit of claims against the State. 
2. Allowances for travel for state officers and employees. 
3. Use of state-owned motor vehicles. 
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State Scholarship Commission-Continued 

and renewals. For the agricultural scholarship program $20;000 is ex
pected to be spent in grants. The increases over the previous year's 
level for these two categories of expense are $528;000 and $16,000 
respectively. . 

With regard to the growth in General Fund expenditures as a result 
of the growth in number of awards available, two factors are present, 
both working to raise the General Fund support. First is the number 
of awards themselves, and the second is the gradual increase each year 
in the average value of the grants made. In 1956 the average. award 
amount in the general scholarship program was $408. In 1957 this 
figure was $416, then $426, $432 and a 1960-61 academic year figure 
of $445. For 1961-62, the average value of the award is expected to 
be $525 ($1,680,000 divided by the 3,200 awards available = $525). 
Even if this average value were to remain at the same level in the three 
succeeding years during which the total number of general awards 
available is due to rise, the increase in the General Fund experiditure 
will be $336,000 per year ($525 per award times 640 new awards yearly 
= $336,000) or $1,344,000 for awards alone by 1964. Lis mentioned 
above, this projection does not account for increases in the average value 
of the award, although it is likely this figure will rise as the tuition costs 
of private institutions continues to rise thus exerting its effect on the 
determination of the value of awards given to qualified applicants in 
order that they may attend the institution of their choice. It is also 
noted that the average value of awards under the agricultural award 
program has risen, and may be expected to follow a similar cOurse with 
the extension of the total number of awards to be granted. 

In view of the growth in award numbers provided by the Legislature, 
it is well to look at the commission's request for 1.5 new positions as 
intermediate typist-clerk to handle the increased workload. In order 
to maintain the work measurement ratio for the numbers of clerical staff 
in relation to applications received currently at a level in excess of 
1 : 2100, the position request appears justified. We recommend approval 
of the 1.5 positions sought, noting the increases projected for awards 
to be granted and applications expected to be received. A factor seri
ously contributing to the workload element present in this growth is 
additional time required to be expended in assessing award value in 
relation to the financial need and intended college choice of each of 
the eligible applicants. 

However, we do recommend a reduction of $10,000, equivalent to 
100 awards, in the agricult1~ral scholarship program. It is noted that 
for the first year of the program 100 awards were to be available, and 
that there were actually only 97 applicants. Although it is appreciated 
that changes in the administration of the program may be expected to 
produce a greater number of applicants for the 1961-62 competition, 
it is still felt that the progression for the budget year under consid
eration to a total of 200 awards is premature. Therefore a reduction 
in awards available to the same level as the 1960~61 program is felt 
advisable, with the subsequent allowance of another year to see whether 
the program will develop to meet the original expectations. 
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Board of Control 

Board of Control-Continued 
Unit 

Item 112 

Administrative advisor (legal) ________________________________ _ 
Man-years 

1.00 
0.13 
1.67 
1.70 

Accounting office ____________________________________________ _ 
Audits Division (audit refunds for approval) ___________________ _ 
Organization and Cost Control Division (revise rules) __________ _ 

Total ___________________________________________________ 4.50 

From the foregoing it appears to us that the value of the services 
performed for the Board of Control, which are not included in its 
budget bill item, could approximate $35,000 in salary costs alone. 

In our 1952-53 analysis, page 215, we commented upon the fact that 
certain tax refunds required approval by the Board of Control, while 
others did not and recommended that a study be made of the entire 
system of tax refunds for all taxes in the State of California, with a 
view to determining proper safeguards consistent with lowest adminis
trative costs. 

At the present time Board of Control approval is required for cer
tain refunds made under tax laws administered by the Board of Equal
ization and the Franchise Tax Board whereas it is not required for 
refund of the following taxes: 

Inheritance Tax 
Gift Tax 
Unemployment Insurance Tax 
Disability Insurance Tax 
Gasoline Tax-Refunds to consumers for nonhighway use 

It is significant to note that refunds in the second group greatly 
exceed those in the first, both as to numbers and amounts. 

Since 1952-53, two developments have taken place which we believe 
justify serious consideration of the elimination of the requirement for 
Board of Control approval of any tax refunds . 

. First, the office of Auditor General has been created, which provides 
an added safeguard through the medium of a. post audit directly re
sponsible to the Legislature. 

Second, either minimum amounts have been established for certain 
Board of Equalization or Franchise Tax Board administered taxes 
below which Board of Control approval is not required or the mini
mums existing at that time have been increased. Currently they are 
$100 for _most of the taxes in question. 

The elimination of the requirements for Board of Control approval 
of refunds of the taxes in question would not only reduce costs to the 
Board of Control, but would also result in savings in the tax agencies 
and would make for a more businesslike administration of the taxes 
involved. 

Such a change would, of course, involve numerous changes in various 
laws. 

ANALYSIS 

The $417, or 2.5 percent increase, represents replacement of a stand
ard by an electric typewriter. We recommend approval of the amount 
1-equested. 
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Board of Control-Continued 

4. Establishment of headquarters for department heads, elected ad
ministrative officials, and members of boards and commissions, for 
purposes of claiming travel expenses. 

Among its more important activities as an administrative tribunal 
are the following: 

1. To discharge state officers and agencies from their accountability 
for collecting or refunding small amounts of money. 

2. To make merit awards to state employees for suggestions increas
ing the efficiency of state operations. 

3. To approve the refund, credit, or cancellation of certain state 
taxes, usually above certain minimum amounts specified in the law. 

4. To approve claims against the State for which settlement is pro
vided by law but for which no moneys are available, or the settlement 
of which is not otherwise provided for by law. 

The last named activity is probably the most significant workload 
item from the standpoint of time consumed, since these claims must be 
reviewed, hearings held in some instances, and if approved by the 
board and the Governor, must be included in a separate budget bill 
item for legislative claims to provide money for payment. 

The amounts approved by the Legislature for legislative claims in
cluded in the budget acts for the last five years are as follows: 

Budget Budget Act 
Act year item number 

1956 ___ __________________ ____________________ 286 
1957 __________________________________________ 277 
1958 ________________________________________ 266 
1959 ________________________________________ 273 
1960 ________________________________________ 268 

Amottnt 
$147,783 
173,902 
707,536 
240,599 
118,869 

Following are workload indicators of certain of the major activities 
of the agency: 

, Actual Actual Actual Estimated Estimated 
Activity 1957-58 19.58-.')9 1959-60 1960-61 1961-62 
Legisla tive 

claims filed _____ 884 846 616 646 665 
Petitions for 

discharge from 
accountability ___ 378 445 503 528 543 

Merit awards' _____ 315 352 601 660 693 
Establishing 

headquarters ____ 311 443 481 481 481 

The budget for the Board of Control makes provision for two clerical 
positions only. However, a substantial amount of work of a high level 
technical nature is performed for the board by the staff of the Depart
ment of Finance. Estimates of the extent of this work, during 1959-60, 
furnished by the Department of Finance are as follows: 
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Item 113 Controller 

STATE CONTROLLER 
ITEM 113 of the Budget Bill Budget page 298 

FOR SUPPORT OF STATE CONTROLLER 
FROM THE GENERAL FUND 
.amount requested ______________________________________________ $3,370,678 
Contribution to ,State Employees' Retirement System________________ 186,915 

Total ______ ~ ________________________ ~--------------------- $3,557,593 
Estimated to be expended in 1960-61 fiscal year_____________________ 3,843,089 

Decrease (8.0 percent) __________________________________________ $285,496 

TOTAL RECOMMENDED REDUCTION__________________________ None 

GENERAL SUMMARY 

The Constitution provides for the office of State Controller, to be 
filled by election for a term of four years (Article V, Sec. 17). The 
Controller is one of those constitutional officers whose compensation 
cannot be increased or diminished during his term of office (Article V, 
Sec. 22). , 

Duties assigned to the Controller by the Constitution are the fol
lowing: 

1. He has sole responsibility for withdrawing money from the Treas
ury pursuant to Article IV, Sec. 22, which reads in part as follows: 

"No money shall be withdrawn from the Treasury but in con
sequence of appropriation made by law, and upon warrants duly 
drawn thereon by the Controller ... " 

2. Agencies are subject to requirements for filing claims pursuant to 
Article IV, Sec. la, which reads as follows: 

"Notwithstanding any limitations or restriction in this Consti
tution contained, every state office, department, institution, board, 
commission, bureau, or other agency of the State, whether created 
by initiative law or otherwise, shall be subject to the regulations 
and requirements with respect to the filing of claims with the State 
Controller and the submission, approval and enforcement of bud
gets prescribed by law." 

3 .. He is ex officio a member of the Board of Equalization. (Art. XIII, 
Sec. 9.) 

4. He is ,a member of the Reapportionment Commission. (Article IV, 
Sec. 6.) 

5. He is the last in order of succession of those who may succeed to 
the governorship. (Art. V, Sec. 16.) 

6. He may, jointly with the Governor, approve allocation of funds 
to the Attorney General for certain purposes. (Art V, Sec. 21.) 

7. He is a member of the State Highway Finance Board. (Art. XVI, 
Sec. 3.) 

All the other duties which he presently performs are assigned to him 
by statute, including membership on a number of boards and commis
sions, such as the Board of Control, the Franchise Tax Board, the 
Pooled Money Investment Board, the State Lands Commission, and 
others. 
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State Controller-Continued 

The activities of the Controller's office are grouped into eight divi
sions, the proposed man years and expenditures of which for 1961-62 
are as shown in Table 1. 

TABLE 1 
1961·62 Expenditures by Division and Fund and Proposed ManYears 

Proposed 
Division man-years 

Administration ________________ 31.4 
Accounting :...___________________ 52.5 
Audits ______________________ 67.2 
County Budgets and Reports_____ 28.2 
Disbursements _________________ 109.0 
Inheritance and Gift TaL_______ 95.3 
Tax Collection and Refund______ 83.5 
Tax Deeded Lands-_____________ 27.3 

Total _______________________ 494.4 
Retiremen t ___________________ _ 

Total _______________________ 494.4 
Percent of total expenditures _____ _ 

Proposed expenditures 

Total 
$258,040 

486,966 
509,260 
340,593 

1,243,187 
822,529 
634,282 
229,125 

$4,523,982 
260,249 

$4,784,231 
100% 

General Special 
Fund Funds 

$258,040 
449,867 
403,903 
164,094 

1,243,187 
822,529 

29,058 

$37,099 
105,357 
176,499 

605,224 
229,125 

$3,370,678 $1,153,304 
186,915 73,334 

$3,557,593 $1,226,638 
74.2% 25.8% 

A major share of the activities of the Controller's office stem from 
his constitutional responsibility to act, in effect, as the disbursing officer 
of the State, a function which is performed by the disbursement divi
sion, the expenditures of which amount to about one-fourth of his· total 
budget. Olosely related thereto are the activities of the audits division, 
which preaudits claims against the State before warrants are drawn 
and also audits the accounts of certain local agencies which ·are the 
beneficiaries of subvention programs, and the division of accounting 
which maintains the central control accounts for all state funds and 
performs other related duties. 

Not related to his constitutional responsibility are the activities car
ried on by the Inheritance and Gift Tax Division and the Tax Collec
tion and Refund Division, which, in our view are strictly tax functions 
which could better be handled by a centralized department of revenue, 
the creation of which we have repeatedly recommended in the past. 

The County Budgets and Reports Division is primarily concerned 
with the accounting and reporting of the financial transactions of local 
political subdivisions, while the Tax Deeded Lands Division performs 
certain functions relating to delinquent property taxes. 

The most significant development in the Controller's office in recent 
years has been the adoption of electronic data processing in the Divi~ 
sion of Disbursements, a program which is expected to save the State 
substantial amounts of money in future years. 

Another recent significant development has been the accumulation 
and publication of data regarding the net earnings of inheritance tax 
appraisers which are attributable to their activities in this field. 

ANALYSIS 

While the total expenditure program for the Controller's office is 
detailed on pages 298 to 307 of the budget by divisions, which amounts 
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Item 113 Controller 

State Controller--Continued 

generally to a functIonal basis, rather than by fund, the office is fi
nanced by appropriations from five separate funds, the proposed 
amounts for 1961-62 being as shown in Table 2. 

TABLE 2 

Proposed Appropriations and Total Expenditures 
1961-62, by Fund 

Budget act appropriation 
Fund Item No. A.mount Retirement 

Total 
Expenditures 

General ~ _______________________ 113 $3,370,678 $186,915 
13,512 
34,693 
15,331 

$3,557,593 
219,554 
610,374 
244,456 
152,254 

Motor Vehicle Transportation TaL_ 116 206,042 
Mo~or VehiCle Fuel _______________ 114 575,681 
Redemption Tax _________________ 115 229,125 
State School Building Aid ________ 117 142,456 9,798 

Total ________ ~ ____ ~ __________________ $4,523,982 $260,249 $4,784,231 

The total requested expenditure program for the Controller shows 
a decrease of $264,204, or 5.7 percent for 1961-62, as shown on budget 
page 298, line 16. This represents a decrease of $285,496 in the General 
Fund portion offset by increases of $21,292 in the four special funds, 
as detailed, by division, in Table 3. 

TABLE 3 

Total Expenditures 1960-61 and 1961-62, by Division, and Comparison 

Division 
Administration _______ _ 
Accounting __________ _ 
Audits - ______________ _ 
County Budgets and 

Reports ___________ _ 
Disbursements ________ _ 
Inheritance and Gift Tax 
Tax Collection and 

Refund ____________ _ 
Tax-deeded Lands ____ _ 

Total Expenditures Increase or (-) Decrease 
Estimated Proposed General Other 
1960-61 1961-62 Total Fund Fund.~ 

$256,475 $258,040 $1,565 $1,565 
495,014 486,966 -8,048 -8,762 $714 
499,136 509,260 10,124 10,229 -105 

337,988 340,593 
1,539,889 1,243,187 

800,991 822,529 

617,543 634,282 
228,284 229,125 

2,605 
-296,702 

21,538 

16,739 
841 

-324 
-296,702 

21,538 

834 

2,929 

15,905 
841 

Total _______________ $4,775,320 $4,523,982 -$251,338 -$271,622 $20,284 
Retirement ___________ 273,115 260,249 -12,866 -13,874 1,008 

Total _____________ $5,048,435 $4,784,231 -$264,204 -$285,496 $21,292 

A total of eight new positions are requested, offset by a reduction 
of 52.5, or a net reduction of 44.5. 
,More detailed comments follow on a division by division basis. 

Administration 

This division provides general housekeeping and staff services for 
the entire agency as well as technical assistance to the Controller 
relating to his responsibilities as a member of boards and commissions. 
No new positions are requested, and no increase in the level of service. 

We recommend approval of the amount requested. 
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State Controller-Continued 
Accounting 

The accounting division had an authorized staff of 55.7 for 1960-61, 
including 2.2 positions which will terminate as of June 30, 1961. 

It is proposed to re-establish two of these positions, an intermediate 
typist-clerk and an accountant I for 1961-62, to handle increased 
workload in connection with the new electronics data processing, and 
to eliminate one intermediate clerk position because of the elimination 
of a clerical operation under electronic data processing. 

We recommend approval of the following position changes: 
Budget 

Position Number Amount Pa(le Line 
Add intermediate typist-clerk _____________________ 1 $4,092 300 16 
Add accountant I ______________________________ 1 5,634 300 17 
Delete intermediate clerL _______________________ -1 --4,512 300 22 

~et increase ________________________________ 1 $5,214 

-While this represents a net increase of one position, the total author
ized for 1961-62 will actually be 1.2 less than the positions author
ized for 1960-61, and the total budgeted for the division, exclusive 
of retirement, will be $8,048 less, as shown in Table 3. 

Audits 

While the number of positions requested for 1961-62 shows a de
crease of one over those authorized for 1960-61, the total requested 
shows an increase of $10,124, due principally to a decrease in reim
bursements for field audits of flood relief programs. 

The net reduction of one position is due to the completion of field 
audits under the flood relief programs of 1958 and 1960, which de
creased staff requirements by two, offset by an increase of one required 
for field audits under the program of State Aid for Local Water 
Projects authorized by the 1959 Legislature. 

We recommend approval of the amount requested. 

County Budgets and Reports 

This division is principally concerned with the review and publica
tion of information relating to financial transactions of political sub
divisions, and the amount requested is for the co_ntinuation of the 
same staff and the same level of service as that authorized for 1960-61. 

We recommend approval of the amount as requested. 

Disbursements 

This divisiON, which is supported entirely by the General Fund, 
shows a decrease in expenditures for 1961-62 over 1960-61 of $296,702, 
of which $202,338 represents salaries and $98,833 equipment, the de
crease in salaries being due to the substitution of electronic data process
ing procedures for punched card operations. This has resulted in a 
decrease in the effective man-years required from 166.3 in 1960-61 to 
109 in 1961-62, a decrease of 57.3 man-years, or 34.5 percent. 
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State Controller--Continued 
The conversion from conventional punched card methods to electronic 

data processing is expected to be completed by June 30, 1961, and is 
based on comprehensive studies which started in 1957. The estimated 
savings as calculated by the agency on an averaged out basis are as 
follows: 

Gross savings, next five years 
1961-62 _____________________________ ~ _____________ $100,000 
1962-63 ___________________________________________ 100,000 
1963-64 __________________ ._________________________ 100,000 
1964-65 ___________________________________________ 100,000 
1965-66 ___________________________________________ 350,000 

Total ___________________________________________ $750,000 

Less added initial costs during 1959-60 and 1960-6L____ 300,000 

Net savings as of June 30, 1966 ________ ~------------- $450,000 

It is anticipated that the annual saving of $350,000, estimated for 
1965-66, will continue thereafter. 

It is our understanding that these savings are predicted upon pur
chase of the equipment involved and upon application of the procedures 
to operations in the Controller's office only. 

It is our further understanding that the Controller, with the ap
proval of the Department of Finance, has agreed to purchase the equip
ment involved for $940,420, payable in annual installments over a five
year period, starting on or about January 1, 1961, with interest at five 
percent on the unpaid balance, and further, that annual payments of 
principal and interest, plus maintenance costs, will approximate the 
annual payments which would be required on a lease basis. 

While no money has been budgeted during either 1960-61, or 1961-62 
for purchase of this equipment, we are informed that the amounts 
shown on budget page 303, line 9, for data processing-operation, of 
$365,098 and $374,652 for .1960-61 and 1961-62, respectively, include 
amounts for rental of equipment sufficient to cover the installment 
payments, including interest, plus maintenance costs. 

Advantages urged for purchase rather than continued rental of the 
equipment are that it will increase the savings substantially after 
1964-65, when the equipment will be completely paid for and that it 
will permit the use of the equipment by other agencies, on a second 
shift basis, without the additional payments which would be required 
on a rental basis. 

We recommend approval of the amottnt requested on the condition 
that both the Controller and the Department of Finance make every 
effort to extend the use of the equipment to other agencies on a contract 
basis. 

Inheritance and Gift Tax 

This division has a staff of 91, exclusive of temporary. help, dis
tributed as follows by class and location: 
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San 

Glass Sacramento Francisco 
Chief of division (attorney) ________ 1 
Administrative assistant L_________ 1 
Attorney ________________________ 5 6 
Auditor _________________________ 9 4 
Technician and cIerk______________ 15 10 

Total _________________________ 31 20 

Los 
Angeles 

9 
8 

2.3 

40 

Item 113 

Total 
1 
1 

20 
21 
48 

91 

The staff reviewes the reports filed by the inheritance tax appraisers, 
verifies calculation of the tax, participates in court proceedings and 
renders assistance to inheritance tax appraisers and taxpayers' repre
sentatives. It also performs housekeeping and accounting functions 
with respect to inheritance tax collections and administers the gift tax. 

Inheritance tax appraisers, who are not state employees, perform a 
key function in the administration of the inheritance tax, as do county 
treasurers, and as we have previously pointed out, we believe there are 
serious deficiencies in present methods of administration. Since these 
deficiencies could not be corrected without legislation, we are referring 
to them in a later section of this analysis. 

Six additional positions are requested to handle increased workload, 
offset, in part by a reduction of two man-years of temporary help. 

We recommend approval of the following additional positions re.
quested: 

Budget 
Number Amount Page Line 

Sacramento Office: 
Intermediate clerk ___________________________ 3 
Intermediate stenographer-clerk _______________ 1 

San Francisco Office: 
Intermediate clerk, effective 1/1/62_____________ 1 

Los Angeles Office: 
Junior counsel _______________________________ 1 

Total 6 

$12,378 303 71 
4,194 303 72 

1,950 303 74 

6,360 303 77 

$24,882 

Recommended Changes in Inher.itance Tax Administration 
Requiring Legislation 

From studies which we have made we are convinced that the present 
system of inheritance tax administration under which responsibilities 
are divided among independent inheritance tax appraisers, county 
treasurers, the probate courts and the State is wasteful and in.efficient. 
It is archaic and geared to an era with an economy characterized by a 
relatively small and homogeneous population, difficult travel, inade
quate communication facilities and an absence of effective fiscal admin
istration at the state level. 

The result is a substantial loss of revenue to the State. 
Our reasons for concluding that the State is losing subS.til:p.tial 

amounts of revenue under the present system stem frol)lthe nat:t;lreo~ 
the process for establishing the amount of the tax. This is fixed by a 
court order, based upon a report filed with the court by an inheritance 
tax appraiser which places a valuation on the estate. The inheritance 
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tax appraiser, though he is appointed by the State Controller, is not a 
state employee but in effect an officer of the court. 

Courts are not in a position to question valuations placed upon 
estates by appraisers because they have no staff for that purpose, and, 
by the very nature of the judicial process, a court will normally accept 
such valuations in the absence of any showing to the contrary. 

Representatives of the. estates cannot be expected to protest if the 
valuations are conveniently low and it is to the interests of the inherit
ance tax appraisers to avoid controversies which may be timeconsum
ing because they are compensated on a fee basis and the fees are 
conditioned on the' size of the estate, rather than on the amount of 
work performed or time spent on the appraisal. 

While the state inheritance tax division has a statutory responsibility 
to ". . . co-operate with, advise, and assist inheritance tax apprais
ers ... " it has no authority to alter valuations set by the appraisers, 
and furthermore it would not be in a position to do so in most instances, 
even if it had, since it has no appraisers on its staff. 

Accordingly it appears to us that the present system tends to place a 
premium on undervalttation rather than on accurate valuation of the 
estates by the inheritance tax appraisers, and that the activities of the 
appraisers are not subject to adequate supervision or review. If, on 
the average, estates are undervalued by 10 percent, the loss in revenue 
to the State. could amount to at least $6.5 million in a year where in
heritance tax collections are estimated at $58 million. 

There are two general indications that estates are being undervalued 
by the inheritance tax appraisers at the present time: 

1. The almost total lack of protests filed with the courts as to valua
tions placed on the estates by the inheritance tax appraisers. 

2. The fact that the examiners for federal estate tax purposes, who 
are career civil service employees, find it necessary to raise valua
tions set by the California appraisers as much as 100 percent in 
approximately one-half the cases involving closely held securities 
and real property. 

Furthermore, in the course of our studies, specific instances have 
been brought to our attention where parcels of real property have been 
grossly undervalued by inheritance tax appraisers. A system which 
permits gross undervaluation also does not provide consistent and 
equitable treatment of taxpayers. 

As we pointed out in our 1959-60 analysis of the Budget we believe 
that inheritance tax. administration should be completely overhauled 
and suggest two possible alternatives. 

(1) The first alternative would not change the present method of 
assessing the tax but would provide that: 
'a.Functions D:OW performed by the existing inheritance tax ap

praisers be performed entirely by state civil service personnel. 
< • h. Oommissions nOW paid to inheritance tax appraisers for probate 
"", ,appraisals under -Section 609 of the Probate Code be paid instead 
". "to the State.' Such commissions amount to an estimated $1,250,000 

per year. 
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c. Commissions to county treasurers for collection of the tax and 
other services, which amounted to $525,000 in 1959-60 be elimi
nated, with payment of the tax to be made direct to the State and 
any needed services now performed by county treasurers to be 
performed by state employees or- by others, such as safe deposit 
officials of banks, under a direct contract with the State. Payment 
of the tax direct to the State would result in additional interest 
earnings of $100,000 per year to the State by eliminating delay in 
receiving the money, and would put into the State Treasury im
mediately $4 to $7 million of much needed revenue. 

d. Oommissions now paid to the existing inheritance tax appraisers 
by the State for inheritance tax appraisals which amounted to 
$260,000 in 1959-60 be eliminated, any needed appraisers, of 
course, to be full-time state employees. 

The estimated fiscal effects of such a program per year can be sum
marized as follows: . 

Additional revenue: 
Probate appraisers' fees __________________________ $1,250,000 
Interest __________ ~_____________________________ 100,000 $1,350,000 

Costs eliminated: 
Commissions to county treasurers__________________ $525,000 
Appraisers' fees for inheritance tax appraisals_______ 260,000 785,000 

~otal _______________ ~__________________________________ $2,135,000 

In addition, we believe that substantial additional revenue could 
result from more accurate appraisals performed by technically quali
fiedpersonnel functioning on a full-time basis, under adequate super
vision and control. If these additional revenues approximated $6.5 
million, the total gain to the State from this change in program would 
amount to over $8.5 million per year. 

As a partial offset to this, there would be the added cost to the State or assuming the functions now performed by inheritance tax appraisers 
and county treasurers, but we believe that this would be substantially 
less than the $2 million these are now receiving for their services. 

(2) The second alternative, which is more far reaching than the first, 
is a complete revamping of the entire existing process, designed to: 

a. Place the tax on a self-assessed basis. 
b. Provide for administration entirely at the state level by civil 

service staff. " 
This proposal would eliminate the tax-setting function of the courts, 

eliminate the present inheritance tax appraisers and transfer all func
tions now performed by the county treasurers to the State. 

"It would involve changes in the Probate Code under which all estates 
must be appraised by inheritance tax appraisers even where it can 
readily be determined, without an appraisal, that no tax is due. 

It appears to us that appraisals are not only not needed for tax pur
],loses in such cases, but probably not for any purpose in many instances, 
mid that their cost constitutes an unnecessary charge against the estates. 
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However, the question of whether estates should be appraised where no 
tax liability is involved, and who should do the appraising where ap
praisals are needed in such instances, appears to be primarily a matter 
of probate procedure rather than tax administration. One possibility, 
which appears to us to have considerable merit, would be to require 
that such appraisals be made by the state staff on the basis of reim
bursement for actual costs. 

Combined savings and additional revenues would be the same as 
those detailed under the first alternative, except that the Stll.te would 
Dot receive the estimated $1,250,000 in probate appraiser fees. 

The estates themselves would be relieved of the costs of unnecessary 
appraisals under this proposal. 

It should be noted that the self-assessment principle is used for 
all income taxes, the federal estate tax, the California gift tax and the 
inheritance taxes in 10 states, as well as for substantially all other 
major state taxes in California. 

A complete revamping of the entire process for inheritance tax ad
ministration could best be carried out if the tax were to be administered 
by a centralized department of revenue, with an extensive field organ
ization where certain phases of its administration could be readily 
integrated with those of other state taxes. 

Tax Collection and Refund Division 

This divi.sion has two major functions, refund of gasoline tax to 
users where the fuel is purchased tax paid and used off the highway, 
and collection of five taxes assessed by other agencies. Gasoline tax 
refunds of $18,824,433 were made during 1959-60 as the result of 
82,705 claims received, while the corresponding estimates for both 
1960-61 and 1961-62 are $17,800,000 and 78,705 claims. 

No new positions are requested and no increase in the level of serv-
ice is proposed. . 

We recommend approval of the amount requested. 
We believe that substantial economies could result from assignment 

of certain of the functions performed by this division to another 
agency, but since this would require legislation it is commented upon 
under a separate heading. 

Economies in Tax Collection Activities Requiring Legislation 
The agency indicates that the authorized positions, exclusive of tem

porary help, were distributed as follows at July 1, 1960: 
Gasoline taw Taw 

Class Total Administration refunds collections 
Chief of division_______________ 1 
Auditor ______________________ 11 
Tax compliance representative ___ 17 
Technician and clerk___________ 55 

Totals ___________________ 84 

1 

2 

3 

11 
5.5 

35.5 

52.0 

11.5 
17.5 

29.0 

The activities handled by the 29 people shown under Tax Collections 
in the foregoing consist almost exclusively of collection of two taxes 
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assessed by the Board of Equalization, the truck tax and the gasoline 
tax, with the former accounting for the major portion of the effort. 

We believe that the separation of the assessing and collection activi
ties for these two taxes serves no useful purpose and results in need
less duplication, since both agencies ,maintain essentially the same rec
ords and the Controller must receive information from the Board of 
Equalization before undertaking collection action~ 

Our observations, over a period of time, supplemented by conversa
tions with staff members of the agencies involved lead us to the con
clusion that all of the collection activities now performed by the Con
troller's office with respect to the truck tax and the gasoline tax, as 
well as the insurance tax, could be absorbed by the Board of Equaliza
tion without any increase in its existing staff. 

Accordingly we believe that legislation accomplishing this transfer 
would result in elimination of substantially all of the 29 positions en
gaged in tax collection activities in the Controller's office at an annual 
saving in administrative costs of approximately $240,000, including 
retirement. It should be noted that substantially all of this saving 
would accrue to two special funds, the Motor Vehicle Transportation 
Tax Fund and the Motor Vehicle Fuel Fund, both of which are in 
effect, "feeder funds" to the Highway Users Tax Fund. 

In our 1959-60 analysis on pages 4 and 5, we renewed the recom
mendation which we have repeatedly made since 1943, that a central
ized department of revenue be created, headed by a director, appointed 
by the Governor to administer all state taxes now administered by the 
Board of Equalization, the Franchise Tax Board and the Controller, 
and made the further recommendation that pending creation of such a 
department, some reduction in present costs could be achieved by trans
ferring gasoline tax refunds from the Controller to the Board of Equal
ization. 

Upon further review of the matter, we are not convinced that the 
last named move is desirable at this time, since it appears to us that 
gasoline tax r'efunds are being administered more efficiently in the 
Controller's office tlian they would be in the Board of Equalization. 

This is due primarily. to two factors: 
1. Centralized administration of the field work on a well-planned 

statewide workload program basis, uncomplicated by the artificial con
siderations imposed by the geographical boundaries Of the equalization 
districts, and 

2. The fact that electronic data processing equipment has been in 
use for the verification and audit selection process since June 1, 1960. 

Tax Deeded Lands 

This division performs a number of functions having to do with 
lands on which local property taxes are delinquent, and is the only 
division in the Controller's office supported entirely by a special fund, 
the State Redemption Tax Fund, which serves no other purpose. 

We have serious reservations as to the need for the activity at all 
at the state level since property tax delinquencies wOllld appear to be 

. a matter of local concern. 
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However, since legislation would probably be involved in any cur
tailment of the division's activities, we are discussing the matter in 
detail in a separate section of this analysis. 

One existing position was abolished as of July 1, 1960, and no new 
positions or increase in the level of service are being requested for 
1961-62. 

We recommend approval of the amount requested. 

Recommendations for Economies in Administration of Laws Regarding 
Tax-deeded Lands Which Would Require Legislation 

The authorized staff of the Tax-deeded Lands Division was dis
tributed as follows, by location and class at July 1, 1960: 

Locatio,n 
Sacramento (headquarters) 
Los Angeles _________________ _ 
Oakland ____________________ _ 
Riverside ___________________ _ 
Fresno _____________________ _ 
Santa Barbara ______________ _ 
Eureka _____________________ _ 

Total 
13 

5 
3 
3 
2 
1 
1 

Total ____________________ 28 

Ohief and 
Assistant 

Ohief 
2 

2 

Managers and 
Assistant 
Managers 

2 
1 
2 
2 
1 
1 
1 

10 

Olerical 
9 
4 
1 
1 
1 

16 

This division of the Controller's office has the following functions: 
1. Receives and maintains a copy of local property tax-delinquent 

lists which are supplied by the county tax collectors. 
2. Checks the delinquent tax lists for accuracy of property descrip

tions. 
3. Checks the legal notices of the delinquent tax list which are 

prepared by the county tax 'collectors. 
4. Makes the necessary clerical adjustments on its records when 

delinquent property is redeemed. 
5. Maintains a file and inventory of property which has been "tax 

deeded" to the State. ' 
6. Gives a clearance to county tax collectors to sell "tax-deeded" 

property. When this type of property is sold, this division makes the 
necessary clerical adjustments on its records. 

7. Rents and leases "tax-deeded" property. 
8. Advises county tax collectors on procedures for handling delin

quent and" tax-deeded" property. 

Tax-delinquent property is divided into two main types. The first 
type is called "tax sold," which is a descriptive phrase referring to 
property the taxpayer still owns and has all rights in except for the 
existence of a tax lien. By June 8 of each fiscal year the county tax 
collector prepares and publishes a list of all property on which the 
current taxes have not been paid. This property then remains delin
quent or "tax sold" for a period of five years, during which time the 
taxpayer can redeem his property and eliminate the tax lien by paying 
the delinquent taxes, interest, penalties and a redemption fee of $1.50. 

303 



Controller Item 113 

State Controller-Continued 

All such funds except the redemption fee go to the county. The redem
tion fee is revenue for the State Redemption Tax Fund which is used 
to support the Tax-deeded· Lands Division in the Oontroller's office. 

After property has been delinquent for five years, the county tax 
collector prepares a deed and sends it to the Oontroller. Such property 
then is called" tax deeded," which means that the former owner has 
lost his rights to the property and it is now owned by the State. The 
former owner can redeem his property until it is sold at a tax auction 
by the county tax collector. When "tax-deeded" property is sold the 
county receives all the proceeds except for a $1.50 redemption fee 
which goes to the State Redemption Tax Fund. 

During 1961-62, the State Oontroller's office expects to receive a list 
of 135,000 parcels of property which are "tax sold" and only 3,500 
parcels which are "tax deeded." During the same year the office ex
pects to process 120,000 "tax-sold" redemptions and 5,500 "tax
deeded" sales. From these figures it is evident that most of the workload 
of this division, and the funds for their support, come from "tax-sold" 
property. 

The branch offices of this division are primarily concerned with 
renting "tax-deeded" property. They appraise the property, prepare 
the rental contracts, and in general supervise these properties. The 
rental proceeds, all of which go to the counties with no provision for 
reimbursing the State for the cost of making the rental contracts or 
collecting the proceeds, were as follows by branch office for 1959-60 : 

Branoh office Amount 
Sacramento ________________________________________ $114 
Los Angeles _______________________________________ 2,424 
Oakland ___________________________________________ 13,705 
Riverside ___________________________ ...:______________ 2,619 
Fresno ____________________________________________ 1,141 
Santa Barbara _____________________________________ 200 
IDureka ____________________________________________ 3,455 

Total __________________________________________ $23,658 

The State's participation in the handling of tax-delinquent property 
may have been desirable during the depression years of the 1930's, but 
we do not believe it is necessary at the present time. 

We believe that the administration of tax-delinquent property is 
and should be clearly a function only of local government. The coun'
ties collect the taxes, maintain the records on tax deliquencies, receive 
the proceeds from redemptions, determine the price for which "tax
deeded" property should be sold, and even conduct the sales. The 
State's role in this field is a duplication of the efforts of local govern
ment. 

It is interesting to note that in 1942-43, this division had a staff of 
55, as against 28 at the present time. 

The transfer to the counties of all activities now performed by the 
State in connection with tax-deeded lands would require extensive 
amendments to the Revenue and Taxation Oode. However, it appears 
to us that the transfer of the rental function now performed by the 
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branch offices in the Tax-deeded Lands Division could be accomplished 
without extensive amendment. Furthermore, it appears to us possible, 
that under the provisions of Section 3655 of the Revenue and Taxation 
Code, the Controller could delegate these functions to the counties with
out any change in the law. 

The direct identifiable savings to the State from the elimination of 
the branch offices and their staffs would be as follows during 1961-62: 

Salarie8 and wage8 
8 tax-deeded land representatives _________________________ _ 
7 clerks _______________________________________________ _ 

Operating expen8e8 
Traveling in-state, for land representatives-________________ _ 
Rent for six branch offices ________________________________ _ 

Equipment 
For branch offices _______________________________________ _ 

Amount 
$63,840 

34,954 

12,546 
10,112 

777 

Total _________________________________________________ $122,229 

The savings to the State from the elimination of the entire function 
would be $244,456 during 1961-62, as shown on budget page 298, line 
11, and also on budget page 307, line 16, and in Table 2 of our analysis. 

The State Redemption Tax Fund, the condition of which is shown 
on budget page 307, lines 1 to 18, is used solely for the support of the 
Tax-deeded Lands Division, and will have an estimated surplus of 
$744,957 on JUly 1, 1961, and $754,001 on June 30, 1962. 

We recommend that this fund be abolished, its surplus transferred 
to the Geneml Fund, any future revenues be earmarked for the Gen
eral Fund, and any future expenditt~res for support of the Tax-deeded 
Lands Division be made by an appropriation from the General Fund. 

STATE CONTROLLER 
ITEM 114 of the Budget Bill Budget page 298 

FOR ADDITIONAL SUPPORT OF STATE CONTROLLER 
FROM THE MOTOR VEHICLE FUEL FUND 
Amount requested ____________________________ ::._________________ $575,681 
Contribution to State Employees' Retirement System________________ 34,693 

Total ______________________________________________________ $610,374 
Estimated to be expended in 1960-61 fiscal year_____________________ 596,613 

Increase (2.3 percent) ___________ :-_2-_____________________________ $13,761 

TOTAL RECOMMENDED REDUCTION__________________________ None 

This appropriation is for costs in the following divisions in the Con
troller's office: 

Divi8ion Amount 
County Budgets and Reports ________________________ $176,499 
Tax Collection and Refund__________________________ 399,182 

Total _________________________________________ $575,681 

The first amount is for reviewing and reporting on the use of state 
gasoline tax funds apportioned to cities and counties, while the second 
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is for gasoline tax refunds and collection of the gasoline tax. Opera
tions of these divisions are included under Item 113. 

We recommend approval. 

STATE CONTROLLER 
ITEM 115 of the Budget Bill Budget page 298 

FOR ADDITIONAL SUPPORT OF STATE CONTROLLER 
FROM THE REDEMPTION TAX FUND 
Amount requested ______________________________________________ $229,125 
Contribution to State Employees' Retirement System________________ 15,331 

Total _____________________________________________________ $244,456 
Estimated to be expended in 1960-61 fiscal year_____________________ 243,462 

Increase (0.4 percent)___________________________________________ $994 

TOTAL RECOM M EN DED REDUCTION__________________________ None 

This appropriation is for support of the Tax-Deeded Lands Division 
in the Oontroller's office, the details of which are included under Item 
113 . 

.our discussion under that item includes a recommendation that the 
Redemp tion Tax Fund be abolished and its revenue, expenditures arid 
balance. the last-named estimated at $744,957, as of June 3Q, 1960, be 
transferred to the General Fund. 

We recommend approval. 

STATE CONTROLLER 
ITEM 116 of the Budget Bill Budget page 298 

FOR ADDITIONAL SUPPORT OF STATE CONTROLLER 
FROM THE MOTOR VEHICLE TRANSPORTATION TAX FUND 
Amoun t requested ______________________________________________ $206,042 
Contribution to State Employees' Retirement System _______________ 13,512 

Total _______ ~_____________________________________________ $219,554 
Estimated to be expended in 1960-61 fiscal year____________________ 213,700 

Increase (2.7 percent) --________________________________________ $5,854 

TOTAL RECOMMENDED REDUCTION__________________________ None 

This appropriation is for costs of collection of. the Motor Vehicle 
Transportation Tax in the Tax Collection and Refund Division of the 
Controller's office, the details of which are included under Itein 113. 

We recommend approval. 

306 



Items 117-118 Controller 

STATE CONTROLLER 
ITEM 117 of the Budget Bill Budget page 298 

FOR ADDITIONAL SUPPORT OF STATE CONTROLLER 
FROM THE STATE SCHOOL BUILDING AID FUND 
P.lmount requested _____________________________________________ _ 
Contribution to State Employees' Retirement System ___ -;-__________ _ 

Total ____________________________________________________ _ 

Estimated to be expended in 1960-61 fiscal year ___________________ _ 

Increase (0.5 percent) _________________________________________ _ 

TOT A L R ECO M MEN DE D RE DUCT ION _________________________ _ 

$142,456 
9,798 

$152,254 
151,571 

$683 

None 

This appropriation is for costs in the following divisions in the 
Oontroller's office: 

Division Amount 
P.lccounting ________________________________________________ $37,099 

. P.ludits ____________________________________________________ 105,357 

Total ________ ~ __________________________________________ $142,456 

These amounts are for cost of aUditing and accounting for the ex
penditures of school districts for property financed by state loans 
under the School Building Aid Program. Operations of these divisions 
are included under Item 113. 

We r.ecommend approval. 

STATE BOARD OF EQUALIZATION 
ITEM 118 of the Budget Bill Budget page 307 

FOR SUPPORT OF STATE BOARD OF EQUALIZATION 
FROM THE GENERAL FUND 
P.lmount requested ------------------7----------------___________ $13,140,586 
Contribution to State Employees' Retirement System_______________ 1,077,811 

Total _______________________________________________________ $14,218,397 
Estimated to be expended in 1960-61 fiscal year ____________________ 13,973,397 

Increase (1.8 percent) __________________________________________ $245,000 

TOT A L R ECO M MEN DE D RED U CTI 0 N ___________________________ $388.934 
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Summary of Recommended Reductions 

Infor=ation officer II : 
Business taxes-districts: 

1 Tax auditor IIL ______________________________ _ 
Vacant positions: 

General administration: 
1 Intermediate stenographer-clerk ________________ _ 
1 Senior stenographer-clerk _____ . _________________ _ 

Business taxes-headquarters: 
1 Auditor I ____________________________________ _ 
1 Tax auditor IL _______________________________ _ 
1 Tax compliance supervisor IL __________________ _ 
1 Senior field representative ______________________ _ 

Business taxes-districts: 
3 Tax auditor IL _______________________________ _ 

11 Auditor I ____________________________________ _ 
2 Field representative ___________________________ _ 
2 Intermediate stenographer-clerk _________________ _ 
1 Intermediate typist-clerk _______________________ _ 

Property taxes-valuation: 
1 Intermediate typist-clerk _______________________ _ 

Electronic data processing: 
Administration: 

10 Clerical for six months _________________________ _ 
Printing expense: 

Administration (small items) ________________________ _ 
Property taxes (small items) ________________________ _ 
Business taxes-headquarters (small items) __________ _ 
Business taxes-districts (small items) ______________ _ 
Business taxes-headquarters (cigarette stamps) ______ _ 

EquipIllent: 
Business taxes-districts (small items) _______________ _ 
Property taxes (small items) ________________________ _ 
Administration (per Table 8) ________________________ _ 
Business taxes-headquarters (per Table 8) ___________ _ 
Business taxes-district (per Table 8) ________________ _ 
Property taxes (per Table 8) ________________________ _ 
Business taxes-districts (planned replacements) ______ _ 
Administration (auto replacements) __________________ _ 
Business taxes-districts (auto replacements) _________ _ 
Business taxes-districts (auto replacements) _________ _ 
Property taxes-(auto replacements) _________________ _ 

Field offices: 
Administration: 

Rent (per Table 9) ______________________________ _ 
Rent (per Table 10) _____________________________ _ 

Business taxes-districts: 
11 Clerical positions ______________________________ _ 

Item 118 

Budget 
A.mount Page Line 

$9,747 310 26 

4,404 308 62 
4,740 308 62 

5,634 309 73 
7,008 309 73 
7,728 309 73 
6,060 309 73 

21,024 310 26 
61,974 310 26 
10,728 310 27 

8,808 310 28 
4,194 310 28 

4,194 311 25 

22,224 308 62 

2,417 308 72 
2,226 311 38 

10,622 310 5 
4,406 310 42 

29,952 310 5 

1,364 . 310 49 
420 311 45 

25,582 309 4 
8,635 310 16 

11,679 310 49 
360 311 45 

3,508 310 49 
1,820 309 4 

12,815 310 49 
1,820 310 49 
1,820 311 45 

16,860 308 78 
26,905 308 78 

47,256 310 28 

Total _______ . ___________________________________ $388,934 

GENERAL SUMMARY 
The Board of Equalization in its present form was created by the 

Constitution of 1879, and consists of four members elected by districts 
and the State Controller, ex officio. Section 9 of Article XIII of the 
Constitution, as amended in 1884, provides that the" * * * Legislature 
shall have power to redistrict the State into four districts as nearly 
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equal in population as practical * * *." There has been one redis
tricting since 1879, that in 1923, at which time the Board of Equaliza
tion had a staff of six and total annual expenditures of $37,000. 

The number of counties in each equalization district and the popu
lation as estimated by the Department of Finance on July 1, 1960, 
are as follows: 
Equalization Number of Population 

distriot oounties Number Peroent 
1 _______________________________ 7 2,226,700 14.0 2 _______________________________ 18 3,308,600 20.9 
3 _______________________________ 25 1,206,300 7.6 
4 _______________________________ 8 9,118,400 57.5 

58 15,800,000 100.0 

The boar'd has the following duties under the Constitution: 
Article XIII, Section 9 ,'* * * to equalize the valuation of the tax

able property in the several counties of the State for the purposes of 
taxation * * *." 

Article XII, Section 14. To assess, annually, the properties of all 
privately owned public utilities which "* * * shall be subject to 
taxation to the same extent and in the same manner as other prop
erty * ~, *." 

Article XX, Section 22. To assess and collect excise taxes on the 
manufacture, importation and sale of alcoholic beverages in this State. 

Article XIII, Section 14t. To assess the tax on insurance companies. 
The Insurance Commissioner determines the amount of the tax in the 
first instance, audits the tax base and collects the tax paid with the 
returns, while the State Controller collects the remainder of the tax. 

In addition to its constitutional responsibilities the board performs 
the following functions under various statutory provisions: 

(1) Supervises and assists local assessors in connection with prop
erty tax adIllinistration. 

(2) Rears appeals from decisions of the Franchise Tax Board under 
the Personal Income Tax and Bank and Corporation Tax Laws. 

(3) Administers the Itinerant Merchants Act. 
(4) Assesses and collects the state sales and use tax. 
(5) Assesses and collects the local sales and use tax for cities and 

counties under the Bradley-Burns law. 
(6) Assesses and collects the private car tax. 
(7) Assesses and collects the use fuel tax (diesel tax). 
(8) Assesses the motor vehicle transportation license tax (truck tax) 

which is collected by the State Controller. 
(9) Assesses the motor vehicle fuel license tax which is collected by 

the State Controller who also administers the provisions of the law re
lating to refunds for nonhighway use. 

(10) AdIllinisters the cigarette tax. 
(11) Makes sample appraisal surveys in each county at least once 

every three years and publishes the assessment ratios for each county 
and the statewide average not later than September 2, of each year 
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pursuant to Chapter 1682, Statutes of 1959. The first such pUblication 
was as of September 2,1960. 

(12) Notifies the Superintendent of Public Instruction not later than 
October 1, of each year of the factor by which the assessed values of 
property on the local roll in each county must be modified to conform 
to the statewide average, which factor must be used in certain calcula
tions involving allocation of state funds or repayment of school build
ing construction loans. rfhis is done pursuant to Chapter 1786, Statutes 
of 1959, and two such notifications have been made, in 1959 and 1960. 

The Board of Equalization, acting as a board usually meets on an 
average of approximately five days per month. Most meetings are held 
in Sacramento, although the board meets approximately 14 days per 
year in Los A.ngeles, and one day each in San Francisco, San Diego 
and Fresno. These meetings are devoted to hearing appeals from actions 
of the Franchise Tax Board, and proposed actions by its own staff on 
tax deficiencies, consideration of matters of general policy and, at cer
tain times of the year, to equalization of local property tax assessments, 
valuation of public utility properties and assessment of the taxes on 
insurance companies and private cars. 

When not meeting as a board, the time of the four district elected 
members is taken up with matters affecting their individual districts 
pursuant to Section 15623 of the Government Code which reads as 
follows: 

"Each member of the State Board of Equalization elected by the 
voters of an equalization district shall investigate the administration, 
enforcement, and operation within the district from which he is elected 
of all laws, the administration and enforcement of which are vested in 
the board. . 

"Each such member may appoint a deputy to assist him in the per
formance of his duties under this section. The deputy shall be so 
appointed as to be exempt from civil service under paragraph (6), 
subdivision (a), Section 4, A.rticle XXIV of the Constitution, and not 
otherwise. " 

The agency is organized into the units shown in ,Table 1, the author
ized personnel of which are shown for 1961-62, exclusive of temporary 
help, of 12.3 man-years. 

310 



Item 118 

State Board of Equalization-Continued 
Table 1-Authorized Staff, By Units, 1961-62 

Units 
Exclusive of Temporary Help 

Executive units: 
Board member and staffs __________________________ _ 
Legal _________________________________________ . __ _ 
Internal audit ___________________________________ _ 
Personnel unit ___________________________________ _ 

20 
31 

5 
10 

Equalization 

Staff 

Total__________________________________________ 66 
Administrative Service Division________ _______________ 213.5 
Business taxes: 

Headquarters _____________________________________ 454.5 
Districts _________________________________________ 1,518 

Total _________________________________________ _ 
Property taxes: 

Administration ___________________________________ 5 
Intercounty equalization ___________________________ 58 
Assistance uniL___________________________________ 29 
Valuation ________________________________________ 65 

Total _________________________________________ _ 
County contract mapping _______________ . _____________ _ 

Total~ _________________________________________ _ 

1,972.5 

157 
51.3 

2,460.3 

The executive units, which include the elected board members, are 
located in headquarters in Sacramento, except that three of the four 
elected board members maintain offices and small staffs at other loca
tions as well, namely Pasadena, San Francisco and Visalia. 

All of the other units shown are located in Sacramento, except 
business taxes, districts, and the intercounty equalization unit, which 
has staff in five locations. 

For purposes of business tax administration the State is divided into 
11 districts, which consist of a county or a group of counties within 
each equalization district. As we have pointed out in the past, the 
use of equalization district boundaries as the basis for administrative 
subdivisions results in needless duplication of facilities since these 
boundaries divide certain major economic areas in the State, notably 
in the San Francisco Bay area and the territory tributary to Sacra
mento, and such an artificial administrative structure would certainly 
complicate the administration of such taxes as the bank and corporation 
tax and the personal income tax, should these ever be assigned to the 
board. 

By contrast, the field activities for these two taxes are currently 
administered by the Franchise Tax Board on a regional basis, from 
Sacramento, San Francisco, and Los Angeles, an arrangement we 
regard as superior to the four equalization district pattern used in 
the Board of Equalization. 

Improvements in Administration During Past Year 

Each of the 11 districts is headed by a district tax administrator 
who reports directlv to a chief of field operations in Sacramento. 
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This is a new position, the specifications for which were approved by 
the State PersollIwl Board on September 23, 1960, and indicate, among 
other things that the position". . . directs the activities of the District 
Tax Administrators and evaluates their performance and takes or 
recommends appropriate action leading to improved operational effi
ciency." The position is in effect a conversion of the former position 
of assistant sales tax administrator, and is filled by the former in
cumbent of that position. We believe the creation of the position is a 
step in the right direction, provided the position is permitted to func~ 
tion in practice in accordance with the duties outlined in its official job 
specification, and its use will achieve a greater degree of centralized 
administrative control than has existed in the past. The position has 
a salary range of $1,155-$1,405, which is one step higher than the old 
position of assistant sales tax administrator. 

Two other significant administrative changes were made as of 
October 1, 1960, which we believe are steps in the right direction. 

One was the reduction in the number of administrative districts in 
California from 12 to 11 by the consolidation of the former Redding 
district with the Marysville district, and the transfer of Solano County 
from the Marysville district to the Santa Rosa district. 

The other was the creation of the "out-of-state" district consisting 
of staff in Chicago, New York and Sacramento. This staff is now headed 
by a District Tax Administrator II, headquartered in Sacramento. The 
staff in Sacramento, in addition to reviewing and directing the work 
of the staff in New York and Chicago also makes field audits, and 
performs certain compliance functions in a number of western states. 
Centralization of responsibility for all aspects of out-of-state activity 
in a single individual should make for a more efficient operation. 

Another improvement is that counties are now being charged for 
services of the timber appraisers in the Property Tax Division in assess
ing timber properties for the purposes of local property tax assessments. 
This is in accordance with recommendations we have made in the past 
that more of the activities of the Assistance Unit in the Property Tax. 
Division should be conducted on a reimbursable basis. 

Continuing Deficiencies in Administration 

On the other side of the picture, field surveys made by this office 
during the summer and fall disclosed that shortcomings which we have 
commented upon in the past still exist. 

One is the uneven distribution of the audit staff on a workload basis, 
a fact also recognized by the Auditor General. 

In one locality, in particular, overstaffing was so apparent that it 
was a matter of comment by the staff members themselves. 

Another is the lack of uniformity of policy regarding security 
deposits in different parts of the State, some of them in contiguous 
localities, a fact also recognized by the Auditor General. 

Still another is the dual line of responsibility under which the 
district tax administrators function. Their line supervisor is the Chief 
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of Field Operations in Sacramento. In addition they have more or less 
close relationships with the elected board member from their district 
for two reasons. 

1. Because the board member is charged by law with investigation 
of the administration of all laws in his district, the administration and 
enforcement of which are vested in the board. 

2. Because the very nature of their jobs brings them into contact 
with many activities of the communities in which they reside, and the 
development of such contacts may be of value to the Board Member 
from the public relations standpoint. 

In spite of the best intentions on the part of the individuals involved, 
we believe that this condition, which is inherent in the basic. struc
ture of the agency itself, tends to make district tax administrators 
more autonomous, and less amenable to centralized direction from head
quarters than they would be if they had only one boss. 

We believe that the widespread lack of uniformity in numerous 
aspects of the field activities of this agency, which have been com
mented upon by ourselves and many others over a period of years, is 
directly attributable to the condition noted, and constitutes strong 
evidence of the fact that such a condition does exist. 

Our view is that the only effective remedy is to remove the cause by 
constituting the field operations of this agency a part of a centralized 
department of revenue headed by a single director, appointed by and 
responsible to the Governor, a type of organization for revenue adminis
tration which we have recommended on numerous occasions in the past 

In our 1960-61 analysis we called attention to the long delay which 
exists in the Board of Equalization in processing appeals from the 
Franchise Tax Board, and cited data as to the status of such appeals 
at December 31, 1958, which we had obtained from the working papers 
of the Auditor General, in substantiation thereof. 

Similar data, from the same source, indicates that the status of such 
appeals at June 30, 1960, is not improving. 

The amount of money involved in the appeals has increased from 
$9,500,000 at December 31,1958 to $12,800,000 at June 30, 1960. 

Furthermore the number of cases ready for hearing, on which hear
ings had not been held, increased from 163 at December 31, 1958 to 231 
at June 30, 1960, and the money involved increased from $3,911,000 to 
$4,330,000. 

Likewise. the number of cases on which hearings had been held but 
had been taken under submission pending preparation of an opinion 
increased from 74 at December 31, 1958, involving $812,000 to 144 at 
June 30, 1960 involving $1,554,606. Of this group some of the cases 
had been held under submission as long as four years, as shown in 
the following summary by year in which the case was taken under sub
mission: 
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Year taken tinder submission Number of cases 

1956 ____________________________________________ 3 
1957 ____________________________________________ 14 
1958 ____________________________________________ 13 
1959 ____________________________________________ 85 
1960 _. ______ :-____________________________________ 29 

Total _____________________________________ 144 

A part of the money involved in these cases represents claims for 
refund while the remainder represents deficiences, which constitute 
potential additional revenue to the State. In either event it appears to 
us that the cases are not being handled as expeditiously as they should 
be, which suggests that this agency is not the best type of vehicle for 
handling an appeals function. 

Security and Theft Detail 

The security and theft detail is a small unit in the Business Taxes 
Division which advises refineries as to improvements in security 
measures to prevent thefts of gasoline and obtains evidence to support 
criminal prosecutions when thefts are suspected. 

In our 1960-61 Budget Analysis we recommended against purchase 
of specialized equipment for this unit, since it appears to us that 

(1) The taking of appropriate security measures is the responsibility 
of management, not the State, since management has more at stake and 

(2) Obtaining evidence for criminal prosecutions is the job of duly 
constituted law enforcement agencies rather than a tax agency at the 
State level. 

It should be noted that the State performs no comparable services 
for other state taxpayers, such as those subject to the sales tax, where 
theft of merchandise may present a similar problem. 

Working papers of the auditor general, which we have examined, in
dicate that during 1958-59 the security and theft detail was instru
mental in obtaining additional tax assessments for $9,900 at a cost 
of $33,000. 

We recommend that the need for this unit be re-examined for possible 
elimination. 

New Offices Established During 1960-61 

The agency established a new branch office in Covina shortly after 
December 31, 1959, another in Palmdale at about the same time, and 
moved into an additional large office in Pasadena in December, 1960. 

None of these offices were requested as part. of any proposed budget, 
and as a consequence their need, location, or the type of facilities ac
quired have never been the subject of legislative review or approval. 

We believe new field office facilities are of sufficient importance to 
warrant legislative review and approval in order to assure conformity 
with accepted standards of economy and need, and recommend that such 
a policy be followed in future. 

With respect to the Pasadena office, the 1960-61 Budget request in
dicated that the agency proposed to move a part of its staff from its 
main location in downtown Los Angeles to a new location in East Holly
wood, the remainder to remain in downtown Los Angeles. A 10-year 
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lease on property at the East Hollywood location was signed by the 
Board of Equalization on March 18, 1960 and approved by the Deputy 
Director of Finance on March 31, 1960. 

On April 19, 1960 a 10-year lease for an additional location in Pasa
dena was signed by the Board of Equalization and approved by the 
Director of Finance on the same day. 

The Pasadena lease called for the construction of a building to in
clude 9,500 square feet of usable space and the property involved 
includes parking space for 51 vehicles. 

Established procedure for leasing, as outlined in the State Adminis
tra~ive Manual, contemplates advance approval by the Budget Division 
of mtended staffing for the office and availability of funds for rent, as 
well as preparation by the space allocation unit in the Department of 
Finance of a sample plan including outline specifications for solicita
tion of proposals. In this case none of the established procedures were 
followed. 

There is evidence that solicitation of proposals was not widespread, 
that the space requirements are excessive, and that construction is con
siderably above the minimum standard established by the State. 

It appears that consideration was given in the Pasadena area of 
offers from only three firms, without the normal sample plan and out
line specifications. There is no indication that consideration had been 
given to locations in other areas, or to possible space in the State 
Building in Los Angeles, or that comparable bids on new construction 
were requested. 

The new office in Pasadena will house a staff of 50 at the present 
time, including the board member from Equalization District IV, the 
district tax administrator for Los Angeles County, their immediate 
staffs and a unit of 12, including two clerical, engaged in gasoline, 
beverage, and cigarette tax audits and collection activity on a county
wide basis. 

The nature of the .operation of this staff is such that a minimum of 
public contacts will be involved, since, except for the specialized audit 
unit, its functions are entirely administrative and relate to the activ
ities of the seven subdistrict offices in Los Angeles County, where public 
contacts take place. 

The building includes an employees' lunchroom containing approxi
mately 374 square feet and a hearing room containing approximately 
736 square feet with a capacity of 70 people. As noted elsewhere in this 
analysis the board holds hearings in the Los Angeles area on an average 
of about 14 days a year: 

It appears to us that a central location, such as the new state build
ing in downtown Los Angeles would have been a more efficient place for 
this office than Pasadena. 

Location of the office in the state building would have eliminated the 
need for the employees' lunchroom and the hearing room, or 1,110 
square feet of space, so that approximately 8,400 square feet would 
have provided for the same facilities in the state building as are avail
able in Pasadena. The excess cost to the agency under the present 
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arrangement ove;r the cost of comparable space in the state building 
had it been available, is as follows, on a monthly basis: 

Monthly rental of Pasadena office ________________________ $3,562 
8,400 square feet in state building at 33 cents per square fooL_ 2,772 

Remainder-excess cost per month ____________________ $790 

These excess costs would amount to $9,480 per year, or $94,800 over 
the period of the lease, which is a minimum amount, since the lease 
provides that the State shall pay any increase in property tax which 
may be assessed against the property for fiscal years after 1961-62· 

Employee Parking 

SCR 43, enacted during the 1959 legislative session, established the 
policy of providing parking space for state employees, and "that a 
system of fees shall be established and maintained which is designed to 
meet as nearly as is feasible to do so the total statewide cost of develop
ing and operating the parking facilities." 

It appears to be the intent of this resolution, as outlined in Sections 
4125.03 and 4125.04 of the State Administrative Manual that employees 
will be required to pay for parking their personal vehicles on state 
property, including property leased by the State, and that the agencies 
involved shall charge for such parking at rates to be reviewed by the 
Department of Finance. 

Certain of the Board of Equalization offices in Los Angeles, includ
ing the new headquarter-s office in Pasadena, appear to have parking 
facilities substantially in excess of those required for public contacts . 
or state owned vehicles. Apparently this excess space is being used for 
employee parking without imposition of the charges contemplated by 
SCR 43. 

Sales Tax Audit Revenue 

Tables 2, 3 and 4 which follow, are based on cost data which the 
agency has been keeping since 1950-51. Costs shown include all direct 
costs, including an estimate for audit collection costs, as well as some 
not directly budgeted by the agency; while net revenues are compiled 
on a basis which approximates as nearly as possible the actual cash to 
be collected after deducting an estimate for uncollectibles. 

Starting with 1956-57 audits were made for local sales and use tax 
purposes under the Bradley-Burns Law, as well as for state purposes, 
a single audit serving both purposes. Both the costs and the net revenue 
attributable to local sales and use taxes are included in the totals shown 
in Tables 2, 3 and 4. The costs involved are not available. The revenue 
included, however, can be estimated rather accurately from available 
data, and the distribution is approximately as follows from 1955-56 to 
1959-60. 

Year 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 

Total 
________________ $9,906,507 
________________ 11,601,955 
________________ 12,123,007 
________________ 13,586,285 
________________ 14,021,322 
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Local 
None 

$675,234 
2,150,621 
3,443,575 
3,822,804 

State 
$9,906,507 
10,926,721 

9,972,386 
10,142,710 
10,198,518 
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It is interesting to note that the additional state revenue attributable 
to this program has remained fairly constant during the five-year period 
shown. 

Table 2-Summary of Sales Tax Audit Results, by Years, 1950-51 to 1959-60 
Net revenue 

Audit Man- Oost Per dollar 
Year hours years Total Per hour Total of cost 
(1) (2) (3) (4) (5) (6) (7) 

California audits: 
1950-5L _________ 913,829 507.7 $4,335,774 $4.74 $7,683,786 $1.77 
1951-52 __________ 837,647 465.4 4,620,989 5.52 7,280,715 1.58 
1952-53 __________ 848,966 471.6 5,301,944 6.25 7,525,672 1.42 
1953-54. _____ ~.J __ 835,732 464.3 5,416,139 6.48 8,239,479 1.52 
1954-55 ______ --'_--'_ 821,970 456.7 5,426,314 6.60 8,086,010 1.49 
1955-56 __________ 754,970 419.4 5,307,720 7.03 8,596,599 1.62 
1956-57 __________ 754,958 419.4 5,792,164 7.67 10,354,023 1.79 
1957-58 __________ 812,938 451.6 6,681,692 8.22 10,259,214 1.54 
1958-59 __________ 845,745 470.0 6,980,091 8.25 12,213,443 1.75 
1959-60 __________ 814,192 452.3 7,309,262 8.98 12,268,574 1.68 

Totals ________ '8,240,947 457.8 $57,172,089 $6.94 $92,507,515 $1.62 
Out~of-state audits: 

1950-5L _________ 28,120 15.6 $176,867 $6.29 $815,930 $4.61 
1951-52 _______ ~ __ 22,830 12.7 186,929 8.19 691,476 3.70 
1952-53 __________ 24,443 13.6 214,055 8.76 806,153 3.77 
1953-54. _________ 23,691 13.2 197,583 8.34 572,934 2.90 
1954-55 __________ 24,189 13.4 207,542 8.58 448,168 2.16 
1955-56 __________ 41,039 22.8 339,803 8.28 1,309,908 3.85 
1956-57 __________ 44,801 24.9 419,337 9.36 1,247,932 2.98 
1957-58 __________ 48,455 26.9 516,530 10.66 1,863,793 3.61 
1958-59 __________ 55,498 30.8 565,525 10.19 1,372,842 2.43 
1959-60 __________ 49,594 27:6 547,022 11.03 1,752,748 3.20 

Totals ________ 362,660 20.1 $3,371,193 $9.30 $10,881,884 $3.23 
Total audits : 

1950-51. _________ 941,949 523.3 $4,512,641 $4.79 $8,499,716 $1.88 
1951-52 ______ .: ___ 860,477 478.1 4,807,918 5.59 7,972,191 1.66 
1952-53 __________ 873,409 485.2 5,515,999 6.32 8,331,825 1.51 
1953-54. _________ 859,423 477.5 5,613,722 6.53 8,812,413 1.57 
1954-55 __________ 846,159 470.1 5,633,856 6.66 8,534,178 1.51 
1955-56 __________ 796,009 442.2 5,647,523 7.10 9,906,507 1.75 
1956-57 __________ 799,759 444.3 6,211,501 7.77 11,601,955 1.87 

. 1957-58 __________ 861,393 478.5 7,198,222 8.36 12,123,007 1.68 
1958-59 __________ 901,243 500.8 7,545,616 8.37 13,586,285 1.80 
1959-60 __________ . 863,786 479.9 7,856,284 9.10 14,021,322 1.78 

Totals ________ 8,603,607 477.9 $60,543,282 $7.04 $103,389,399 $1.71 
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Table 3-Sales Tax Field Aud.it Revenue and Cost by Districts, 1959·60 

San })iego _____________________ _ 
Los Angeles ___________________ _ 
Marysville _____________________ _ 
San Bernardino ________________ _ 
Santa· ltosa ____________________ _ 
Santa. Barbara ______ '-_____ ~ ____ _ 
San .Francisco· _________ '-________ _ 
Oakland _______________________ _ 

Net Revenue 
$853,457 
5,577,250 

281,681 
836,832 
430,089 
219,262 

Sacramento ___ ~----------------..c. 

1,420,363 
945,814 
723,805 
107,914 Redding _______________________ _ 

Fresno ________________ -' _______ _ 
San Jose _______________________ _ 

460,680 
411,427 

Totals California ____________ $12,268,574 
Out-o,f-State _________________ ~-__ 1,752,748 

Total _____________ .--------- $14,021,322 

Audit Oosts 
$389,654 

8,837,583 
162,518 
489,703 
254,484 
142,570 
934,359 
682,734 . 
528,994 

85,472 
387,289 
413,902 

$7,309,262 
547,022 

$7,856,284 

Revenue per 
$1 of costs 

$2.19 
. 1.97 

1.73 
1.71 
1.69 
1.54 
1.52 
1.39 
1.37 
1.26 

·1.19 
.99 

$1.68 
3.20 

$1.78 

Table 4--:Sales Tax Field Audit .Revenue and Cost by District 
for Ten Years Ended June 30, 1960 

Net Revenue 
Sari Bernardino _________________ $5,972,105 
Los Angeles _____________ ~_______ 39,961,588 
Santa ltosa __ -' ___________ -________ 3,039,507 
Redding _________________________ 1,217,411 
Marysville _______________________ 1,933,827 
San Francisco ___________________ 11,815,973 
Oakland _____ '-_______ .___________ 7,583,808 
San })iego _______________________ 4,586,193 
San Jose ~_______________________ 4,748,866 
Sacramento . __ ~_:. ____________ ~--- 5,307,327 
Woodland ________________________ 887,429 
Fresno _________________________ _ 
Santa Barbara _________________ _ 

4,043,106 
1,410,375 

Totals .California ____________ $92,507,515 
Out-of-Stute ___ :._________________ 10,881,884 

Total ______________________ ...:$103,389,399 

Audit Oosts 
$3,378,060 
22,805,426 

1,757,648 
733,646 

1,215,709 
7,706,818 
4,997,853 
3,082,642 
3,198,948 
3,629,481 

629,783 
2,889,504 
1,146,571 

$57,172,089 
3,371,193 

$60,543,282 

Revenue per 
$1 of costs 

$1.77 
1.75 
1.73 
1.66 
1.59 
1.53 
1.52 
1.49 
1048 
1.46 
1.41 
lAO 
1.23 

$1.62 
3.23 

$1.71 

The data in Table 5 is a segregation of the California audits for the 
years shown into four groups; A., those resulting in refunds, B, those 
resulting in no change, C, those where no single audit produced revenue 
in excess of its cost,- and D, those where each audit produced revenue 
in excess of its cost. 

The net revenues and costs shown are not the same as those shown 
in Table 2, sin~e net revenues have not been reduced for uncollectible 
accounts and costs have not been increased for audit collection costs, 
and there are other minor differences due to the limitations of the 
mechanical processes by which the data were compiled, although the 
data in Table 5 are comparable for the three years shown. 

We believe this type of analysis has significance in the overall evalu
ation of the sales tax field audit program since it indicates that a major 
part of the audit hours, 54.6 percent in 1954-55, 53.4 percent in 1957-58 
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and 52.7 percent in 1959-60, were devoted to making audits which are 
of no direct benefit to the State from the standpoint of revenue pro
duction. 

We believe this emphasizes the need for a more careful selection pro
cess in the deployment of the audit staff. 

Table 5-California Sales Tax Audits, 1954-55, 1957-58, and 1959-60, Classified 
as to Individual Audits Producing More Than or Less Than Cost 

Audits Hours 
Per- Pm"- Net Year and 

Glass of audit 
(1) 

N1tmber cent Number cent Revenue Cost 
(7) (2)(3) (4) (5) (6) 

1954-55 Year 
A-Refunds _______________ 2,254 
B-No change _____________ 12,875 

5.1 44,456 5.4 -$690,546 $274,867 
734,661 

828,628 1,776,568 C-Deficiencies under cosL __ 12,470 
29.1 119,390 14.5 
28.1 285,241 34.7 

Total nonprofitable __ 27,599 62.3 449,087 54.6 $138,082 $2,786,096 
D-Deficiencies over cosL ___ 16,725 37.7 372,970 45.4 8,319,794 2,319,791 

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

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

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

B-No change _____________ 11,229 
C-Deficiencies under cosL __ 10,194 

29.1 114,321 14.1 
26.3 267,223 32.9 

Total nonprofitable __ 23,765 61.5 433,272 53.4 -$576,109 $3,402,005 
D-Deficiencies over cosL ___ 14,895 38.5 378,586 46.6 11,173,971 2,971,627 

Total _______________ 38,660 100.0 811,858 100.0 $10,597,862 .. $6,373,632 
===~ 

1959-60 Year 
A-Refunds __________ -'-____ 2,135 5.6 47,731 5.9-$1,273,274 $410,009 

1,114,862 
1,083,261 2,186,559 

B-No change _____________ 13,457 
C-Deficiencies under cosL__ 9,590 

35.1 129,786 15.8 
24.9 254,547 31.0 

Total nonprofitable __ ~5,i82 65.6 432,064 52.7 -$190,013 $3,711,430 
D-Deficiencies over cost ___ 13,209 34.4 388,035 47.3 13,089,086 3,333,221 

Total _______________ 38,391 100.0 820,099 100.0 $12,899,073 $7,044,651 
==~== 

ANALYSIS 

The total expenditure program of the agency, detailed on budget 
pages 307 to 314, is supported by the following appropriations: 

Appropriations 
Item 

Fund number Amount 
General __________________________ 118 $13,140,586 
Motor Vehicle Transportation Tax ___ 119 1,028,790 
Motor Vehicle Fuel ________________ 120 973,015 

Total 
Retirement expenditures 
$1,077,811 $14,218,397 

65,783 1,094,573 
62,841 1,035,856 

Total _____________________ _ $15,142,391 $1,206,435 $16,348,826 

The foregoing total expenditures r'epresent an increase of $272,372 
over those of 1960-61, or 1.7 percent. A further analysis of this in
crease, by categories, is shown in Table 6. 
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Tab Ie 6-Expenditures by Categories, 1960-61 and 1961-62 and Comparison 

Category 
Salaries and wages: 

Positions now authorized _________ _ 
Esti=ated salary savings _________ _ 

Total salaries and wages ______ _ 
Operating expenses ________________ _ 
Equip=ent ________________________ _ 
Retire=ent contributions ___________ _ 

Total--gross expenditure program 

Reimbursements: 

1960-61 

$16,332,419 
-7~4,890 

$15,607,529 
3,025,646 

255,892 
1,205,458 

$20,094,525 

Local sales and use tax administration -$3,670,000 
Mapping service to counties_________ -~59,977 
Timber appraisals for counties______ -47,546 
Miscellaneous ____________________ -40,548 

Increase or 
1961-6~ (-) decrease 

$16,600,942 $268,523 
-614,751 110,139 

$15,986,191 $378,662 
3,148,229 122,583 

197,238 -58,654 
1,206,435 977 

$20,538,093 $443,568 

-$3,8~5,000 -$155,000 
-~73,719 -13,74~ 
-50,000 -~,454 
-40,548 

Total reimbursements _________ -$4,018,071 -$4,189,~67 -$171,196 

Net expenditure program_____________ $16,076,454 $16,348,826 $272,372 

It will be noted that the proposed total expenditure program for this 
agency for 1961-62 is $20,538,093, rather than $16,348,826, by r'eason 
of the fact that it receives reimbursements of $4,189,267, most of which 
comes from cities and counties for local sales tax administration under 
the Bradley-Burns Local Sales and Use Tax Law .. 

The reimbursements from counties for timber appr'aisals represents 
a new program, started in 1960-61. 

While no new positions are requested the total effective man-years 
of personnel time, as shown on budget page 307, line 46, shows an 
increase of frQm 2,346.6 to 2,381.9, an increase of 35.3 or 1.5 percent. 
This is due to an anticipated decr'ease in vacant positions, reflected 
by the decrease in salary savings of $110,139 or 15.2 percent, shown 
in Table 6. 

Because of the fact that our recommendations generaliy deal with· 
more than one organizational unit, the remainder of our analysis 
follows a pattern, by type of recommendation, rather than by unit. 

I nformationOfficer II 

A new position of information officer II is proposed, as a reclassifi
cation of an existing positiQn of tax auditor III, to fill the need for 
communication to the board staff and the affected pUblic. 

We recommend against creation of this position. 
While the additional funds involved are minor, because of a higher 

pay scale for the proposed new job (a maximum of $950 per month 
as compared to $821 per month, or $1,548 per year), we believe that 
the present staff is adequate for such purposes. 

An established position of public information officer was deleted by 
the Legislature on our recommendation in 1955, on the ground that the 
duties of the deputies to the members should encompass such func" 
tions. We see no reason to cpangeour recommendation at the present 
time. 

320 



Item 118 Eq ualiza tion 

State Board of Equalization-Continued 

The fact that the agency proposes, in effect, to abolish an existing 
tax auditor III position to provide funds for the new position leads 
us to believe that the agency itself regards the tax auditor III position 
as surplus, and accordingly 

We recommend elimination of one tax auditor III position, $9,747, 
budget page 310, line 26. 

The amount of $9,747 is the average salary budgeted for 107 tax 
auditor III positions in business taxes, districts, as detailed on page 
215, line 70, in the salary supplement. 

A further reason for this reduction is that the Auditor General, in 
his working papers on the Board of Equalization audit, which we have 
examined, notes an overstaffing in the districts at this level. 

Vacant Positions 

Section 20 of the Budget Act of 1960 reads as follows: 
"No money appropriated by this act shall be used to pay the 

salary of any authorized state position, which position was vacant 
and had been vacant or continuously unfilled during the period, 
between October 1, 1959, and July 1, 1960, except with the specific 
approval of the Department of Finance, subsequent to July 1, 
1960. 

,i The Department of Finance, not later than 30 days prior to 
the convening of the 1961 Regular Session of the Legislature, shall 
present to the Joint Legislative Budget Committee, assembled in 
meeting, a report of all positions as of July 1, 1960, which were 
vacant or continuously unfilled during the period between Octo
ber 1, 1959, and July 1, 1960, and a report of all authorizations 
to fill vacant positions and all positions abolished pursuant to this 
section. " 

In the course of our review of the detailed salary schedules support
ing the budget request, and verified by a check of the Controller's pay
roll records, we noted that there were 26 positions which would have 
been continuously unfilled during the period between October 1, 1959, 
and July 1, 1960, had it not been for the fact that the positions were 
filled by the transfer of an incumbent from another position in the 
same class and location. 'l'hese transfers were made in July, 1960, on a 
retroactive basis, effective as of May 1, 1960, and in every instance the 
position from which the incumbent was transferred was accordingly 
recorded as unfilled during the period from May 1, 1960, to July 1, 
1960. 

It appears to us that this action results in a direct circumvention of 
the intent of Section 20 of the Budget Act of 1960, since the positions 
were not reported to the Department of Finance by the agency, and 
as a consequence were not reported by the Department of Finance to 
the budget committee as having been continuously vacant for the speci
fied period, nor were they authorized for continuance by the Depart
ment of Finance after July 1,1960. 

We recommend deletion of the following 26 positions shown in Table 
7 which were, in effect, vacant between October 1, 1959, and July 1, 
1960, $146,496. 
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Table 7-Vacant Positions Recommended for Deletion 

Number 
General Administration: 

Intermediate stenographer-clerk ________________ 1 
Senior stenographer-clerk ______________________ 1 

~otal ___________________________________ 2 
Business ~'axes, Headquarters: 

Auditor 1 ____________________________________ 1 
Tax auditor 1L ___________________________ ~___ 1 
Tax compliance supervisor 11___________________ 1 
Senior field representative______________________ 1 

~otal ___________________________________ 4 
Business Taxes, Districts: 

Tax auditor IL_______________________________ 3 
Audi tor I _____________________________ . _______ 11 
Field representative ___________________________ 2 
Intermediate stenographer-clerk ________________ 2 
Intermediate typist-clerk ______________________ 1 

~otal ___________________________________ 19 

Property Taxes, Valuation: 
Intermediate typist-clerk ______________________ 1 

Grand total ______________________________ 26 

Amount 

$4,404 
4,740 

$9,144 

$5,634 
7,008 
7,728 
6,060 

$26,430 

$21,024 
61,974 
10,728 

8,808 
4,194 

$106,728 

$4,194 

$146,496 

Item 118 

Budget 
Page Line 

308 62 
308 62 

309 73 
309 73 
309 73 
309 73 

310 26 
310 26 
310 27 
310 28 
310 28 

311 25 

We believe that the fact .that these positions were continuously 
vacant for 10 months during the 1959-60 fiscal year is indicative of the 
lack of need for their continuance. 

Electronic Data Processing 

We have been informed that the agency proposes to substitute a new 
electronic data processing system, using tape, for its present punched 
card tabulating equipment, and to this end has ordered equipment, for 
delivery in January, 1962, at a monthly rental cost of $7,965, whereas 
monthly rental payments on the present equipment which it proposes 
to discontiime, amount to $4,261. 

The agency also owns some tabulating equipment which it proposes 
to discontinue using, the equivalent monthly rental of which is $576, 
although the cost of this equipment and its salvage value are not 
known. 

No study has been made to indicate the need for the substitution of 
the more expensive tape installation for the existing installation, nor 
to indicate savings which will result from the change, other than the 
statement which appears in correspondence which we have examined 
that "we propose to eliminate 10 employee positions in the agency." 

We believe that recognition should be given to this savings in the 
budget year by the elimination of 10 or more positions for the last six 
months of the fiscal year, and that the measure of the savings should be 
the difference between $7,965 and $4,261 or $3,704 per month, which 
represents the increase in equipment rental. 

We recommend elimination of 10 clerical positions for six months 
at $3,704 pe.r month or a total of $22,224 (bt£dget page 308, line 62). 
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A letter £rom the administrative service officer of the Board of Equal
ization to the Organization and Oost Oontrol Division of the Depart
ment of Finance, dated March 30, 1960, contains the following state
ments: . 

"We will make a comprehensive effort to discover additional 
savings in equipment and personnel as we further streamline some 
of our presently mechanized operations. 

"We also expect to find many additional profitable applications 
as we expand our analyses into these 'twilight' areas not pre
viously mechanized due to the limitations of 'conventional' equip
ment.' , 

Statements, such as the foregoing, do not appear to us to be sound 
justification for a major increase in costs such as that represented by 
the new installation. 

If any future savings are developed as the result of the expansion 
of the electronic data processing program we believe they should be 
clearly identified and recorded as appropriate budget reductions for 
the year in which the savings are to be realized, and not offset against 
increases due to increased workload or increases in the level of service. 
It is our view that any such increases should be shown separately and 
justified on their own merits. 

Printing 

The board's estimate of printing expense for the current and budget 
year as shown below, as well as actual expenditures for the four previ-
ous years. 

1956-57 1957-58 1958-59 1959-60 1960-61 1961-6'£ 
General administration ____ $31,684 $53,045 $22,919 $46,484 $35,830 $50,789 
Property taxes ___________ 7,368 8,950 12,517 13,411 17,113 17,465 
Business taxes 

Headquarters-Cigarette 
tax stamps and related 
printing - ___________ 498,888 461,496 409,076 

Districts ------------- 6,910 7,874 10,383 10,213 12,441 13,838 
All other _____________ . 88,700 77,204. 76,601 120,028 66,031 144,024 

Total ______________ $134,662 $147,073 $122,420 $689,024 $547,911 $635,192 

We recommend reduction of printing by $19,671, as follows: 

Division 
Administration _______________________________________ _ 
Property tax _________________________________________ _ 
Business tax headquarterL _____________________________ _ 
Business tax districts __________________________________ _ 

Am02tnt 
$2,417 
2,226 

10,622 
4,406 

Total _______________________ ~_____________________ $19,671 

B1tdget 
Page Line 
308 72 
311 38 
310 5 
310 42 

The amounts shown above are given in the printing schedule as "mis
cellaneous items, $200 or less." 

'N e believe that the reproduction unit in the supply section with two 
multilith machines and a mimeograph and 4.5 positions should be able 
to handle these unidentified items in lieu of printing. 
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The integration of the several business taxes and the activity' of 
the forms control unit, in the administrative analysis section, com" 
prising four positions, should have produced substantial economies in 
printing expense, yet expenditures are increasing. 

The business tax district offices, in large part, have either mimeo
graph or multilith equipment, which can perform the necessary dupli
cation of minor printed items, although we feel this equipment should 
be centralized and the forms reproduced only on a statewide stand
ardized basis. 

A reduction in printing should require a reappraisal of existing 
forms and promote not only savings in printing, but also economies in 
work procedure. 

The printing schedule for cigarette taxes reflects the following budg-
eted expenditures: 

Cigarette tax stamps ________________________________________ $374,200 
Provision for 6 percent increase in price______________________ 29,952 
Other printing related to cigarette tax________________________ 4,645 
Provision for 6 percent increase in price______________________ 279 

~otal _________________________________________________ $409,076 

We recommend a further reduction of printing, $29,952, budget page 
310, line 5. 

This reduction is to eliminate the provision for a 6 percent price 
increase for cigarette stamps shown in the foregoing, which, in addition 
to being wrong in principle is calculated on a cost of $499,200 rather 
than on $374,200. 

The cigarette tax stamps are purchased under a negotiated contract 
and there are no indications that a 6 percent price increase will be 
experienced in the budget year. The 6 percent applied to all other 
estimates of printing is in accordance with instruction from Depart
ment of Finance. 

Equipment-General , 

Equipment requested for 1961-62 may be summarized as follow: 

Replacements: 
Planned replacement program 
Automobiles ______________ _ 
All other _________________ _ 

Additional _________________ _ 

Adminis- Business taxes Property 
tration Headquarters Districts taxes 
$8,715 $15,977 $41,750 $7,220 
1,820 29,195 1,820 

26,071 845 16,277 375 
9,845 20,906 11,012 5,410 

Total 
$73,662 

43,568 
32,835 
47,173 

Total ___________________ $46,451 $37,728 
310 
16 

$98,234 $14,825 $197,238 
Budget page ________________ 309 310 311 
Line number ________________ 4 49 45 

In reviewing the equipment requests we took exception to a number 
of items where it appeared that the justification was weak or non
existent and as a result we discussed these items in detail with the 
agency which agreed to the elimination of five items, totaling $1,784. 

We recommend a reduction in equipment of $1,784, as follows: 
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Division Amount 
Business taxes districts __________________________________ $1,364 
Property taxes __________________________________________ 420 

Total ______________________________________________ $1,784 

Budget 
Page Line 
310 49 
311 45 

As to the remaining items which we questioned the agency appeared 
to take the position that further substantiation of their requests for 
individual items was unnecessary, since being obligated to adhere 
thereto would result in an undesirable restriction on flexibility. We 
cannot agree that this viewpoint has validity since we believe proper 
justification reflect1l good planning while a lack of justification reflects 
poor planning. Furthermore we believe equipment should be budgeted 
strictly on the basis of need for the particular items requested and 
at the time needed. 

We recommend a further reduction in equipment of $46,256, as 
follows: 

Division Amount 
Administration ________________________________________ $25,582 
Business taxes, headquarters_____________________________ 8,635 
Business taxes, districts_________________________________ 11,679 
Property taxes _________________________________________ 360 

Total ___________________________________________ ~_ $46,256 

Budget 
Page Line 
309 4 
310 16 
310 49 
311 45 

The basis for this recommendation, generally, is that we do not 
believe the equipment has been properly justified. 

The items in question are summarized in Table 8, the item numbers 
shown being the agency's identification number, while further com
ments regarding the individual items follow Table 8, identified by item 
numbers and amounts. 
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, 'Tabl'e 8-Recommended Reductions in Equipment 

Desoription 
Administration-replacement: 

3 chairs ____________________________ ~ ___________ _ 
C&rd'file _____ ~ __________________________________ _ 
Gr:iphotytie ___________________ :.. __ '-________ ~ _____ _ 
Addressograph _______ :c _________ ~ ___ .:. ________ :.. ___ _ 
.Electric check endorser _________ .~ ____ ~ ____________ _ 
Mail stuffing maqhine ________________ '-___________ _ 
EleCtric collator' .:. ________________________________ _ 
Mimeograph machine _________ .:.'--___ ~----------:.---' 

Administration-additional: 
'.Electric tab pulling machine ____________ '-_______ ---

Amount 
requested 

$147 
385 

1,650 
8,000 
2,100 
8,500 
3,775 

825 

200 

Total administration_-, _____ ,7 _______ 7 ________ ~ $25,582 

Business taxes headquarters-additional: 
:s.ookkeeping macl;tine ____________________________ _ 

Business taxes dish'iets : 
Replacement; chairs, tables and stands Los Angeles ___ _ 
Additioyuil-vadous items, Los Angeles ____________ _ 
Additional-des1,s and tables, Los Angeles __________ _ 
Replacernents~7- tables, Oakland __________________ _ 
Replacernents....:.:2· chairs, Fresno ___________________ _ 
Additional-Santa Ana, 

2 typewriter desks ____ ' _________________________ _ 
2 desks _______________________________________ _ 
2 swivel arm chairs ____________________________ _ 

, 2 standard 13-inch typewriters '. ____ .. ~ .. ___________ _ 
Additional-El Centro, 2 air conditioners for state cars 
R'eplacernents-17 chairs, Sacramento ______________ _ 
Additional-2 bookcases, Santa Rosa __ .. ___________ _ 
ReplaceInent-6 tables, Santa Barbara ____________ _ 

$8,635 

$4,~28 
1,204 

537 
805 
166 

432 
430 
190 
408 
640 

1,173 
130 
636 

Total business taxes, districts __________________ $11,679 

Property taxes-additional __________________________ _ $360 

Grand total __________________________________ $46,256 

Item 118 

Agenoy 
item 

number 

1 
2 
4 
5 
6 
8 
9 

11 

18 

67 

77 
98 

109. 
125 
143 

165 
166 
167 
168 
185 
194 
211 
214 

39 

The justification submitted by the agency for the foregoing items and 
our comments thereon are given by item numbers, in the material which 
follows. 

Iterns 1 and 2, $147 and $385 
These are duplications. Item 1 was approved for replacement in 

1960-61 and item 2 in both 1958-59 and 1960-61. Item 1 was purchased 
in 1947 and item 2,in 1930. 

Iterns 4 and 5, $1,650 and $8,000 
Requested on basis of age only, no indication of condition. Item 4 

was purchased in 1946 and item 5 in 1950. 
A similar addressograph machine purchased in 1946 was replaced 

during 1960-61. 
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We believe it is possible that the addressograph operation may be re
placed with electronic data processing, which is an additional reason 
why replacement should be deferred. 

Item 6, $2,100 
Machine not old enough to warrant replacement,' since it was pur

chased in 1959. Said to be unreliable. 

Item 8, $8,500 
Replacement is requested on the basis of continuous idle time due to 

breakdowns. The machine was purchased in 1958. 
This is one of two machines in the mail room that is uSed in inserting 

business tax returns and instructions in envelopes for mailing to tax
payers. The other machine is considerably older but operates reliably. 

We feel that the age of this machine does not warrant trade-in. 
Also, the Franchise Tax Board has a stuffing machine similar to the 

one requested which would serve' adequately at such time as a break~ 
down prevented a complete run. 

Item 9, $3,775 
A collator purchased in 1950, is used in the assembly of reports and 

other multipaged documents which have been reproduced. by the board. 
Justification is that "the foot-operated collator is too slow and too 
tiring for the volume of work handled." 

We feel that the intermittent use of this machine would not justify its 
purchase; a continuation of current procedure of using either the pres
ent machine or mail room personnel when they are not otherwise occu
pied would serve adequately. 

Item 11, $825 
Replacement is requested on.the basis of the poor condition of the 

machine, which was purchased in 1940; . 
We feel that with the advent of the forms control function initiated 

by the board, a number of machines located in district offices could be 
returned to the headquarters. Also, the board has a number of multi
lith machines for larger volume production work. There is no indication 
that these are not adequate. 

Item 18, $200 
This machine has already been purchased. 

Item 67, $8,635 
This machine is requested in order. that an average of 4,942 auditors 

work sheets per year could be prepared by machine rather than by 
hand. The agency indicates that a net savings of one position would re
sult through machine preparation, although. no position has been recom
meilded by the agency for deletion .. 

We believe that purchase of the machine should be deferred pending 
study of possible use of electronic data processing for this operation. 

327. 



Equalization Item 118 

State Board of Equalization-Continued 

Item 77, $4,928 
This group, which includes agency items 77 to 91, represents 62 items 

for the six Los Angeles subdistrict offices, consists of chairs, tables, add
ing machine stands and telephone stands. The extent of the justifica
tions for these items are "worn out," "obsolete," "they are in bad 
condition; upholstery worn out," "over 20 years old" "to replace 
broken oak chair," "do not have proper adjustments and upholstery is 
worn out," "unsafe to use," "leather seat worn beyond repair," and 
"needs new tops and legs are unstable." Some items have no justifica
tion and none of the items are identified by Board of Equalization 
equipment numbers. 

We feel that the justification for these items is insufficient. 

Item 98, $1,204 
This includes agency items 98-105 and 112-114 and consists of various 

items for offices in Los Angeles for which no justification is given. . 

Item 109, $537 
This includes agency items 109-111 and consists of desks and a table 

for Los Angeles offices for employees using surveyed equipment which 
leads us to believe either that replacement was previously authorized 
or that the present equipment is adequate. 

Item 125, $805 
To replace seven wooden tables, which were purchased in 1948, with 

metal tables. There is no indication why metal tables are needed. 

Item 143, $166 
The .justification reads, "To complete office furniture group utilized 

by district compliance supervisor and district auditor supervisor. They 
will replace chairs mentioned above which are worn substantially and 
have an unattractive appearance which will be in conflict with the new 
desks ordered for these supervisors in the 1960-61 Budget." 

. The chairs were purchased in 1934 and 1937. 
We feel that this is not a proper reason for replacement. 

Items 165-168, $1,460 
The justification states that these items are requested for new posi

tions which have been approved. 
Although the positions are new to this particular office, Santa· Ana, 

they are merely a reassignment of positions within the agency. Equip
ment was approved for these positions when they were first authorized. 
We therefore feel that as these positions have been reassigned, that the 
equipment should have been reassigned also. 

Item 185, $640 
Two air conditioners are requested for state cars assigned to field 

representatives in the Imperial Valley. 
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It is contrary to state policy as indicated by Sections 4103.3 and 4104 
of the State Administrative Manual to provide air conditioners for 
other than elective constitutional officers and heads of departments. If 
this policy is wrong it should be modified on other than an agency by 
agency basis. 

Item 194, $1,173 
Justification incomplete. Chairs to be replaced not identified. 

Item 211, $130 
"The desks in this office are modern and attractive; the new book

cases are needed to bring the facilities up to proper standards." Re
placement of a wooden, homemade bookcase is requested. 

Item 214, $636 
, 'These tables have had some hard usage and should be replaced so 

as to match existing steel furniture in the office. " 
The tables were purchased from 1941 to 1949. 

Item 39, $360 
We believe that these files can be provided from those which will 

be excess upon the installation of a $3,000 open shelf filing system 
which has been requested. 

Equipment-Planned Replacement Program 

The planned replacement program includes adding machines, calcu
lators, typewriters, and flattop and typewriter desks. This program 
presumes an average life expectancy for the first three classes of 10 
years, and for both types of desks of 20 years, and provides for their 
orderly replacement. This program was made possible by additional 
information available through the use of data processing equipment. 

This program is basicly sound, providing a management tool which 
precludes the necessity for replacement justification of each item in 
these categories. A schedule is prepared for each operating unit allow
ing that unit to replace a given number of items annually, at the unit 
head's discretion without regard to actual age, as a newer machine may 
actually be less desirable than an older one. 

We recommend reduction of equipment, replacements for business 
tax, districts, of $3,508, budget page 310, line 49, further identified 
below by agency item number. 

Description 
1 desk, flattop, with typewriter tablL _____________ _ 
2 desk, flattop _______ ~ ______ _" __________________ _ 
1 desk, comptometer ___________________________ _ 
1 desk, flattop _________________________________ _ 
1 adding machine ______________________________ _ 
3 desk, flattop _________________________________ _ 
3 desk, typewriter ______________________________ _ 
1 calculator ___________________________________ _ 
1 desk, flattop ____________ ~---------------------

Amount 
$216 

362 
181 
170 
289 
510 
660 
950 
170 

Total ___________ ~ _____ ~--------------------- $3,508 
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These replacement items are requested in addition to those requested 
under the planned replacement program,'which we have approved. They 
are intended to accelerate the program. 

We do not believe that a program, once established upon sound prin
ciples, should be allowed to become a device for securing budget ap
proval of additional items without proper individual justification, and 
there has been no showing that the planned replacement program is 
not adequate, or should be modified at this time. 

We suggest that if this program is to continue, effective control be 
exercised. A re-evaluation is due for several other reasons. The Auditor 
General reports that surveyed items are currently in use, indicating 
that their useful life had not expired at the time they were surveyed, 
and also that additional items have been obtained in some instances 
ratherthan replacements, as intended. The survey procedure for equip
ment is such that operator preference rather than condition is a pre
requisite for replacement. The integration of business taxes should 
logically have created surpluses, a fact confirmed by the Auditor Gen
eral, yet no reduction in equipment requests is apparent. 

Equipment-Automobile Replacements 

The agency is requestiIl,g $32,835' for replacement of 18 automobiles. 
(Of these one is for possible accident replacement, one is in Los Angeles 
where Department of Finance pool cars are readily available, one is 
for a car which was transferred to the Department of Finance pool in 
Fresno on August 22, 1960, and seven are for cars which will not have 
been driven 100,000 miles at the end of the 1961-62 fiscal year. 

We recommend elimination of $18,275 for the following automobile 
replacements: 

Division Number 
Administration (accident replacement) _____ 1 
Business taxes, districts (less than 100,000 

miles) ________________________________ 7 
Business taxes, districts (in Fresno pool) ___ 1 
Property taxes (in Los Angeles) _,-_________ 1 

Total ________________________________ 10 

Budget 
Amount Pa,ge Line 
$1,820 309 4 

12,815 310 49 
1,820 310 49 
1,820 311 45 

$18,275 

We recommend against the first'item because we see no reason for 
providing funds for an unknown contingency. Furthermore, we believe 
the:r,e are adequate facilities in the Department of Finance pool to pro
vide transportation" either on a daily or a monthly rental basis for 
any cars which may be destroyed by accidents. 

We recommend against the second item because it is generally con
trary "to established state policy to replace cars which have gone less 
than 100,000 miles and there has been no showing as to why exceptions 
should be made in these instances. . 

We recommend against the third item, because it is an obvious error 
since the vehicle in question is no longer owned by the Board of Equal
ization and any funds for replacement will be provided from SOurces 
available to the Department of Financepool. 
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We recommend agailli~t the fourtliItens.~becausethe vehicle'islocaied 
in Los Angeles, where adequate service is available in the. Department 
of Finance pool, and we believe that pool operations should be ex
tended, wherever possible, since they are more economical, from the 
overall state standpoint than vehicles operated by individual agencies. 

Field Offices 

At present the Board of Equalization has 64 field offices in its 11 
administrative districts in California,. ranging in size from an office in 
Los Angeles, with a staff of 117,. to several one and two man offices in 
other parts of the State. ' .' ..' .. 

In our 1960-61 Analysis of the Budget Bill, pages 209-211, we com
mented on the lack of criteria governing the establishment of field 
offices by the .Board of Equalization, indicated what ,appears to us to 
be the major consideration in determining .the location of field offices 
in a tax agency, and suggested two criteria which, ,If applied would 
have reduced the number of field offices from 61 to 34 at a saving of 
$82,485, based on 1960-61 estimates. ..... , ..• .. 

The. Senate FInance Committee adopted the following resolution at 
the 1960 Session: 

". . . that the Board of Equalization .sUbmit a report to the 
next Session of the Legislature setting forth the criteria which it 
uses to justify the establishment,. continuance, ,or discontinuance 
of field offices, including appropriate staffing patterns and work

load considerations, and that this report include a review of the 
comments of the Legislative Analyst, appearing on pages 209 to 
211 of the 1960-61 Analysis of the Budget Bill. " 

Following are the pertinent COI)1mentscontainep, inQur 1960-61 
analysis: ..' . '. . ..' 

"We believe that standardsgoverniug the establishment of field 
offices should be predicated upon' a 'Clear understanding of the 
basic function of such an office in a ta:x:agency. .' , .. " 

"Offices have been justified in the pastla;rgely on the basis of 
'better service to taxpayers. ' ..' .' . 

"We think this is the wrong approach since taxpayers generally 
have sound reasons for direct contact with field offices at very 
infrequent intervals. In the case of the sales tax, for example, a 
contact would be required upon starting the business, another, 
perhaps not oftener than once every three years in the event of an 
audit, and then only if there were controversial points involved, 
and another, perhaps upon' quitting business. Periodical requests 
for information can usually be handled satisfactorily by telephone 
or by mail. 

"Our view is that the governing consideration in determining 
. the location of field offices in a tax agency is that they should be 
located in such a manner as to make for the most efficient and eco
nomical use of the staff engaged in the field work incident to the 
administration of the tax laws involved. This means generally that 
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the offices should be located where the workload exists, and if they 
are located on this basis, the matter of necessary' service to tax
payers' would appear to be adequately achieved. 

, 'In the absence of any positive standards governing the estab
lishment of field offices, We believe that the following tests could 
well be applied: 

"1. Minimum Size. It appears to us that offices are justified 
only where a sufficient workload exists to require their mainte
nance on a full-time basis, with a sufficient staff to assure reason
able continuity of operations, some semblance of supervision and 
some degree of specialization, and in a tax agency such as this, 
we believe this requires at least three units of technical personnel 
and one clerk. Our view is that offices smaller than this are not 
justified and that work in areas now served by such offices can be 
handled adequately on an itinerant basis as is done in some areas 
of the State at the present time. 

"2. Proximity to Other Offices. We believe that offices should 
be at least 50 miles apart, subject to the two following exceptions: 

"a. Workload concentration-Where substantial concentrations 
of workload exist, as for example at least 6,000 permits in 
each area to be served. 

"b. In very large cities-Traffic conditions and rental situations 
in very large cities may justify several smaller offices in 
preference to a single large office, provided that such an 
arrangement will result in no overall increase in operating 
costs. " 

Table 9 shows the 20 field offices which would be eliminated if the 
"minimum size" test were to be applied, with the square footage and 
rent of each office being taken from the 1961-62 budget justification 
papers. 

The offices shown in this table are the same as those referred to in our 
1960-61 analysis except that Chico and Palmdale have been included. 

Weare informed that the Colusa office is to be closed in March, 1961. 
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Table 9-Board of Equalization Field Offices to be Eliminated 

on Basis of "Minimum Size Test" 
Staff January 1, 1961 Office 
Field repre- Square 1961-6'2 

Branch Audit sentative Olerk Total feet rent 
Equalization District II 

Bishop ----------------------- 1 1 2 384 $1,200 
Jackson ---------------------- 1 1 720 780 
Madera ---------------------- 1 1 1 3 450 1,200 
Sonora ----------------------- 1 1 1 3 316 1,380 

Equalization District III 
Auburn ---------------------- 1 1 1 3 300 600 
Chico ------------------------ 1 1 1 3 724 1,200 
Colusa ----------------------- - 0 370 480 
Crescent City ----------------- - 1 1 2 393 960 
Lakeport --------------------- - 0 90 660 
Mt. Shasta ------------------- 1 1 2 270 720 
Nevada City ------------------ 1 1 1 3 450 900 
Oroville ---------------------- 1 1 2 918 1,500 
Placerville -------------------- 1 1 1 3 400 840 
Quincy ----------------------- - 1 1 300 660 
Red Bluff _____________________ 1 1 2 Desk space 600 
Roseville --------------------- 1 1 330 780 
Susanville -------------------- - 1 1 250 600 
Yreka ------------------------ - 1 1 168 120 

Equalization District IV 
Ontario ---------------------- - 1 1 2 435 1,080 
Palmdale --------------------- 1 1 2 170 600 

Total _____________________ 13 13 11 37 7,438 $16,860 

Table 10 shows the nine offices which would be eliminated if the 
"proximity" test were to be applied, with the square footage and rent 
of office being taken from the 1961-62 budget justification papers, the 
offices being the same as those referred to in our 1960-61 analysis. 

Table 10-Board of Equalization Field Offices to be Eliminated on 
Basis of "Proximity Test" 

Staff January 1, 1961 Office 
Field repre- Square 1961-6'2 

Branch A~tdit sentative Olerk Total feet rent 
Equalization District I 

Santa Cruz ------------------- 3 1 1 5 950 $2,250 
Equalization District II 

I1anford ______________________ 3 2 2 7 772 3,600 
Martinez --------------------- 3 3 1 7 1,023 3,375 
Merced ----------------------- 5 2 2 9 1,424 3,240 

Equalization District III 
Napa ------------------------ 2 1 1 4 628 1,560 
San Rafael ------------------- 3 2 1 6 1,000 3,150 
Woodland -------------------- 3 1 1 5 781 1,630 

Equalization District IV 
Santa Maria __________________ 2 1 1 4 450 900 
Ventura ---------------------- 5 4 3 12 3,600 7,200 

Total _____________________ 29 17 13 59 10,628 $26,905 

On December 19, 1960, the agency furnished us with information 
which will be contained in its report to the Senate Finance Committee 
in response to th" resolution previously referred to. This information 
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was confined to a review of the comments in our 1960-61 analysis, and 
did not include a complete statement of the criteria used to justify the 
establishment, continuance or discontinuance of its field offices. 

In the absence of such a statement We believe that the field offices of 
the Board of Equalization should be adjusted to reflect the application 
of the criteria which we suggested in our 1960-61 analysis. 

We recommend elimination of the following amounts : 

Amount 
Rent, 20 small offices shown in Table 9 __________ $16,860 
Rent, 9 offices shown in Table 10________________ 26,905 
11 clerical positions shown in Table 9 at $4,296 each 47,256 

TotaL ____________________________________ $91,021 

Budget 
Page Line 
308 78 
308 78 
310 28 

The closing of these offices would result in some further reductions 
in office expense, which we have not attempted to identify. It could 
also result in some increase in travel expenses depending upon how 
the affected staff were to be assigned. 

We believe it reasonable to assume that the workload of the 11 clerical 
positions inthe one- and two-man offices could be absorbed by the exist
ing clerical staff in the larger offices, which, of course, would include 
the clerical staff in the nine offices shown in Table 10. If experience 
should prove otherwise, appropriate adjustment would be required at 
a later date. 

We believe that a more efficient field operation will result from the 
better supervision incident to the concentration of the staff into fewer 
and larger units. We do not believe that the practice of permanent as
signment of either a single auditor or a single field representative, or 
one of each, to work in a small community is conducive either to the 
best interests of the State, or to the most effective development of the 
professional abilities of the individuals so assigned. On the one hand, 
the effectiveness of tax administration is hampered by the normal 
human tendency to become too friendly with taxpayers in small com
munities, and on the other hand the individuals do not gain the varied 
experience obtainable from operating in a wider field. 

In its letter of December 19, 1960, the agency states: 
"Nor can we agree that 'taxpayers generally have sound reasons 

for direct contact with field offices at very infrequent intervals.' 
The implication that most of the more than one thousand taxpayers 
who visit our offices each day are there for frivolous reasons would 
be debated by the taxpayers themselves, we are sure." 

Our point, of course, is not that most of the 1,000 taxpayers who 
visit the offices daily do so for frivolous reasons but that any given tax
payer generally has need for office contacts at very infrequent intervals, 
and that such being the case, it is not necessary to provide facilities 
solely for this purpose which are not otherwise needed. 

The letter of December 19, 1960, includes a series of calculations 
purporting to show that, with three exceptions, the State would lose 
money by closing the offices in question, for two reasons, 
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(a) Increase in travel expenses, and 

Equalization 

(b) Loss in revenue from audits by reason of reduction in available 
audit time resulting from an increase in travel time. 

Both are based on the assumption that it is necessary to maintain 
the present coverage, in terms 6f total available time, at all locations 
involved. We seriously question the need for such coverage at many of 
these locations, and it is precisely for this reason that we believe suit
able criteria should be developed and subject to review and approval_ 
by the Legislature as to what constitutes appropriate coverage at all 
types of locations. 

In calculating the loss in revenue from audits the agency has used 
a figure of $15.06 per hour, which is the statewide average for 1959-60, 
whereas detailed records which we have examined .indicate that at 
smaller offices the average is substantially lower than this, at Jackson, 
for example, it was less than one-third of the statewide average. 

We believe that more effective use of audit manpower would result 
if it were deployed in productive areas on a flexible basis ;rather than 
being tied to areas of low productivity on a fixed geographical basis. 

STATE BOARD OF EQUALIZATION 
ITEM 119 of the Budget Bill Budget page 307 

FOR ADDITIONAL SUPPORT OF STATE BOARD OF EQUALIZATION 
FROM THE MOTOR VEHICLE TRANSPORTATION TAX FUND 
Amount requested ___________________________________________ :.. __ $1,028,790 
Contribution to State Employees' Retirement System ______________ 65,783 

Total _____________________________________________________ $1,094,573 
Estimate to be expended in 1960-61 fiscal yeaL_____________________ 1,082,418 

Increase (1.1 percent) _____________________ -;-____________________ $12,155 

TOT A L R ECO M MEN DE D RE D U CTI 0 N __________________________ None 

This appropriation is for costs of administration of the Motor 
Vehicle Transportation License Tax and the provisions of the Itinerant 
Merchants Law, the details of which are included under Item 118. 
Any adjustments in that item relating to administrative costs of the 
foregoing will require a corresponding adjustment in this item. 

Subject to the above qualification we reco'mmend approval as 
budgeted. 

STATE BOARD OF EQUALIZATION 
ITEM 120 of the Budget Bill Budget page 307 

FOR ADDITIONAL SUPPORT OF STATE BOARD OF EQUALIZATION 
FROM THE MOTOR VEHICLE FUEL FUND 
Amount requested ______________________________________________ $973,015 
Contribution to State Employees' Retirement System ______________ 62,841 

Total _______________________________________________________ $1,035,856 
Estimated to be expended in 1960-61 fiscal year ____________________ 1,020,639 

Increase (1.5 percent) __________________________________________ $15,217 

TOTA L RECO M MEN DE D RED U CTI 0 N __________________________ None 
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This appropriation is for costs of administration of the motor vehicle 
fuel (gasoline) tax and the use fuel (diesel) tax, the details of which 
are included under Item 118. Any adjustments in that item relating 
to administrative costs of the foregoing, will require a corresponding 
adjustment in this item. 

Subject to the above q1lalification we recommend approval as bud
geted. 

DEPARTMENT OF FINANCE 
ITEM 121 of the Budget Bill Budget page 314 

FOR SUPPORT OF DEPARTMENT OF FINANCE 
FROM THE GENERAL FUND 
Amount requested --____________________________________________ $8,0.83,468 
Contribution to State Employees' Retirement System--------------- 50.0.,0.0.0. 

Total _____________________________________________________ $8,583,468 

Estimated to be expended in 1960.-61 fiscal year-------------------- 8,514,283 

Increase (0..8 percent) --_________________________________________ $69,185 

TOT A L R E CO M MEN DE D RED U CT ION ___________________________ $180.,816 

Summary of Recommended Reductions Budget 
Execu tive Office: Amount Page Line 

1 deputy director ___________________________________ _ $12,520. 315 25 
Administrative SeI'Yice Office: 

1 tabulating machine operatoL _______________________ _ 4,50.0. 316 20. 
2 key punch operators _________________ , _____________ _ 7,900 316 21 
2 intermediate clerks _______________________________ _ 7,933 316 22 

Audits Division: 
2 state financial examiners ___________________________ _ 13,344 317 13 

Buildings and Grounds Division: 
1 telephone operator ________________________________ _ 3,90.0. 319 47 

Communications Division: 
1 assistant chief ___________________________________ _ 11,40.0. 320. 60. 

Economic Development Agency: 
1 deputy commissioner ______________________________ _ 14,910. 321 17 
1 senior business development specialisL ______________ _ 10.,752 321 18 
1 associate business development specialisL ___________ _ 8,520. 321 18 
1 senior stenographer-clerk ___________________ ~ ______ _ 5,459 321 20.. 
1 intermediate stenographer-clerk _________________ ..: __ _ 4,332 321 20. 
~emporary help __________________________________ _ 2,50.0. 321 21 
Rent, branch offices _______________________________ _ 8,754 321 34 
Contract services _________________________________ _ 60.,0.0.0. 321 35 

Organization and Cost Control Division: 
1 intermediate clerk _________________________________ _ 4,0.92 323 36 

Total __________________________________________ $180.,816 

GENERAL SUMMARY 

The Department of Finance is headed by a director, appointed by, 
and serving at the pleasure of the Governor. The Director of Finance 
is the highest salaried officer in the state government (excluding the 
University of California) except the .Governor. He has primary re
sponsibility for administering the financial and business programs of 
the State and furnishing centralized services for state agencies. The 
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Director of Finance acts as the chief fiscal adviser to the Governor 
and is also responsible for preparing and executing the annual budget. 
The. director also serves as chairman or member of 19 boards and 
commissions. 

The department consists of the 13 divisions listed in the Budget, 
pages 314 to 327. In addition, it includes the printing division, shown 
in the appendix, which is financed by the Printing Fund, which is a 
working revolving fund. It also includes certain activities of the 
buildings and grounds division, the communications division and the 
purchasing division, which are financed by the Purchasing Revolving 
Fund, and which are also shown in the appendix. 

The operations of the department are financed directly by the ap
propriations to the department in the budget bill and indirectly by 
appropriations to other state agencies for services rendered by the 
various divisions of the Department of Finance, which appear in the 
printed budget either as reimbursements, which are detailed on budget 
pages 314 to 327, or as revenues to the Printing Fund and the Pur" 
chasing Revolving Fund which are shown in the appendix. Both the 
revenues and reimbursements include some money received from out
side sources which does not represent an appropriation to some other 
state agency for services rendered by the Department of Finance, but 
the amounts are relatively small. 

The total money available to the Department of Finance for its pro
posed expenditure program for 1961-62 may be summarized as follows: 

Direct appropriations: 
Budget bill item 121, General Fund _____________________ _ 
Budget bill item 122, Fair and Exposition Fund __________ _ 
Budget bill item 123, School Building Aid Fund ___ ~-------
Related retirement contributions ________________________ _ 

$8,083,468 
238,959 
773,372 
567,400 

Total (budget page 314, line 52) ____________________ $9,663,199 
Reimbursements, Budget Page 327, line 13__________________ 6,602,033' 

Subtotal _____________________________________ $16,265,232 
Estimated revenues, Printing Fund, budget page 1023________ 7,816,987 
Estimated revenues, Purchasing Revolving Fund, budget 

page 1025 ____________________________________________ 7,143,656 

Grand total __________________________________ . _______ $31,225,875 
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An analysis of the expenditure program financed by direct appro
priations and reimbursements, by divisions is shown in Table 1. 

Table 1-Department of Finance, Total Expenditures, Reimbursements, and 
Net Expenditures Financed by Direct Appropriations, by Divisions 

Division 01' other l{nit 
Executive Office _____________________ _ 
Administrative Service Office __________ _ 
Audits _____________________________ _ 

Budget ____ ~-------------------------
Buildings and Grounds _______________ _ 
Communications _____________________ _ 
Economic Development Agency ________ _ 
Fairs and Expositions ________________ _ 
Local allocations ____________________ _ 
Organization and cost controL _________ _ 
Planning Office ______________________ _ 
Property acquisition _________________ _ 
Purchasing _________________________ _ 

Total 
$330,200 

1,538,395 
902,039 
691,416 

9,072,511 
145,989 
233,240 
194,735 
778,372 
448,904 
116,301 
235,288 

1,010,442 

Subtotal _______________________ $15,697,832 
Retirement contributions ______________ 567,400 

Total _________________________ $16,265,232 
NOTES: 1 Includes $100,000 from Fair and Exposition Fund 

2 Entire amount from Fait· and EXPOSition Fund 

Le88 reim- Net em-
bursements penditures 

$670,653 
16,000 
21,500 

5,514,928 

55,776 

7,700 

215,236 
100,240' 

$6,602,033 

$6,602,033 

$330,200 
867,742 
886,039' 
669,916 

3,557,583 
145,989 
233,240 
138,959" 
778,3723 

441,204 
116,301 
20,052 

910,202 

$9,095,799 
567,400' 

$9,663,199 

3 Includes $773,372 from School Building Aid Fund 
'Includes $16,200 from Fair and Exposition Fund and $51,200 from School Building Aid Fund. 

Of the 13 divisions listed in Table 1, three are essentially staff units, 
four are concerned with fiscal matters, and five are primarily service 
units, while one serves the public, rather than state agencies. The staff 
units include the Executive Office, Administrative Service Office, and 
Organization and Oost Oontrol Division. The fiscal divisions are Audits 
and Budget which examine or execute the State's fiscal laws and 
policies, as well as Fairs and Expositions and Local Allocations, which 
administer state funds to local public agencies. The service divisions 
include Buildings and Ground,Oommunications, Planning, Property 
Acquisitions and Purchasing. The Economic Development Agency, 
which serves the public rather than state agencies, has been located 
in the department. 

The total staff of the Department of Finance, by source of support, 
in net man-years, is shown below: 

Actua·l 
Source of support 1959-60 
Direct appropriation and reimbursements_ 1,655.6 
Printing Fund (printing division) _______ 753.6 
Purchasing Revolving Fund_____________ 187.6 

Total man-years ____________________ 2,596.8 

Estimated 
1960-61 
1,896.7 

693.9 
232 

2,822.6 

Proposed 
1961-62 
1,901.1 

577.8 
252 

2,730.9 

The decrease in staff in the printing division is due to a decision of 
the Board of Education to purchase certain elementary school text
books from private publishing firms. 
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We believe that the reporting for the activities of revolving funds, 
such as the Printing Fund and the Purchasing Revolving Fund, which 
appears in the printed budget is not adequate, in that it does not 
clearly set forth amounts expended for the purchase of equipment on a 
comparative basis, from year to year. 

We believe that the reporting might well include the incorporation of 
a statement patterned after a" Source and Application of Funds" state
ment, used in commercial accounting. Such a statement has been in
cluded in audit reports prepared by the Auditor General on the State 
Printing Fund and the Purchasing Revolving Fund. . 

We recommend that a study be made by appropriate agencies in thei 
Department of Finance, in collaboration with the Auditor General, 
looking toward the development of better methods of presentation of 
the transactions of revolving !,unds streh as those of the Printing 
Fund and the Purchasing Revolving Fund, in the printed budget for) 
the 196/2-63 fiscal year. . 

Devonshire Downs 

In the 1959 session, the Legislature abolished the 51st District Agri
culture Association and transferred the property to the Department of 
Finance. The Legislature was to determine if the property should be 
used to meet the educational needs of San Fernando Valley State Col
lege or some other urgent education use. (Chapter 1733, Statutes of 
1959). This property, known as Devonshire Downs, was assigned to the 
supervision of the Administrative Service Office, which leased the fa
cilities and collected costs for management services. Since it has been 
determined that the property will not be utilized by San Fernando 
Valley State College, we suggest that appropriate action be taken to 
dispose. of the property as surplus state property. 

Economic Development Agency 

This agency was created by Chapter 1911, Statutes of 1959; in effect 
September 18, 1959, for the purpose of encouraging new business and 
industries to locate in California and also to render advice and provide 
economic information for existing California firms. 

The major functions of this agency are to: 
(1) Gather and disseminate statistical information useful to indus

try, commerce and agriculture. 
(2) Sponsor or conduct studies of factors affecting the development 

of economic activity in California. 
(3) Promote and encourage the location of new and the expansion 

of existing businesses in California. 
(4) Aid business concerns in their relationship }Vith appropriate 

federal agencies. 
The head of this agency is the commissioner, who is appointed by 

and serves at the pleasure of the Governor. The first commissioner was 
appointed in September of 1959 and held office until September 1960. 
The present commissioner was appointed in January 1961. 
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The first commissioner, who had a leave of absence from his teaching 
duties at University of Oalifornia at Los Angeles, operated out of the 
Los Angeles office. This arrangement resulted in a lack of centralized 
development for the agency. Weare informed that the present com
missioner intends to make the Sacramento office his headquarters. 

This agency has a staff of 15.5, of which two are administrative, one 
is an economist, six are field men and 6.5 clerical. 

Although it is primarily an economic agency, it has only one econo
mist position on its staff and has relied upon contract services for its 
economic research. During 1961-62, the contract services are budgeted 
at $60,000 which amounts to about 25 percent of the budget. 

The headquarters office of this agency is in Sacramento, and branch 
offices are in San Francisco and Los Angeles. 

ANALYSIS 

The expenditure program of the Department of Finance for 1961-62, 
as detailed on budget pages 314 to 327, is supported by appropriations 
from three funds as follows: 

Budget Act Appropriation 
Item 

Fund number 
General Fund ___________________ 121 
Fair and Exposition Fund _________ 122 
School Building Aid ]'und _________ 123 

TotaL_____________________ __ 

Amount 
$8,083,468 

238,959 
773,372 

$9,095,799 

Retirement 
$500,000 

16,200 
51,200 

$567,400 

Total 
expenditures 
$8,583,468 

255,159 
824,572 

$9,663,199 

The total increase in proposed expenditures amounts to $84,440 or 
0.9 percent. A detail of this increase by division or other unit is shown 
in Table 2. 

Table 2-Analysis of Increase in Expenditures, by Division or Unit 
Expenditures 

Division or unit 
Executive Office ______________________ _ 
Administrative Service Office ___________ _ 
Audits· _______________________________ _ 
Budget ______________________________ _ 
Buildings and Grounds _________________ _ 
Comm unica tions _______________________ _ 
Economic Development Agency __________ _ 
Fairs and Expositions __________________ _ 
Local Allocations ______________________ _ 
Organization and Cost ControL __________ _ 
Planning _____________________________ _ 
Property Acquisition ___________________ _ 
Purchasing ___________________________ _ 

Estimated 
1960-61 
$311,931 
852,335 
860,805 
670,577 

3,617,877 
130,121 
230,227 
137,275 
764,801 
426,237 
111,573 

20,052 
884,54;8 

Subtotal ________________________ $9,018,359 
Painting portrait of Governof____________ 3,000 
Retirement contributions ________________ 557,400 

Total __________________________ $9,578,759 

Proposed 
1961-62 
$330,200 
867,742 
886,039 
669,916 

3,557,583 
145,989 
233,240 
138,959 
778,372 
441,204 
116,301 

20,052 
910,202 

$9,095,799 

567,400 

$9,663,199 

Increase or 
(-) decrease 

$18,269 
15,407 
25,234 
-661 

-60,294 
15,868 

3,013 
1,684 

13,571 
14,967 

4,728 

25,664 

$77,440 
-3,000 

10,000 

$84,440 

A further analysis of the increase, by category, is shown in Table 3. 
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Table 3-Analysis of Increase in Expenditures, by Category 

1960-61 1961-62-
Salaries: 

Increase or 
( -) dem-ease 

Positions now authorized __________ $10,968,319 $11,226,240 $257,921 
Proposed increase in positions, neL_ 108,136 108,136 
Salary savings __________________ -260,970 -232,600 28,370 

Total salaries ___________________ $10,707,349 $11,101,776 $394,427 
Operating expenses _________________ 4,506,949 4,544,237 37,288 
Equipment ________________________ 82,613 51,819 -30,794 
Reimbursements ___________________ -6,278,552 -6,602,033 -323,481 
Retirement contributions ____________ 557,400 567,400 10,000 
Painting portrait of Governor________ 3,000 -3,000 

$9,578,759 $9,663,199 $84,440 

The increase of $394,427 in salaries is due to salary increases, a net 
increase of 20, in proposed new positions and a decrease in salary 
savings, and is offset in large part by an increase of $323,481 in reim
bursements, which is due largely to 'an increase of $267,711 or 8.8.per
cent, in charges to other agencies for janitorial and maintenance serv
ices by the Buildings and GrouI\ds Division, indicated on budget page 
320, line 27. 

Without this increase the expenditures of the Buildings and Grounds 
Division, as shown in Table 1, would have shown an increase of $207,-
417, rather thana decrease of $60,294. 

A total of 27 new positions are requested for 1961-62. Of these, 17 
appear to us to be justified on a workload basis, while we are recom
mending disapproval of the remaining 10. Our reasons, in each instance, 
are set forth by division in the sections which follow. 

Executive Office 

We recommend approval of one assistant counsel, $7,728, budget page 
315, line 42. 

This position is requested as a result of the increasing legal activity 
on water contracts. In August 1960, the Attorney General rendered 
an opinion that water contracts negotiated by the Department of Water 
Resources require the approval of the Director of Finance before ap
propriations are expended. The new position will meet the increased 
workload resulting from the legal activity on master and individual 
contracts, not only on existing water projects but on future projects 
authorized from the State Water Bond Act which was approved by 
the voters at the last general election. 

The budget request for 1961-62 includes funds for three· existing 
deputy director positions, budget page 315, line 25. One of these posi
tions, which may be further identified on page 218, line 32 in the 
salary supplement, has been vacant since December 1959, and was 
still vacant on January 9, 1961. 

We recommend deletion of one deputy director position, $12,520, 
budget page 315, line 25. 
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This recommendation is comparable to similar recommendations we 
have made in other agencies, in the interests of economy, where existing 
positions have been vacant for long periods of time, and no demonstra
tion of need has been made. 

Administrative Service Office 

This division includes the accounting office and the departmental 
library. Included in the accounting office is a tabulating unit. The ac
counting office maintains the records and accounts of all support and 
capital outlay appropriations assigned to the Department of Finance, 
except appropriations for fairs and expositions, printing, and state 
lands. It also does the bookkeeping for the Purchasing Revolving Fund, 
handles accounts for 12 smaller agencies on a reimbursable basis and 
processes reimbursements from other state agencies for services ren
dered by the department. 

The division is currently undergoing expansion of its departmental 
library and the tabulating unit of the accounting office to implement 
improved procedures and programs. It is requesting 11 additional 
positions, including 1 for the library and 10 for the tabulating section. 
The request for the latter 10 positions is based on the department's 
continuing program for improving clerical procedures. The program 
is based on continuing study being conducted by the Organization and 
Cost Control Division which periodically reports on the feasibility of 
converting data processing from manual to machine accounting 
methods. On the basis of our analysis of this study and tabulating sec
tion operations, we submit the following recommendations: 

We recommend elimination of the following positions: 

Position Number Amount 
Tabulating machine operator _______________ 1 $4,500 
Key punch operator _______________________ 2 7,900 
Intermediate clerk ________________________ 2 7,933 

Total _______________________________ 5 $20,333 

Budget 
Page Line 
316 20 
316 21 
316 22 

These five positions are requested to implement new procedures which 
may be recommended at a future date by the study mentioned in the 
foregoing. These positions relate to possible procedural changes antici
pated for Purchasing Division, Property Acquisition, Buildings and 
Grounds, Budget Division and Local Allocation Division. It appears to 
us, however, that the status of these projects provides no basis for the 
need of these positions. Regarding the Purchasing Division, the recom
mendations that purchase orders be processed on machine by the tabu
lating section for statistical analysis were implemented as of March 
1959. The increased workload resulting from this additional operation 
was absorbed by the existing staff of the tabulating section. The Budget 
Division and Local Allocation Division projects have not yet been 
undertaken. 
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Considering the present status of these programs, the absence of 
recommendations for additional assignments or anticipated workload 
for the tabulating section, we see no justification for these positions 
and recomJllend that they not be approved. We recommend that the 
Organization and Cost Control Division in its future projects iIi this 
area indicate savings in costs between existing and proposed procedures, 
as related to improved efficiency anticipated from the new procedures. 

We recommend the approval of one senior tabulating machine oper
ator, one tabuLating machine operator, two key pt~nch operators and 
one intermediate clerk, budget page 316, lines 19-22, for $22,1'39. 

These five positions were originally included in the 1960-61 Budget 
on a temporary basis and are now being budgeted as permanent posi
tions. These positions relate to the portion of the Organization and Cost 
Control Division study discussed above dealing with the Printing Di
vision. Weare informed that as recommended by this study, accounting 
records of printing plant operations will be processed by the tabulating 
section start.ing in January 1961. 

We recommend approval of one intermediate clerk position as 
budgeted for the library service, $3,900, budget page 31:6, line 24. 

The departmental library is undergoing a reorganization which will 
combine existing library facilities now located in several divisions, in
cluding the .Administrative .Adviser's Office, Budget Division, Economic 
Development Agency and Organization and Cost Control Division. Ef
fective during June 1961, the newly centralized library service will be 
housed in a single physical facility in the Capitol. The requested posi
tion is supported by workload data compiled from a sample work survey 
by the librarian. 

Audits Division 

Section 13294 of the Government Code reads as follows: 
, 'The department [of Finance] shall examine and expert the books 

of the several state agencies, at least once every two years, and as often 
as the director deems necessary." 

The audits division conducts examinations of the accounts of all 
state agencies pursuant to the foregoing. It also makes annual exami
nations of the state, district and county fairs as required by law and 
renders accounting assistance to state agencies on a contract basis. 

The present staff of 100 includes 91 financial examiner positions, 
and two additional examiner positions are requested for handling addi
tional aUditing activities resulting primarily from the recent expansion 
of the state college program. 

We ,recommend deletion of two financial examiner II positions, 
$13,344, Budget page 317, line 13. 

It appears to us that the proper scope and responsibilities of internal 
auditors for certain agencies, the audit staff of the. Departme:nt of 
Finance, and the Auditor General, are not clearly defined nor under
stood at the present time, and that until these matters are clarified, 
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and possible areas of duplication eliminated, we cannot recommend an 
increase in staff. 

Price Waterhouse & Co., a nationally known firm of certified public 
accountants, in a survey for the Joint Legislative Budget Committee 
in 1954 on "Accounting and Auditing for the State of California," 
outlined a program for the allocation of responsibility as among in
ternal auditors, auditors for the Department of Finance, and auditors' 
responsible to the Legislature, such as the staff of the present Auditor 
General, which we believe to be essentially sound. 

It appears to us that at the present time the total audit effort of the 
State is not being used in accordance with the general plan outlined 
in the Price Waterhouse report and that as a result some inefficiencies 
and duplications exist. 

We accordingly recommend that before any increase in staff is 
granted to the Division of Audits a comprehensive re-examination be 
made of the pr'esent total audit effort in the light of the recommenda
tions contained in the Price Waterhouse & Co. report. We believe such 
a study could well be assigned to the Auditor General. 

The Price Waterhouse report pointed out in 1954 that the work of 
the existing internal auditors assigned to some of the departments 
varied considerably in quality and the Audits Division and the Audi
tor General agree that little progress has been made in improving this 
situation during the last five years. 

The Price Waterhouse & Co. report suggested that the Auditor. 
General should have a staff of between 30 and 40 and that a staff of 
80 to 90 should be adequate for the Department of Finance, and also 
recoIllmended that greater emphasis be placed on developing internal 
audit staffs in the individual agencies. It also pointed out that more 
internal auditing in the operating agencies would tend to reduce the 
scope of the audit work performed by the Department of Finance. 

It is interesting to note, in this connection, that one large state 
agency, the Board of Equalization, has, by administrative reassign
ment of its existing staff during the current year, increased its internal 
audit staff from three to five, an additional fact which we believe has a 
bearing on the increase requested in the Department of Finance audit 
staff. 

We believe the Legislature should give consideration to amending 
Section 13294 of the Government Code to remove the requirement that 
audits be made by the Department of Finance at least every two years, 
since we believe that, in many instances, less frequent audits would 
suffice. 

Budget Division 

The Budget Division includes a financial and population research 
section which conducts the economic research required for its revenue 
forecasts, population estimates and other basic data which are essential 
in long range fiscal planning. One additional research position is re
quested by the division for its city population estimation program. 

We recommend approval of the jnnior research technician position 
as bu,dgeted, $5,496, budget page 317, line 75. 
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As a result of 1957 and 1959 legislation, qualified cities and counties 
may request the Department of Finance to make estimates of their 
population on a reimbursable basis. (Chapter 2345,. Statutes of 1957, 
and Chapter 512, Statutes of 1959.) The State Controller may use these 
population estimates in between the decennial federal census as the 
basis for distributing revenue from motor vehicle taxes and license 
fees. 

The financial and population research section, which conducts this 
program, anticipates a substantial incr'ease in the number of applica
tions from cities as a result of provisions in the 1959 legislation. The 
position appears to us to be justified on a workload basis and it is 
anticipated that reimbursements from the cities will offset the salary 
of this position. 

Buildings and Grounds Division 

This division is charged with the operation and maintenance of all 
state-owned buildings under Department of Finance jurisdiction as 
well as privately owned buildings where state agencies rent office space. 
At present, the division services 53 buildings and 67 acres of grounds 
in Sacramento, San Francisco, Los Angeles, Fresno and Oakland. The 
division includes building operation personnel such as engineers, jani
tors and elevator operators, and telephone operators. 

The division is requesting four additional positions to meet increased 
workloads in building operations. During 1961-62 it proposes to abol
ish six elevator operator positions when the public works building in 
Sacramento is converted to automation and to eliminate one chief 
engineer position in Los Angeles. 

We recommend the approval of one office b~tilding engineer, one 
janitor and one intermediate clerk, $15,000, budget page 319, lines 
45, 46, and 49. 

The first two positions were established on a temporary basis in the 
1960-61 fiscal year to relieve a heavy workload situation and are now 
requested on a permanent basis for the 1961-62 fiscal year. 

The building engineer is needed to service the military quarters 
leased at Town and Country Center in Sacramento, while the janitor 
is being utilized for servicing the two branch offices of the Depart
ment of Water Resources in Sacramento which cannot be satisfactorily 
done under present arrangements. The proposed intermediate clerk 
will be assigned to the telephone office in San Francisco to handle 
billings and perform other clerical functions and appears to be justi
fied on a workload basis. 

We recommend deletion of one, telephone operator, $3,900, budget 
page 319, line 47. 

This position is requested for the capitol telephone exchange in 
Sacramento to provide an operator for an additional unit at the 
switchboard which will be ready for operation in January, 1962. The 
capitol telephone exchange will activate two operator positions in 
January, 1961, when two new PBX units are ready for operation. 
Workload data supported the need for the latter two positions which 
were budgeted for the 1960-61 fiscal year. No workload data was avail-
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able, however, which projected any anticipated increase in workload 
that could not be handled by the existing operators in the 1961-62 
fiscal :year. 

Communications Division 

This division serves as a technical staff for the Director of Finance 
and the State Communications Advisory Board. It provides the tech
nical service for co-ordinating communication systems utilized jointly 
by state and local public agencies as well as for communication facili
ties operated by state agencies. The division has responsibility for in
stalling and maintaining new and existing communication systems and 
devotes considerable attention to engineering and operating problems 
relating thereto. The radio maintenance section with a staff of 77 
provides centralized maintenance services, through its 37 shops located 
throughout the State, for state agencies utilizing radio equipment. This 
service is financed by the Purchasing Revolving Fund, which is dis
cussed elsewhere in our analysis. The communications system now 
operated by the State includes radio, telephone, teletype and micro
wave. The statewide microwave system, which is maintained by this 
division, is discussed under the Forestry Division in the Department 
of Natural Resources elsewhere in our analysis. 

The staff of this division, shown on budget page 320, consists of 14, 
which is exclusive of the 77 positions shown in the Purchasing Re
volving Fund operation. These include an associate communications 
engineer located in the Sacramento office, who supervises that group. 

We recommend deletion of the assistant division chief, $11,400, 
budget page 320, line 60. 

The requested position is intended to relieve the division chief of 
general administrative workload which has developed from the in
crease of services in radio maintenance and installation of the state 
microwave system. However, no information on the administrative re
sponsibilities to be assigned to the new position or data to support 
an increase of workload at the top administrative level has been pre
sented, and it appears to us that the position is not warranted on a 
workload basis. 

The existing supervisory staff appears to be adequate for this type of 
organization since it includes two senior communications engineers 
who exercise supervision over a technical staff of six engineers and 
the associate engineer in charge of radio mainteriance has four super
visors in charge of field operations. 

Economic Development Agency 

We recommend that the $60,000 budgeted for contract services, 
budget page 321, line 35, be deleted. 

During the calendar year 1960 this agency contracted for seven re
search projects costing $78,928, as shown in Table 4. 

It will be noted from Table 4, that five of the contracts deal with 
specific industries, mainly those associated with Central and 'Southern 
California rather than with the State's economy as a whole, and also 
that all except one of the contracts were gi.ven to graduate students or 
members of the faculty of the University of California at Los Angeles. 
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Table 4-Research Contracts Made by the Economic Development Agency 

During the Calendar Year 1960 

Subject Oost 
1. Study of Employment ___________ $23,950 
2. Textile and Apparel Industries____ 2,800 

3. Impact of California's Tax and Fis
cal Structure on Industrial De-

Estimated 
completion 

Personnel date 
3 UCLA professors January 1961 
UCLA graduate January 1961 

student 

velopment ___________________ 15,028 UCLA professor January 1961 
4. Fruit and Vegetable Canning and 

Freezing Industries ___________ 5,700 UCLA graduate 
student February 1961 

5. Opportunities for Expansion of 
Machinery Industry ___________ 14,000 2 UCLA graduate 

students April 1961 
6. Fabricated Metal Products Indus-

try _________________________ 16,500 UCLA professor April 1961 

7. Followup Study on Textile Mills in 
California ___________________ 950 Private firm February 1961 

Total _____________________ $78,928 

The only material issued to date, as a result of these contracts, is a 
partial report on item 1 in Table 4. This report attempted to 
establish procedures whereby any community in California could esti
mate what percentage of its labor force was engaged in the production 
of goods and services to be marketed outside of the community, either 
in other areas of California or in areas outside the State. The objective 
of this report has merit but we doubt if the conclusions in their present 
form have any practical application. 

The agency has presented no program for the use of the $60,000 re
quested for contract services for 1961-62. 

Many public agencies and private organizations in California are 
already producing quality research on various aspects of the statewide 
economy. We suggest that the agency devote more of its efforts to 
utilizing this information and encouraging interested groups to under
take useful studies rather than sponsoring extensive projects on its own. 

In addition to economic research the agency has also used contract 
services for promotional activities. In June of 1960, the agency spent 
$9,600 in connection with the Governor's Good Neighbor Conference 
in Los Angeles. We do not believe that this activity was a proper 
function because it is closely associated with direct advertising, which 
was clearly contrary to legislative intent when this agency was created. 
Also, it established a precedent with respect to future expenditures by 
the agency. 

We recommend that the San Francisco and Los Angeles branch offices 
be closed and that rent of $8,754, bt~dget page 321, line 34, and any 
other expenses directly related to these offices be deleted. 

During the next year or two the main activity of the business de
velopment specialists assigned to these offices will be to assist local com
munities in preparing their area economic surveys and establishing 
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local economic development groups. This activity already involves con
siderable traveling. The maintenance of branch offices, at this stage of 
the agency's development and level of staffing, does not appear econom
ical. Public contacts at these offices will be mainly to obtain informa
tion on available plant sites. However, the local offices do not have this 
information at the present time. Therefore, we believe the public will 
obtain better service, and the agency will have more flexibility in the 
development of its staff if all activities are centralized in the Sacra
mento headquarters. 

We recommend elimination of $31,563 for the following existing posi
tions now located in branch offices: 

Glass Amount 
1 Senior business development specialist ______ $10,752 
1 .Associate business development specialist ____ 8,520 
1 Senior stenographer-clerk _________________ 5,459 
1 Intermediate stenographer-clerk ____________ 4,332 

Temporary help __________________________ 2,500 

Total _______________________________ $31,563 

Budget 
Page Line 
321 18 
321 18 
321 20 
32120 
321 21 

The existing :personnel of this agency, as of January 1961, are dis
tributed as follows: 
Monthly 

salary 
range 
$1,516 

1,243 
821-998 
821-998 
676-821 
376-458 
341-415 

Sacra-
Positions mento 

Commissioner __________________________ 1 
Deputy commissioner ____________________ 1 
Senior industrial economist ______________ __ 
Senior business development specialist _____ 1 
Associate business development specialisL__ 1 
Senior stenographer-clerk ________________ 1 
Intermediate stenographer-clerk ___________ 1 
Temporary help _________________________ __ 

Totals ____________________ -------- 6 

San 
Fran-
cisco 

1 
2 

1 
1 
0.5 

5.5 

Los 
Angeles Totals 

1 
1 
1 

1 4 
1 2 
1 3 
1 3 

0.5 

4 15.5 

Currently there are four senior business development specialist posi
tions, one each in Sacramento and Los Angeles and two in San Fran
cisco. Since the main function of these positions, which are essentially 
field positions, is working with local communities, we see no reason why 
the San Francisco office with its concentrated area should have more 
staff than the other' areas which have either a larger geographic area 
or a greater popUlation. If these positions are transferred to Sacramento, 
the reduced staff should be sufficient to handle their present workload. 

One associate position should be sufficient to handle the office work 
of the three senior field men. 

Currently this agency has 6.5 clerical positions for eight executive 
and technical personnel. This is a very high ratio and by centralizing 
the agencies operations in one office, with a reduced staff, the four re
maining clerical positions should be more than ample for the remaining 
six executive and technical positions. 

We also recommend the position of deputy commissioner $14,910, be 
abolished, budget page 321, line 17. 
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The above budget reductions would leave this agency with a tech
nical staff of six positions instead of the current eight. We doubt that 
two high salaried executives are needed to supervise either the existing 
or the reduced staff. 

We believe, that the agency should put major emphasis on: 
(1) Outlining a program, which it apparently does not now have, 

which focuses attention on pertinent problems having statewide signifi
cance as a guide for interested groups, and 

(2) Co-ordinating the efforts of existing groups engaged in further
ing economic development in order to make the most effective use of 
available facilities and information. 

Local Allocation Division 

This division constitutes the technical staff for the Director of Fi
nance and State Allocation Board. It has responsibility for the admin
istration of several programs of state aid to local governmental agencies 
which is almost entirely confined to the State Building Aid program 
at the present time. The division is requesting an additional position 
for its clerical staff. 

We recommend approval of the senior account clerk position, $4,512, 
budget page -322, line 53. 

This position is requested to provide a clerical position for the 
Northern California area office on the same basis as provided in the 
Bay and Southern California offices. In 1960-61, the latter two offices 
were granted one clerical position each to handle the routine work of 
processing documents relating to furniture and equipment allowances 
for school districts. These are now handled by the professional staff in 
the Northern Oalifornia office. This position will relieve the professional 
staff of this work and appears justified on this basis. 

Organization and Cost Control Division 

This division provides services and management research through 
conducting studies and making recommendations to state agencies for 
improving their accounting and administrative procedures. The divi
sion also includes a unit which processes employees' suggestions for 
evaluation by the Merit Award Board. An additional clerical position 
is requested to this unit. 

We recommend deletion of one intermediate typist-clerk $4,092, 
budget page 323, line 36. 

This position is requested to meet the immediate clerical workload 
which has developed primarily from the Governor's Work Improve
ment Proposal Program. This program was designed to give training 
to supervisors and employees. It was administered in conjunction with 
the Training Division of the State Personnel Board and provided 
training to some 9,500 supervisors and employees in work simplification 
procedures. The program was in effect during 1959 and 1960, and it is 
estimated that the work will not be complete until July, 1961. Excess 
workloads which have developed periodically from such projects, or 
regular projects of the Merit Award Board; have been expedited with 
assistance from temporary help and the central typing pool as well as 
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-by the use of form letters. Considering that the Governor's Work Im
prov~ment Proposal Program is terminated and assistance is available 
for handling periodic heavy workloads, we believe there is not an ade
quate basis to justify the proposed position. 

Property Acquisition Division 

This division has responsibility for administering the state real estate 
program. It procures property for new and expanding state office and 
institutional buildings, manages state property in the interim before 
it is transferred to authorized state agencies, and disposes of surplus 
state property. The division also serves as the secretariat for the State 
Public Works Board and as adviser to the Director of Finance on real 
estate transactions of all state agencies which require his approval. 
Two temporary positions are being proposed for permanent status in 
the current budget. 

We recommend approval of one associate land agent, $9,384, and one 
junior-intermecliate stenographer-clerk, $4,404, as budgeted on page 
324, lines 78 and 74, to June 30, 1962 only. 

In the spring of 1960, these positions were established on a temporary 
basis to activate the surplus property program which up to that time 
lacked proper staffing. The division is now requesting that these posi
tions be continued on a permanent basis. 

We recommend that they be continued for an additional year only, 
to terminate on June 30, 1962, since revenue from sale of state lands 
is expected to decrease after June 30, 1962. 

Purchasing Division 

This division is the central purchasing agency for -all state depart
ments and institutions, except the University of California. It is headed 
by the state purchasing agent who also is responsible for the central 
stores activities and the automotive management activities carried on 
under the Purchasing Revolving Fund, with staffs of 27.2 and 118.6 
respectively, for 1961-62. 

'l'wo additional clerical positions are requested to provide needed 
clerical assistance to the buyers staff, by bringing the ratio of buyers 
to clerks up to the standard ratio of one buyer to two clerks in the 
San Francisco and Los Angeles area offices. 

TVe recommend approval of two intermediate typist-clerk positions, 
budget page 326, line 18, $3,996 and line 20, $3,996. 

It appears to us that the positions are justified on a workload basis. 
We recommend approval of one parking facilities specialist, $8,520, 

budget page 326, line 22. 
The request for the parking administrator stems from Senate Con

current Resolution, No. 43, passed by the 1959 Legislature, which re
lated to the need for state employees parking facilities. The Department 
of Finance has assigned responsibility for this program to automotive 
management. .A. similar position was established on a temporary basis 
in August 1960, but is presently unfilled. It appears to us that the pro
grain will entail continuing problems which will develop from the 
normal expansion of the state government and that these problems will 
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require special attention which cannot be given by the present staff. 
We have pointed out in previous years that it does not appear to us 

that the automotive management activities belong in the Purchasing 
Division, since they are primarily concerned with the operation of the 
state automotive pool, supervision of state garages and parking facili
ties, and other related activities, rather than to purchases. 

The Auditor General has called attention to misuse of state cars in 
certain agencies, a condition which has apparently extended over a 
considerable period of time at a substantial cost to the State. 

Indications of possible misuse can be obtained from records on file in 
the automotive management section, and we believe that failure to ob
tain and use this information, on a timely basis, is an indication of the 
need for more direct administrative concern with this function by top 
management in the department. 

DEPARTMENT OF FINANCE 

ITEM 122 of the Budget Bill Budget page 314 

FOR ADDITIONAL SUPPORT OF DEPARTMENT OF FINANCE 
FROM THE FAIRS AND EXPOSITION FUND 
Aniount requested ______________________________________________ $238,959 
Oontribution to State Employees' Retirement System_______________ 16,200 

Total _____________________________________________________ $255,159 
Estimated to be expended in 1960-61 fiscal year____________________ 253,475 

Increase (0.7 percent) ___________________________________________ $1,684 

TOTAL RECOMMENDED REDUCTION _______________________ 
7
-- None 

GENERAL SUMMARY 

Of this appropriation $138,959 is for support of the Fairs and Ex
positions Division and $100,000 is for audits of county and district 
fairs by the Audits Division, the details of which are included in the 
analysis of Budget Bill Item 121. Any change in that item affecting 
these activities will require a corresponding adjustment in this item 
also. 

We recommend approval as bt~dgeted, subject to the fpregoing quali
fication. 

DEPARTMENT OF FINANCE 

ITEM 123 of the Budget Bill Budget page 314 

FOR ADDITIONAL SUPPORT OF DEPARTMENT OF FINANCE 
FROM THE SCHOOL BUILDING AID FUND 
Amount requested _____________________________________________ $773,372 
Oontribution to State Employees' Retirement System_______________ 51,200 

Total ___________________________________________ ~___________ $824,572 
Estimated to be expended in 1960-61 fiscal year_____________________ 811,001 

Increase (1.7 percent) __________________________________________ $13,571 

TOTAL RECOM M EN DED REDUCTION__________________________ None 
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GENERAL SUMMARY 

Item 124 

This appropriation is all for support of the Local Allocations Divi
sion, the details of which are included in the analysis of Budget Bill 
Item 121. Any change in that item affecting this division will require 
a corresponding adjustment in this item also. 

We recommend approval as budgeted, sttbject to the foregoing quali
fication. 

Department of Finance 
CALIFORNIA STATE FAIR AND EX;POSITION 

ITEM. 124 of the Budget Bill Budget page 328 

FOR SUPPORT OF CALIFORNIA STATE FAIR AND EXPOSITION 
FROM THE STATE FAIR FUND 
Amount requested ______________________________________________ $2,396,478 
Contribution to State Employees' Retirement System ______________ 39,000 

~otal _____________________________________________________ $2,435,478 
Est.imated to be expended in 1960-61 fiscal year _______ ~____________ 2,442,092 

Decrease (0.3 percent) _________________________________________ $6,614 

TOTAL RECOMMENDED REDUCTION___________________________ $58,956 

Summary of Recommended Reductions 

. Increase.in items having over $1,000 

Budget 
Amount Page Line 

in direct fair operating expense ----------___________ $8,956 329 47 
Advertising and public relations -------------__________ 50,000 329 28 

GENE RAL SUMMARY 

The California State Fair and Exposition is authorized under the 
provisions of Article 1, Sections 70 through 77, of the Agricultural 
Code ... Funds for operation of the fair are provided as set forth in Sec
tions 19622 and 19624 of the Business and. Professions Code, which 
makes .allocations from the Fair and Exposition Fund. ~r(lsently, the 
statutes provide support for the California State Fair in the amounts 
of $250,000 and $15,000 for the junior show. 
-"" In 1961, a new program titled" A Spring Festival" will be initiated 
on the state fairgrounds under the joint auspices of the State Fair and 
52nd District Agricultural Association. This Spring Festival will be 
held for nine days, April 15 to 22d, inclusive. The horse show, formerly 
It feature of the State Fair, will now be a feature of the festival and 
we have been informed that this change meets with the approval of 
the various horsemen's associations throughout the State. 

The following table has been prepared to show the relationship of 
expenditures to revenues. In the past nine years, revenues have never 
risen above 75.6 percent of expenditures. However, the agency has esti
mated that revenues will increase to 78.6 percent of expenditures in 
the 1961-62 fiscal year. 
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Comparison of Total Expenditures and Revenues 
Revenues as 

Fiscal percent of 
year Expenditures Revenues Deficit expenditures 

1952-53 _________ $1,890,797 $1,265,236 $625,561. 66.9 
1953-54 --------- 1,895,223 1,352,177 543,106 71.3 
1954-55 --------- 1,964,428 1,281,100 683,328 65.2 
1955-56 --------- 1,876,802 1,264,887 611,915 67.4 
1956-57 --------- 2,104,397 1,470,357 634,040 70.0 
1957c58 --------- 2,156,394 1,432,477 723,917 66.4 
1958-59 --------- 2,126,993 1,449,405 677,588 68.1 
1959-60 --------- 2,109,833 1,544,923 564,910 73.2 
1960-61 * -------- 2,457,092 1,859,066 598,026 75.6 
1961-62 * -------- 2,450,478 1,933,200 517,278 78.9 
* Estimated as shown in 1961-62 Budget. 

The following table reflects the annual per capita cost of the deficit 
of the State Fair when measured by the total number of paid 
attendance: 

Fiscal Total paid Per capita 
yeaj' Deficit attendance cost of deficit 

1951-52 ------------------- $587,300 481,862 $1.22 
1952-53 ------------------- 625,561 481,575 1.30 
1953-54 ------------------- 543,106 473,099 1.15 
1954-55 ------------------- 683,328 505,567 1.36 
1955-56 ------------------- 611,915 373,363 1.64 
1956-57 ------------------- 634,040 463,779 1.37 
1957-58 ------------------- 723,917 458.300 1.58 
1958-59 ------------------- 677,588 457,200 1.48 
1959-60 ------------------- 564,910 518,647 1.09 
1960-61 * ------------------ 598,026 521,495 1.15 
1961-62 * ------------------ 517,278 450,000 1.15 

Totals ________________ $6,766,969 5,184,887 $1.30 
* Estimated as shown in 1961-62 Budget. 

Paid attendance for 1961-62 predicated on free admission for children under 16 years of age. 

The deficit for the ll-year period, as set forth in the above table, 
will total $6,766,969. The average per capita loss on a paid attendance 
of 5,184,887 for this same period is $1.30. It is noted on the basis of 
the agency's estimate that the per capita loss is expected to be $1.15 in 
1961-62, which is identical with the per capita loss for the prior year. 

ANALYSIS 

Salaries and Wages 

Salaries and wages for 1961-62 are scheduled at $1,056,544 for 202.5 
authorized positions. This is a decrease of $92,465 or 8 percent under 
the $1,149,009 estimated to be expended in 1960-61. The budget reflects 
a reduction of 20:2 temporary help positions in 1961-62. 

Operating Expenses 

Total operating expenses are scheduled at $1,433,387 for 1961-62. 
This is an increase of $29,810 or 2.1 percent over the $1,403,577 esti
mated to be expended in 1960-61. The items of increase are related to 
the State Fair and not to the Spring Festival which has budgeted the 
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identical amount for operating expenses in 1961-62 that they estimate 
will be expended in the current year. 

The following table reflects the budget requests submitted by the 
agency for operating expense in prior years,· with the re-estimate the 
following year, and the actual expenditure as related to the original 
budget request: 

Operating Expense 
Fiscal 
year Budget request 

_____ $1,171,405 
1,311,785 
1,321,464 

_____ 1,288,957 
_____ 1,225,112 

Revised 
budget Actual expense 

Increase or 
decrease Percent 

11.6 
1.5 
7.7 

-1.9 

1955-56 
1956-57 
1957-58 
1958-59 
1959-60 

$1,347,344 
1,291,146 
1,480,982 
1,370,612 
1,202,930 

$1,307,853 
1,331,935 
1,423,978 
1,263,353 
1,148,848 

$136,448 
20,150 

102,514 
-25,604-
-76,264- -6.2 

The principal items of increase by function are as follows: 

Increases of Over $1,000 in Items of Operating Expense 

General expense ________________________________ -' __ ~ ___ _ 
JRental equipIllent _______________________________________ _ 
])ecorations ____________________________________________ _ 
Night show ___________________________________________ _ 

Total in items having over $1,000 increase __________ _ 

Increase 
1961-62 over 1960-61 
Amount Percent 
$1,212 6.9 

1,244 4.8 
2,500 12.2 
4,000 25.0 

$8,956 

The agency has not submitted any information to justify their re
quest for increases applying to the above listed items. 

Furthermore, there is no indication that the proposed increases 
would improve either the attendance or the revenues at the fair. 

We recommend a reduction of $8,956 in operating expense from the 
agency's btldget. 

Advertising and Public Relations 

The agency is requesting $90,000 for advertising purposes in 1961-
62, an increase of $46,000 or 104.5 percent over the amount of $44,000 
estimated to be expended in 1960-61. No information has been sub
mitted by the agency to indicate that the amount of money allocated 
for paid advertising has had any appreciable effect on the attendance 
at the fair. In a prior year's analysis, we pointed out that, despite a 
reduction of $46,498 in the allocation for paid advertising in 1959-60, 
paid attendance at the fair increased 13.4 percent. In 1960-61, the 
Legislature reduced the agency's request for this function $44,000. 
However, paid attendance increased 3,816 or 0.7 percent over the prior 
year despite the increase from 50 cents to $1 for an adult admission. 

We believe the management can continue to conduct their adver
tising program on a comparable basis with their prior year's operation 
with no adverse trend being reflected in the attendance at the fair. 

We, therefore, recommend that the amount requested f01' paid adver
tising be /f'educed to $40,000, a reduction of $50,000 in the amount 
budgeted for advertising. 
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Equipment 

Finance 

Equipment expenditures are scheduled at $27,092 for 1961-62. This 
is an increase of $9,041, or 50.1 percent over the amount of $18,051 
estimated to be expended in the 1960-61 fiscal year. 

The following table reflects the budget requests submitted by the 
agency for equipment in prior years, with the re-estimate the following 
year, and the actual expenditure as related to the original budget re-
quest: ' 

Equipment 
Fiscal Revised Increase or 
year B1tdget request budget Actual expense decrease Percent 

1955-56 _________ $22,395 $22,552 $14,313 -$8,082 -36.0 
1956-57 --------- 19,747 19,859 19,110 -637 -3.2 
1957-58 --------- 23,458 17,308 15,517 -7,941 -33.8 
1958-59 ---------. 11,677 11,427 9,633 -2,044 -17.5 
1959-60 --------- 11,498 11,498 10,719 -779 -6.8 

The major items of increase are the second increment of drapes for 
Governor's Hall, two replacement automobiles and new turnstiles and 
coin converters at a cost of $10,950. 

The budget, as originally submitted, requested $28,914 for equip
ment. We believe equipment requests are generally in line as now 
budgeted, and recommend approval. 

Department of Finance 

CALIFORNIA STATE FAIR AND EXPOSITION 
ITEM 125 of the Budget Bill Budget page 332 

FOR AUGMENTATION OF THE STATE FAIR FUND 
FROM TH E GENERAL FUND 
Amount requested _____________________________________________ _ 
Estimated to be expended in 1960-61 fiscal year ___________________ _ 

$230,000 
199,270 

Increase (15.4 percent) _________________________________________ $30,730 

TOTAL RECOMMENDED REDUCTION___________________________ $58,956 

The 1959 Legislature amended the statutes to provide that deficiency 
allocations to the State Fair Fund should be made from the General 
Fund. 

In line with our analysis of the State Fair, we recommend that 
$58,956 be deducted from the $230,000 requested to be transferred from 
the Ge.neral Fund. 

Department of Finance 

SIXTH DISTRICT AGRICULTURAL ASSOCIATION 
ITEM 126 of the Budget Bill Budget page 333 

FOR SUPPORT OF SIXTH DISTRICT AGRICULTURAL ASSOCIATION 
FROM THE SIXTH DISTRICT AGRICULTURAL ASSOCIATION FUND 
Amount requested ______________________________________________ $466,951 
Contribution. to State Employees' Retirement System _______________ . 17,000 

Total _____________________________________________________ $483,951 
Estimated to be expended in 1960-61 fiscal year ______________ '______ 468,697 

Increase (3.3 percent) __________________________________________ $15,254 

TOTAL RECOMMENDED REDUCTION__________________________ None 
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GENERAL SUMMARY 

The Sixth District Agricultural Association was formed under the 
provisions of Ohapter 69, Statutes of 1880. The operational authority 
for the association is contained in Article 2, Sections 80 through 92, of 
the Agricultural Code. 

Historically, the function of the Sixth District has been the operation 
and maintenance of the California Museum of Science and Industry 
and the parking lots for the Los Angeles Memorial Coliseum and 
Memorial Sports Arena. . 

In the current year, 26,000 square feet of exhibit space was added 
to the science wing and the agency proposes to construct a new building 
in 1961, to be financed by the federal government, to house a perma
nent exhibit of the peaceful public uses of atomic energy. 

ANALYSIS 

Total expenditures for 1961-62, including retirement costs, are pro
posed at $483,951, an increase of $15,254, or 3.3 percent, over the 
amount of $468,697 estimated to be expended in 1960-61. 

The following table reflects the expenditures and revenues for a five
year period: 

1957-58 1958-59 
Total expenditures t __ $263,401 $495,398 
Total revenues _______ 258,303 447,113 

Excess of expenditures 

1959-60 
$370,625 

576,556 

1960-61* 
$468,697 

609,000 

1961-62* 
$483,951 

660,500 

over revenues ____ $5,098 $48,285 -$205,931 -$140,803. -$176,549 
* Estimated, as shown in 1961-62 Budget. 
t Includes funds for State Employees' Retirement. 

The above table shows a substantial improvement in revenue in the 
budget year, which can be attributed to the estimated increase in park
ing lot revenue for 1961-62 fiscal year. 

Salaries and Wages 

The total amount requested for salaries and wages for 1961-62 is 
$310,448, an increase of $17,488, or 6 percent, over the total of $292,960 
scheduled for expenditure in this category during 1960-61. 

The change in salary and wage costs is attributable to merit salary 
increases on 58 established positions and a total of four proposed new 
positions costing $21,696. 

The association owns and now operates the parking lots on approx
imately 26 acres of land surrounding Exposition Park. The funds to 
acquire and develop this property were advanced from the General 
Fund and the State Beach and Park Fund. These loans are being 
repaid in annual payments with interest from the revenue derived from 
the parking lots. 

1 Assistant parking operation s~£pervisor (budget page 334, line 
76) _________________________________________________ $6,360 

1 Parking meter collector and repair man (budget page 334, 
line 78) ______________________________________________ 4,664· 

1 Mainte,nance man-district fairs (budget page 334, line 79)__ 4,900 
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In the current year the three positions were approved on a temporary 
basis to handle increased parking operations and related maintenance 
functions. 

The agency now requests that these positions be established on a 
permanent basis to handle the increased workload of the parking opera
tion. 

The parking lot revenue is estimated to increase $51,500 or 9.6 per
cent in 1961-62. 

We recommend appr-oval of these positions. 

1 Senior exhibit designer-installer (budget page 334, line 38) __ $5,772 
This position is requested to meet increased workload created by the 

expansion of the science wing which added approximately 26,000 square 
feet of permanent exhibit space to the facility. This position will also 
assist in related administrative duties to his function of designing and 
installing exhibits. 

We recommend approval of this position. 

Operating Expenses 

Operating expenses are scheduled at $217,448 for 1961-62. This rep
resents an increase of $6,516 over the amount of $210,932 estimated to 
be expended in 1960-61 fiscal year. 

The principal items of increase by function are: 
Recurring maintenance-structure and grounds-_______________________ $3,500 
Exhibit expense ________________________________ '___________________ 3,000 
Replace defective tile in horticulture haIL_____________________________ 1,000 

Equipment 

Equipment expenditures are scheduled at $4,627 for 1961-62. This 
is a decrease of $6,661 or 59 percent under the amount of $11,288 esti
mated to be expended in 1960-61. 

We recommend approval of the item as budgeted. 

Department of Finance 
SIXTH DISTRICT AGRICULTURAL ASSOCIATION 

ITEM 127 of the Budget Bill Budget page 337 

FOR AUGMENTATION OF THE SIXTH DISTRICT AGRICULTURAL 
ASSOCIATION FUND, FROM THE GENERAL FUND 
Amount requested_______________________________________________ $190,000 
Estimated to be expended in 1960-61 fiscal yeaL____________________ 190,000 

Increase _______________________________________________________ ~one 

TOTAL RECOMMENDED REDUCTION__________________________ ~one 

ANALYSIS 

In accordance with our review of the fiscal position of the Sixth 
District in the foregoing item, we recommend approval of the amount 
requested by this transfer item. 
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Department of Finance 
STATE LANDS DiVISION 

ITEM 128 of the Budget Bill 

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

Item 128 

Budget page 338 

Amount requested ____________________________________________ $1,115,442 
Contribution to State Employees' Retirement System______________ 57,990 

~otal ____________________________________ ~ _____________ ~ __ $1,173,432 
Estimated to be expended in 1960-61 fiscal year __________________ 1,115,388 

])ecrease (0.2 percent) ______________________________________ _ $1,956 

TOTAL RECOMMENDED REDUCTION _________________________ _ None 

GENERAL SUMMARY 

The Public Resources Code provides that "There is a State Lands 
Commission in the Department of Finance, consisting of the Controller, 
the Lieutenant Governor, and the Director of Finance." (Section 
6101), which ". . . shall administer all laws and statutes committed 
to it through the Division of State T-iands of the Department of Fi
nance ... " (Section 6103). Vested in the Commission is " ... full 
authority, as provided by law, to administer, sell, lease or dispose of 
the public lands owned by this State or under its control, including 
not only school lands but tidelands, submerged lands, swamp and over
flowed lands, and beds of navigable rivers and lakes . . ." and it is 
". . . authorized to provide for the extraction of minerals and oil and 
gas from any or all of such lands . . ." (Section 6216). 

The commission acts exclusively as a policy-making body and as such 
has delegated administrative responsibility to an executive officer whose 
principal office is in Los Angeles, with branches in Santa Barbara, 
Huntington Beach, Rio Vista, Long Beach and Sacramento, the latter 
office being exclusively concerned with land records and sales. 

The following table shows the authorized personnel for 1961-62, ex
clusive of additional positions requested, classified by general functions 
performed: 

Function 
Executive __________________________________________________ _ 
Administrative _________________________ -' ____________________ _ 
Legal _______________________________________ --' ______________ _ 
Engineering and related ______________________________________ _ 
Auditing ___________________________________________________ _ 
Appraisers and other real property specialists __________________ _ 
Clerical ____________________________________________________ _ 

Nl~mber 

2 
9 
2 

51 
8 

13 
28.4 

~otal _____________________________________________________ 113.4 

Of the total staff about 15 are normally assigned to the Land Records 
and Sales Section in Sacramento and the balance to the various offices 
in the southern part of the State. 

Various codes and general laws charge the commission with responsi
bilities, the principal activities thereunder being summarized as follows: 

1. Litigation: The division performs the technical staff work for the 
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Attorney General in connection with state land litigation which mainly 
concerns oil properties. Pending at this time are about 140 actions 
including the following principal cases: 

a. In Orange County v. State, the county is claiming certain tide
lands, title to which is nominally in the State. The case is not at this 
time being pressed but success on the part of the county would cost 
the State revenues in the millions of dollars, the exact amount not 
having been estimated. 

b. In United States v. Anchor Oil, the government is claiming some 
$70 million of the State, the City of Long Beach and various oil pro
ducers for subsidence damage to its Long Beach naval shipyard. The 
matter has not, however, been set for trial. 

c. In two actions by the State against the City of Long Beach, the 
State is seeking a determination of boundaries generally and a quit 
claim to mineral rights to certain tidelands .at Alamitos Bay. The trial 
court found for the city in the latter case and the Attorney General 
has filed an appeal. 

2. Surveying; monumenting and platting tidelands granted to po
litical subdivisions of the State. This work is reimbursable. 

3. Leasing of mineral lands, primarily oil tidelands: During the 
current year it is anticipated that between three and six areas of tide 
and submerged lands offshore Santa Barbara County will be offered 
for lease .. Additionally, a parcel of such lands located at Montalvo, 
Ventura County, may be offered for lease. Some of the research and 
investigation in connection with these leases is performed by private 
agencies, $14,000 being budgeted for the purpose for 1961-62. 

4. Controlling and accounting for oil and gas royalties from approxi
mately 90 active leases located on tide and submerged lands, and the 
surveillance over operations of the City of Long Beach in connection 
with the extraction of oil and gas from tidelands granted to the city. 

5. Issuing permits for and supervising offshore geophysical and geo
logical exploration for oil and gas. This work is reimbursable, $12,000 
being expected for the budget year. 

6. Issuing commercial leases, easements, rights-of-way and recre
ational permits. 

7. Mapping of sovereign lands of the State, both coastal and inland. 
8. Maintaining an index of sovereign lands, indicating those encum

bered by lease, permit, or otherwise. An amount of $25,000 has been 
budgeted to make a special index of lands over which the United States 
has acquired jurisdiction as required by Section 127 of the Government 
Code. The agency has contracted the work out to the Remington Rand 
Company and it is expected to be completed in about two years. 

9. Processing applications for purchase of school and federal lands, 
an important part of which is making appraisals, particularly of timber 
lands. Some of these costs are reimbursable and it is estimated that 
such reimbursements will amount to $31,750 during 1961-62. 

10. Maintaining official records relating to all state-owned lands. 
In addition to the monetary items mentioned above, $30,000 has been 

budgeted as the State's share of costs of determining the boundaries 
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of tide and submerged lands of the City of Long Beach, and reimburse
ments of $14,000 are expected for engineering reports and services to 
other agencies. 
ANALYSIS 

The agency requests one new associate counsel ($862-1,048) to aug
ment its existing legal staff of one assistant and one junior counsel. 

We recommend approval of the position, budget page 338, line 73, 
$9,852. 

The division points out, and we agree, that where an agency has a 
substantial amount of day-to-day legal work, it is costly and imprac
ticable to depend on the Attorney General for advice and work con
cerning matters of common occurrence and specialized nature. We 
believe that the nature and volume of the agency's work supports the 
establishment of a small legal section. 

The Attorney General will, of course, continue to handle court liti
gation and other major matters. 

Also requested is a new senior stenographer-clerk ($376-458). 
We recommend approval of the position, budget page 338, line 75, 

$4,512. 
The increase in the agency's clerical staff, 13 percent since 1955-56, 

has not kept pace with the comparable increase in total staff of 35 
percent. This position will serve as secretary to the assistant executive 
officer and also perform other duties. 

FRANCHISE TAX BOARD 
ITEM 129 of the Budget Bill 
FOR SUPPORT OF FRANCHISE TAX BOARD 

FROM THE GENERAL FUND 

Budget page 340 

Amount requested ______________________________________________ $7,795,099 
Contribution to State Employees' Retirement System_______________ 457,535 

Total _____________________________________________________ $8,252,634 
Estimated to be expended in 1960-61 fiscal year_____________________ 8,187,895 

Increase (0.8 percent) _____ ~ __________________________________ _ 

TO TAL R E CO M MEN D ED RED U CT ION __________________________ _ 
$64,739 
$18,000 

Summary of Recommended Reductions Budget 

Salaries and wages: 
1 Income tax agent, Special Investigations Division _____ _ 

Operating expenses: 
Traveling in-state, Special Investigations Division _____ _ 
Trayeling out-of-state, Operations Division ___________ _ 

Equipment: 
Typewriter replacement, Special. Investigations Division __ 
File cabinet, addition, Special Investigations Division ___ _ 
Typewriter stand, addition, Special Investigations Division 
Typewriter chair, addition, Special Investigations Division 
Pho~o?~py machine, addition, Special ;Investigations 

DIVISIOn _________________________________________ _ 

Typewriter replacement, L. A. Regional Office _________ _ 
Drinking fountain, addition, S.F. Regional Office ______ _ 

A.mount Page Line 

$8,940 

1,690 
5,000 

260 
151 

31 
83 

300 
1,362 

183 

341 

341 
342 

341 
341 
341 
341 

341 
343 
343 

27 

62 
61 

68 
68 
68 
68 

68 
27 
58 

Total ___________________________________________ $18,000 
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GENERAL SUMMARY 

Franchise Tax 

The Franchise Tax Board administers the personal income, bank and 
corporation franchise, and corporation income taxes. The board, con
sists of the Ohairman of the State Board of Equalization, the Director of 
Finance and the State Oontroller. The administrator of this agency is 
the executive officer, who, according to law, is appointed by the board, 
with the consent of two-thirds of the Senate and can be removed by 
the board only with the consent of two-thirds of the Senate. The posi
tion is exempt from civil service. The present organizational structure 
of this agency consists of three divisions, administration, operations 
and special investigations, with headquarters in Sacramento. For the 
current fiscal year the administration division has 222.2 authorized 
positions, all of which are located in Sacramento, and it performs the 
accounting, cashiering, statistical, legal and appeals functions of this 
agency. The operations division has 1,008.1 authorized positions, or 81 
percent of the total, and it has charge of the auditing, compliance and 
service funr.tions . .As Table 1 illustrates, operations has 669.8 positions 
in Sacramento, 254.3 in the San Francisco and Los .Angelys offices, 54 
in the 10 branch offices in Oalifornia, and 30 in the two out-of-state 
offices. The special investigations unit was organized during 1951-52, 
and it consists of a tax counsel, six income tax agents and two clerical 
positions. Five of the agent positions are assigned to the regional or 
branch offices. 

The disposition of personnel in 'rable 1 illustrates the following 
characteristics of the Franchise Tax Board: 

1. Temporary help accounts for 20 percent of the authorized posi
tions. This help consists of junior and intermediate clerks and is used 
to handle workload peaks in the accounting section where tax returns 
are received, in the files, and in connection with the Federal Compari
son Project (FOP) and Information at Source Program (599). 

2. The heavy reliance upon manual methods of processing income tax 
returns is responsible for the high proportion of technician and clerk 
positions, 71 percent. 

3. The headquarters office in Sacramento has 40.3 percent of the 
board's auditing positions, the two regional offices 40.6 percent, the 
out-of-state offices 9.2 percent and the 10 branch offices in Oalifornia 
9.9 'percent. The heavy reliance upon an office audit of personal income 
tax returns at headquarters, and upon franchise tax audits both in 
headquarters and at the regional offices, is largely responsible for this 
pattern of personnel distribution. The primary motivation for the es
tablishment of branch offices in Oalifornia is the convenience of the 
board's auditing and compliance personnel, rather than locations to 
service the pUblic. . 

4. The limited number of collector positions indicates the reliance 
the board places upon the mails for taxpayer compliance. 
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Table 1-Authorized Positions in Francise Tax Board, 1960-61, 

By Division, Location and Type 
Admin.- a 0 lleo- Teohnioian- Temp. 

Saoramento Legal Auditors tors Clerk Help Total 
Administration _______ 20 141 61.2 222.2 
Operations ___________ 2 122 7 370 168.8 669.8 
Special investigations -- 2 2 4 

Total ____________ 24 122 7 513 230.0 896.0 
Operations-8. F. Region 

San Francisco -------- 2 47 3 42 9.8 103.8 
Oakland ______________ -- 5 1 3 9 
San Jose _~ ___________ -- 5 1 2 8 
]'resno --------------- -- 2 1 3 
Santa Rosa ---------- -- 2 1 1 4 
Stockton ------------- -- 2 1 1 4 

Total _____________ 2 63 7 50 9.8 131.8 

Opemtions-L. A. Region 
Los Angeles ---------- 1 76 8 58 7.5 150.5 
Long Beach ---------- -- 5 2 3 10 
San Diego ----------- -- 5 1 2 8 
Bakersfield ----------- -- 2 1 3 
San Bernardino ------ -- 1 1 1 3 
Santa Barbara ------- -- 1 1 2 

TotaL ____________ 1 90 12 66 7.5 176.5 
Operations, out-of-state 

New York ----------- -- 14 1 15 
Chicago -------------- -- 14 1 15 

TotaL ____________ -- 28 2 30 
Speoial Investigations 

San Francisco -------- 1 1 
Oaldand ------------- 1 3 
Los Angeles ---------- 3 3 

Total _____________ 5 5 

Grand total _______ 32 303 26 631 247.3 1,239.3 

Table 2 gives the disposition of the Franchise Tax Board's costs and 
staff by program for 1959-60. These cost figures contain certain over
head items which are not budgeted directly to this agency and therefore 
are slightly higher than the total expenditures for this agency for 
1959-60, shown on budget page 340, line 41. 

Table 2 indicates that 76 percent of the Franchise Tax Board's 
costs and almost 80 percent of its staff are used to administer the 
personal income tax. These facts have important budgetary implica
tions which are discussed later in this analysis. The largest single item 
of cost for the personal income tax is the "basic" program which con
sists of housekeeping functions, such as accounting, handling the re
turns, and filing, and does not include any enforcement activities. 
Next in importance is auditing. Included under compliance are all 
enforcement activities other than auditing, which has more staff than 
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Tab Ie 2-Allocation of Franchise Tax Board Costs and Staff, 1959-60 

Costs Staff 
Tam Amount Percent Number Percent 

Personal income tax 
Audit _____________________________ $1,705,399 22.5 
Compliance ________________________ 1,591,145 21.0 
Basic ______________________________ 2,487,117 32.9 

Total _______________ -, __________ $5,783,661 76.4 
Franchise tax 

Audit _____________________________ $1,105,041 14.6 
Compliance ________________________ 81,450 1.1 
Basic ______________________________ 601,440 7.9 

Total __________________________ $1,787,931 23.6 

Grand total __________________________ $7,571,592 100.0 

233.7 
293.8 
386.8 

914.3 

129.9 
13.5 
89.7 

233.1 

1,147.4 

20.4 
25.6 
33.7 

79.7 

11.3 
1.2 
7.8 

20.3 

100.0 

auditing but its costs are slightly lower. For the franchise tax, aUditing 
dominates, the "basic" program is secondary and compliance isrela
tively minor. 

Summarized by program, rather than by tax, the costs and staff 
for 1959-60 were allocated as follows: 

Pm'cent 
Program of cost 

Audit ________________________________________ 37.1 
Compliance ___________________________________ 22.1 
Basic ________________________________________ 40.8 

~otal ____________________________________ 100.0 

Percent 
of staff 

31.7 
26.8 
41.5 

100.0 

.Tables 3 and 4 contain more detailed information on the various seg
ments of the auditing and compliance programs for these two taxes, 
and also show the revenue productivity of the board's enforcement 
program_ 

Most personal income tax returns are given a "drawer audit" which 
consists of an examination of the tax return by a desk auditor in the 
headquarters office. If the case is too complicated to be handled by 
correspondence, it is sent to the regional offices for a field audit. RAR's 
are copies of federal field audits which the board receives and uses 
as a basis for completing a state desk type audit. The cost of making 
this type of audit is low and this accounts for the high revenue produc
tivity of this program. The specialist section handles the returns of 
fiduciaries, deceased persons, etc. Residence and withholding cases are 
a special type of field audit. 

The information at source or "599" program consists of matching 
W-2 forms supplied by employers, with the employee's tax return to 
determine if the amount of income agrees and whether or not the 
employee filed a return. The 599's also cover items of nonsalary in
come, such as interest, dividends and royalties. In 1959, the Franchise 
Tax Board revised its federal comparison project, or "FOP" com
pliance program. Through a co-operative arrangement the federal 
government now supplies the board with punched cards containing 
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Table 3-Personal Income Tax Costs and Net Revenues 

per Dollar of Cost, by Program, 1959-60 

Program 

Audit: 
Field ______________________ _ 
Dra wer ____________________ _ 
Revenue Agents Reports (RAR) 
Specialists Section __________ _ 
Residence and Withholding ___ _ 

Oosts 

$734,220 
623,991 
159,596 
112,899 

74,694 

Total-Audit ____________ $1,705,400 

Oompliance: 
Information at Source (599) __ $967,802 
l!'ederal Oomparison Project 

(FOP) . _________________ 448,238 
Preliminary Examination _____ 175,105 

Total-Oompliance _______ $1,591,145 

Basic: 
Service operations ____________ $2,335,112 
Olaims ______________________ 152,005 

Total-Basic ____________ $2,487,117 

Total-Personal Income Tax $5,783,662 

Percent 
of total 

12.7 
10.8 

2.8 
1.9 
1.3 

29.5 

16.7 

7.8 
3.0 

Net 
revenue 

$2,646,275 
2,018,853 
1,297,574 

503,022 
243,146 

$6,708,870 

$3,220,460 

226,337 
313,064 

27.5 $3,759,861 

40.4 $252,737,719 
2.6 -497,865 

43.0 $252,239,854 

100.0 $262,708.585 

Item 129 

Net revenue 
per dollar 

of cost 

$3.60 
3.23 
8.13 
4.46 
3.26 

$3.93 

$3.33 

.50 
1.79 

$2.36 

$108.23 

$101.42 

$62.77 

certain of the information on the federal returns for all those with 
an adjusted gross income of $10,000 or less. These cards are matched 
on a Illanual basis against the state returns to ascertain if the· amount 
of income agrees, and whether or not a state return was filed. During 
1959-60, this program cost the board about $450,000 but most of the 
resulting revenues will be collected during 1960-6l. 

The preliminary examination section makes a mathematical check 
of the computations on the returns. The claims section handles taxpayer 
refunds. 

Franchise tax general audits refer mainly to those firms whose income 
is froIll sources within California, and allocation audits cover firms with 
income from sources outside of this State. 
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Table 4-Franchise Tax Costs and Net Revenues 

per Dollar of Cost, by Program, 1959-60 

Percent 
Program Oosts of total 

Audit: 
General: 

Desk ______________________ $110,373 
Field _____________________ 326,881 

Allocation: 
Desk _____________________ 162,292 
Field ______________________ 505,495 

Total-Audit ____________ $1,105,041 

Compliance: 
Preliminary Examinations ____ _ 
New Accounts ______________ _ 

Total-Compliance ______ _ 
Basic: 

Service operations __________ _ 
Claims _____________________ _ 
Exempt corporations ________ _ 

Total-Basic ___________ _ 

$66,576 
14,874 

$81,450 

$499,092 
77,448 
24,900 

$601,440 

Total-Franchise Tax ____ $1,787,931 

6.2 
18.3 

9.1 
28.3 

61.8 

3.7 
.8 

4.5 

27.9 
4.4 
1.4 

33.7 

100.0 

A comparison of Tables 3 and 4 shows that: 

Netreve~ue 
Net per dollar 

revenue of cost 

$2,285,628 $20.71 
2,131,208 6.43 

5,862,886 36.13 
6,873,507 13.60 

$17,153,229 $15.52 

$592,321 $8.90 
151,601 10.19 

$743,922 $9.13 

$239,721,388 $480.32 
-1,753,368 

$237,968,020 $395.66 

$255,865,171 $349.56 

1. The Franchise Tax Board spends about the same amount on field 
audits for both taxes ($809,000 for personal income tax and $832,000 
for franchise tax) although the franchise tax audits are almost three 
times as productive. 

2. The amount spent on personal income tax desk type audits is 3.3 
times as much as spent on similar franchise tax audits, but the 
franchise audits are 3.5 times as productive. 

3. The most profitable personal income tax audits are the" RAR 's, " 
while the allocation desk audits are the most profitable for franchise tax. 

4. Except for the preliminary examination section, the compliance 
activities of these two taxes are not comparable. 

ANALYSIS 

. The 1961-62 budget of this agency proposes an increase of $64,739, 
or 0.8 percent, over the amount budgeted for the current fiscal year. 
The only significant program changes contemplated for the budget year 
are the mechanization of the accounts receivable unit and the addition 
of 8.3 man years of temporary help in the operations division in Sacra
mento. 

The mechanization of the accounts receivable unit, starting during 
January of 1961, will require the addition of 8.9 new positions costing 
$39,000 and the reduction of 28.8 positions costing $93,922, with the 
resulting net saving of 19.9 positions and $54,922 during 1961-62. We 
recommend approval of this change. 
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The operations division requests 8.3 more positions of temporary help 
in the Sacramento office, costing $28,099, to handle the increased volume 
of income tax returns. We recommend these positions be approved. 

We recommend elimination of one existing income tax agent position 
assigned to the special investigations section, which is vacant, $8,940, 
budget page 341, line 27. 

Our reasons for this recommendation are as follows: 
The main activity of these agents in the past has been the preparation 

of tax assessments against pinball and claw machine operators, book
makers and others engaged in illegal activities. Most of these tax 
assesselnents were issued during 1955 and are now being protested 
before the State Board of Equalization. Some of these protests should be 
decided in the near future and if the findings of the Franchise Tax 
Board are upheld it is probable that the affected taxpayers will appeal 
to the courts. Since the legality of these assessments has not been 
established, it is our suggestion that they be tested in the courts before 
embarking upon a new series of extensive investigations, using not 
only the· time of these agents, but also involving considerable auditing 
expense. By obtaining waivers from the taxpayers and making test 
assessments on new types of cases, the Franchise Tax Board can protect 
itself against the statute of limitations without spending considerable 
time and money on assessments which may prove to be uncollectible. 

These agents also investigate and help prepare failure to file and 
false return cases for criminal prosecution by local district attorneys. 
From 1951 to 1955, only seven fraud and 43 failure to file cases were 
prepared. In 33 of these cases the accused taxpayer entered a guilty 
plea, six cases resulted in conviction, seven were dismissed or acquitted 
and four cases were pending at the end of the year. 

One reason why there have not been more criminal prosecutions, 
besides the problems involved in detecting violations, is that district 
attorneys are reluctant to take any case to court unless it involves at 
least $1,000 of tax. Since California's tax rates are low compared to 
federal rates a violation may warrant criminal prosecution under 
federal law, but not involve enough tax to warrant criminal prosecution 
by the State. 

From 1952 to 1959, the special investigations division had a staff of 
three income tax agents. During 1960, three aditional agents were 
hired as a result of a budget augmentation. One of these positions has 
been vacant since October 1960. The federal government has between 
160 and 180 income tax agents in California. The Franchise Tax Board 
states that their agents do not compete with nor duplicate the work 
of the federal ag'ents. However, considering the number of federal 
agents already operating in California, the higher federal tax rates, 
and the fact that California obtains the results of the federal investi
gations, we have serious reservations as to the need for these state 
agents. 

We accordingly make the following additional recommendations: 
(1) That the Franchise Tax Board submit to the next Legislature a 

detailed explanation of how it intends to use these agents, the 
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approximate allocation of man years to different types of activi
ties i.e., failure to file, fraud, illegal activities, and why these 
activities are not being adequately covered by the federal agents. 

(2) That during calendar year 1961, these agents should be required 
to keep records showing the amount of time devoted to different 
activities so that their efforts can be evaluated by the next 
Legislature. 

We recommend dele.tion of travel and automotive operating expenses 
for the vacant income tax agent position, $1,690, budget page 341, 
line 62. 

We recommend elimination of the nontravel per diem allowance of 
$9 per day, which is given to the managers of the out-of-state Franchise 
Tax Board offices in New York and Chicago, $5,000, budget page 342, 
line 61. 

The two out-of-state office managers, who are Californians, receive a 
special allowance of $9 per day, including Saturdays, Sundays and 
holidays, for every day they are not on travel status but are in their 
respective headquarters in New York or Chicago. When actually travel
ling, they receive the regular travel allowances. The Franchise Tax 
Board uses this special allowance as an inducement for members of its 
staff to accept these out-of-state positions. During 1958-59, the special 
allowances amounted to $4,914, and were $5,436 during 1959-60. 

The Auditor General and the Department of Finance have criticized 
the granting of this special allowance. The Board of Control has pro
posed that it be terminated effective January 1, 1962. 

The manager of the New York office has been at that location since 
October 1, 1958, while the Chicago office manager has received this 
special allowance since May 15, 1953. 

This type of allowance was formerly granted to the out-of-state office. 
managers for the State Board of Equalization, but discontinued for New 
York in 1952, and for Chicago in 1955. 

We recommend against replacement of two portable typewriters for 
use by spe.Gial investigation agents in the field, $260, budget page 341, 
line 68. 

We believe these agents should be encouraged to use the services of 
the typists that are available in the field offices rather than doing 
their own typing. One of these typewriters is for the San Francisco 
office, where there is one agent, and the other is for the Los Angeles 
offices where there are three agents. 

We recommend against addition of a file cabinet, typewriter stand 
and chair, for the vacant income tax agent position, $265, budget page 
341, line 68. 

We recommend against addition of a portable photocopy machine 
for the use of the three income tax agents in the Los Angeles office, 
$300, budget page 341, line 68. 

The Los Angeles office has two nonportable copying machines at 
present and another is used in the federal building. We doubt that the 
income tax agents in this office would make sufficient use of this 
machine to justify its purchase. 
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We recommend against replacement of six standard with six electric 
type,writers for the Los Angeles regional office. We recommend instead 
that the standard typewriters be replaced by standard typewriters, with 
a resulting saving of $1,362, btldget page 343, line 27. 

On October 1, 1960, 76 percent of the typist and stenographer posi
tions in the Los Angeles office had electric typewriters. If this budget 
request is adopted, 'the proportion will be 92 percent. By contrast, 
only 29 percent of the typists and stenographers in the San Francisco 
office have electric typewriters and both offices have similar functions 
and duties. Most of the typing volume in the regional offices consists 
of making entries on form letters rather than typing original material. 

We recommend elimination of a drinking fountain for the Oakland 
office7 $183, budget page 343, line 58. 

The Oakland office is on the first floor of the new state building, 
and since the cafeteria and public drinking fountains are readily 
accessible, we do not believe this item is justified. 

We recommend that agency owned car E 256338 be transferred to 
the Department of Finance pool. 
, This car was purchased August 4, 1959, and is a "special passenger 
vehicle" such as are authorized for heads of departments under Section 
4104 of the Administrative Manual. This section further states that 

"Such vehicles must be used by the position for which justified, other
wise they are to be disposed of or placed in a state pool at the discre
tion of the Department of Finance." 

During the 14-month period from August 4, 1959, to September 
30, 1960, the car was completely idle during 205 of the 294 working 
days during the period, or 69.7 percent of the time. 

Excluding the time the car was stationed in Los Angeles, during 
which it was idle on only 19 of the 61 working days involved, and 
was driven a total of 7,011 miles, the car was driven only 5,755 miles, 
or an average of 523 miles a month, and was idle on 186 out of 233 
working days or 80 percent of the time. 

Entirely aside from the question of the use of a "special passenger 
vehicle" by other than the executive officer, we believe that a usage 
pattern, such as the foregoing does not justify an agency owned car. 

Recommendations for Changes in Procedure or Further Studies 

In the course of our review of the operations of the Franchise Tax 
Board we noted several areas where we believe that changes in proce
dure could be made which would result in a more efficient operation, 
and 'tend to reduce costs. We also noted several areas where we believe 
further studies are indicated. 

Our recommendation regarding these matters are listed below: 

Re,commendation No.1 
The administrative appeals procedure in the -Franchise Tax Board 

be revised to reduce the present high case backlog and provide for more 
expeditious service to the taxpayers. 
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Recommendation No.2 
The Fran'chise Tax Board should make a thorough study of the feasi

bility of modifying its 599-FCP compliance programs to eliminate 
duplications and improve nonsalary and wage income compliance. 

Recommendation No.3 
The processing of "annual" personal income tax returns by the 

drawer audit section be made primarily a clerical function super
vised by auditors. 

Recommendation No.4 
Field auditors should. keep records on the time spent on each assign

ment. 

Recommendation No.5 
The Los Angeles Regional Office should adopt the procedure initiated 

by the San Francisco office whereby only two instead of three 599-FCP 
compliance letters are sent to the taxpayer. 

Recommendation No.6 
The Organization and Cost Control Division of the Department of 

Finance should make a study of the collection procedures in the Fran
chise Tax Board. 

Recommendation No.7 
Continuing study be made by the agency and the Department of 

Finance of the possibilities of further mechanization, including use of 
electronic data processing equipment. 

Further details regarding each recommendation are given in the 
material which follows: 

Recommendation No.1. The administrative appeals procedure in the Franchise 
Tax Board be revised to reduce the present high case backlog and provide 
for more expeditious service to the taxpayers. 

The March 1, 1960, inventory of the appeals and review section 
showed that 1,684 cases were pending. Of these, 662 were so-called 
workable cases, that is they were ready for processing by this section. 
The others were awaiting action by another jurisdiction, such as the 
federal tax court, the State Board of Equalization, etc., before they 
could be processed. As the following table shows, the number of "work
able" 1960 cases has more than doubled since 1959, while the total 
number of cases has increased by only 30 percent. 

Inventory of Appeals and Reviews Cases 
Date Workable cases 

~1arch 1, 1957 ________________________________________ 361 
~arch 1, 1958 ________________________________________ 350 
~arch 1, 1959 ________________________________________ 321 
~arch 1, 1960 ________________________________________ 662 

Total cases 
1,214 
1,210 
1,295 
1,684 

By October 1960, the total numbers of cases pending before this 
section had increased to 1,931 This upward trend in pending cases 
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proba bly will continue and result in future budget increases unless the 
Franchise Tax Board changes its methods of handling administrative 
appeals. 

A sample of appeals cases decided during the first six months of 
1960 indicates that from 11 to 12 months normally elapse between the 
time the Franchise Tax Board notifies a personal income taxpayer of 
an assessment and when the appeal was decided. The typical time lapse 
for franchise taxpayers was a little shorter, about eight months. 

Most appeals result from the taxpayer disagreeing with or not under
standing an audit. When a field audit is completed the normal pro
cedure is for the auditor to explain his findings to the taxpayer. The 
audit then is sent to the regional office for a technical review and it is 
also given a policy review at the headquarters office. If the audit indi
cates a deficiency, the headquarters office sends the taxpayer a notice 
of proposed assessment. The taxpayer has 60 days to file a written 
protest and ask fOI'an oral hearing by the appeals and review section. 
Not all protested personal income tax cases are sent to appeals and 
review. Since 1955, the Operations Division has screened those cases 
and sent about 30 percent back to the auditors for processing or com
pletion. All franchise tax protests, however, are sent to appeals and 
review. 

We believe the procedure for handling protests can be improved by 
making the following changes: 

1. Shorten the time period allowed for a taxpayer to file a protest 
from 60 to 30 days, which will require a change in the law. 

California sales taxpayers are allowed only 30 days to petition for 
an oral hearing. The federal government also allows the taxpayer 
30 days to file a written protest for an informal administrative hearing. 

2. Establish a new procedure, similar to the Board of Equalization's 
10-day letter for sales taxes, whereby a taxpayer can discuss his 
audit with a field supervisor before an assessment is issued. 

This change would serve three purposes. First it would allow the 
taxpayer to discuss his case with someone with more authority than 
the field auditor. It is a human characteristic that when a person re
ceives an adverse decision he wants to "blow off steam" to someone in 
authority, hoping that the decision will be reversed or at least modi
fied. Second, the taxpayer will have more confidance in a supervisor's 
explanation of the audit. Third, this type of notice will bring a 
quicker response from those taxpayers that have been slow in supply
ing the field auditors with requested information. 

The Board of Equalization has used the 10-day letter procedure for 
years· with the result that many protests were eliminated at their 
source. 

3. Perform a more thorough screening of both personal income and 
franchise tax protests before they are sent to the appeals and 
review section. 

Our review of appeals cases decided during the first six months of 
1960 indicates that about half of the personal income and about one-
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third of the franchise tax cases did not belong in this section. Many 
of these cases required a simple explanation of the law which is the 
function of the legal section. Others involved routine accounting ad
justments that pr"Operly should be performed by the Operations Divi
sion. We suggest that when the head of the appeals and review sec
tion encounters a case of this nature, it should be sent back to the 
appropriate unit for completion rather than becoming part of his 
workload. 

4. The agency uSe audit supervisors and members of its legal staff 
to conduct hearings, when necessary, to reduce the backlog of 
cases. 

This has been done to a limited extent in the past and the experience 
probably gave them a better understanding of the operations of the 
board. 

Recommendation No.2. The Franchise Tax Board should make a thorough 
study of the feasibility of modifying its 599-FCP compliance programs to 
eliminate duplications and improve nonsalary and wage income compliance. 

During 1959-60, these two compliance programs cost $1,416,000 
which was about 19 percent of the board's total costs. These programs 
have been especially effective in uncovering nonfilers, but both of them 
are weak in detecting the unreporting of nonsalary and wage incomes. 
The FOP program, for example, is limited to taxpayers with adjusted 
gross incomes of $10,000 or less. Therefore, this program is useful in 
detecting taxpayers with more than one employer during the year, 
and those who received small amounts of rent, interests or dividends 
in addition to their salary. 

The basic weaknesses of the 599 program are: 
(1) It does not cover the self-employed, regardless of amount of 

income, and (2) only about 36 percent of the 59~ forms received by the 
agency are ever matched against tax returns. During 1959, the board 
received 6.7 million 599 forms but only used 2.5 million. The rest 
were simply discarded. 

The reason for the large number of discards is that the board re
quires employers and others to submit forms only if the amount of 
"income is above certain limits, i.e., salaries and wages, $1,500 for sin
gle persons and $3,000 for married couples, $1,500 for interest rents 
and royalties, and $100 for dividends. However, most employ~rs are 
inclined to send the board duplicate copies of their federal forms which 
are based upon substantially lower minimums. A serious weakness of 
the present 599 program is that if a taxpayer receives, for example, 
$10,000 in interest, rent and royalty income from 10 different sources 
none of which amounts to over $1,500, then none of the 599 form~ 
will be matched against his return because individually they are below 
the minimums prescribed by the board. The same situation prevails 
for a taxpayer who has had several employers during the year. 

In the very near future the board will complete its first cycle of 
matching 599's and the new federal comparison project cards. When 
this task is completed, we believe the board should report the results 
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of this program, giving information on the income and occupational 
characteristics of the taxpayers that were detected by both programs, 
and those that were detected only by one. 

With such information, it should be possible to determine whether 
it is feasible to place major reliance upon the FCP program for com
pliance from taxpayers with incomes under $10,000, and if the 599 
program could be used primarily to detect the unreporting of non
salary and wage and all incomes over $10,000. 

Recommendation No.3. The processing of "annual" personal income tax 
returns by the Drawer Audit Section be made primarily a clerical function 
supervised by auditors. 

" Annual" returns are those with incomes of less than $15,000 if 
entirely from salaries and wages, and $12,000 if composed partially 
of nonsalary and wage income. During 1959, about 3 million of these 
returns were filed. As Chart No.1 shows, about 31 months will elapse 
between the time these returns were filed and when they will be given 
a desk audit. This long time lag not only complicates the processing 
of these returns because taxpayers have moved or destroyed their rec
ords, but also increase collection problems. We believe the board should 
start processing these returns about one year after they are filed in
stead of 31 months later. One method of accomplishing this change 
would be to have most of these returns processed by clerks and any 
complicated problems then could be handled by a few auditors as
signed to supervise this section. In 1961, the board intends to take a 
step in this direction by having the clerks and comptometer operators 
in the preliminary examination section give a desk audit to about one 
million 540-A returns. Making the desk audit of these returns is pri
marily a clerical function and will allow the auditors now doing this 
work to concentrate on the more complex returns in the higher income 
categories. 

Recom mendation No.4. Field auditors should keep records on the time spent 
on each assignment. 

The Audits Division of the Department of Finance made this recom
mendation in their latest report on the operations of the Franchise 
'l'ax Board. These records are valuable management tools and also 
could be used to compile information on the number and percent of 
field audits that produce revenue in excess of their costs. The Board 
of Equalization compiles this type of information for its sales tax 
audits. . 

We also suggest that the board have its regional and branch office 
managers assign priorities to the audits when they are received, rather 
than waiting until shortly before the expiration of the statute of limi
tations. By comparing these priorities with the revenue and cost data 
resul ting from the time reports, the board should be able to improve 
its selection of field audits. 

The cost and revenues from all "RAR" audits should be credited 
to the headquarters section handling these cases unless field auditors 
are required to spend considerable time making adjustments for Q.i:ffer
ences in our law. Presently some field audits are based upon revenue 

372 



Item 129 Franchise Tax: 

Franchise Tax Board-Continued 
Chart 1-The processtng of 1958 Personal Income Tax Returns 

3,900,000 TAX RETURNS 
Filing Deadline, April 15, 1959 - - - - - - -'- - - - - - - - -- - - - - - - - - - --

Preliminl\lJ Examination 

By July, 1959, finishes processing 
200,000 part and no pay returns 
which are then returned to Ac· 
counting Section. 

Between July and November, 1959, 
processes 400,000 large returns 
which then are sent to alpha files. 

Accounting Section 

Initial processing finished 
by May, 1959. 

13,300,000 

Alpha Files 

Between June and November, 
1959, 3.3 million small returns 
are alphabetized. 

After November, 1959, 400,000 
large returns are alphabetized. 

After November, 1959, Fep·599 
check made against files. 

Between May and September, 
1960, 360,000 letters, are sent 
to taxpayers to ascertain if they 
filed a proper return. 

3,550,000 

Drawer Audit 

Between June, 1960, and October, 
1961, this section will examine 
400,000 folder files which contain 
both 1957 and 1958 returns. 

Between November, 1961, and 
October, 1962, this section will 
process as many of the 3,150,000 
annual files as time allows. 

Statistical Section 

Between January and December, 
1959, extracts statistical informa
tion from returns. 

Collections Section 

By March, 1961, between 70,000 
and 90,000 collection accounts 
have been established as a result 
of compliance program. 

Statute of Limitations-April15, 1963 - ,.- - - - - - -' - - - - - - - - - - - - - - - - -
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agen t 's reports and this practice gives an inflated picture of the rev
enue productivity of the field audits program. 

Recommendation No. 5-The Los Angeles Regional Office should adopt the 
procedure initiated by the San Francisco office whereby only two instead of 
three 599-FCP compliance letters a~e sent to the taxpayers. 

In connection with their 599-FCP compliance programs, the board 
currently sends up to three letters to the taxpayer. The first letter 
asking for information is sent by the headquarters office. If no response 
is received from this letter, the regional office sends the taxpayer a 
second letter which is a duplication of the first. If the second letter 
does not elicit a response, the regional office sends the taxpayer a third 
letter notifying him that unless he supplies the required information 
the board will issue an arbitrary assessment and turn the case over 
to collections. The San Francisco office has found that it can obtain 
about the same results, at less expense, by eliminating the second and 
using only the third letter. We believe this practice should be followed 
in the Los Angeles office. 

Recommendation No.6. The Organization and Cost Control Division of the 
Department of Finance should make a study of the collection procedures 
in the Franchise Tax Board. 

In reviewing the field operations of this agency, we were disturbed 
by the lack of emphasis given collection activities. Some of the field 
representatives had an inventory of over 1,000 cases. In some branch 
offices, auditors or the clerical help were responsible for performing 
collection work. Also, there did not seem to be adequate supervision 
by the regional office over the collection work by the branches. There
fore, we recommend that the Department of Finance make a study 
of these activities, especially at the field level. 

Recommendation No.7. Continuing study be made by the agency and the 
Department of Finance of the possibilities of further mechanization, including 
use of electronic data processing equipment. 

During the last few years the Department of Employment, the 
State Controller, and such private industries as banks, insurance com
panies and public utilities have abandoned their overreliance upon 
manual methods of processing paperwork. Through mechanization, 
they have improved the efficiency of their office operations and kept 
growth within manageable bounds. The :B'ranchise Tax Board expects 
to receive during 1961-62 about 4.9 million tax returns, over seven 
million 599 forms, and about three million FCP cards. All of these 
returns, forms and cards plus a tremendous volume of supporting 
paperwork will be handled manually. Although the manual processing 
is performed by clerks, it still is expensive and time consuming. For 
example, the board spends about $70,000 a year just to sort and alpha
betize the 599 forms. We believe that many of the functions of the 
agency, especially those relating to personal income tax compliance 
should be mechanized. Events are taking place outside of California 
which should induce the agency to move towards mechanization. The 
federal government, for example, intends to convert the information 
from income tax returns from conventional punched cards to magnetic 
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tapes in 1962. By 1964 or 1965, the federal government hopes to have 
an integrated system which will enable it to mechanically compare the 
contents of a taxpayer's returns for different years. New York State 
already has mechanized most of its personal income tax procedures. 
Its information at source program is processed mechanically and in 
1959 New York started selecting field audits by mechanical methods. 
The Franchise Tax Board after 25 years of experience in administering 
the personal income tax still maintains that the only feasible method 
of selecting field audits is for auditors to examine all tax returns. We 
do not agree with this viewpoint. 

The Franchise Tax Board is in a position to make significant im
provements in its administrative procedures during the next few years. 
We hope that the necessary actions will be taken at an early date so 
that when the federal conversion is completed, California will be able 
to take full advantage of information available from federal sources. 
In the meantime, we believe the board should study and adopt as many 
of the new processes being developed by New York State, as are 
feasible. 

STATE TREASURER 
ITEM 130 of the Budget Bill Budget page 344 

FOR SUPPORT OF THE STATE TREASURER 
FROM THE GENERAL FUND 
Amount requested ______________________________________________ $389,589 
Contribution to State Employees' Retirement System________________ 22,892 

'l'otal______________________________________________________ $412,481 
Estimated to be expended in 1960-61 fiscal year____________________ 403,863 

Increase (2.1 percent) ___________________________________________ . $8,618 

TOT A L R E CO M MEN DE D RED U CT ION ______ ~--------------------- $3.5,700 

Summary of Recommended Reductions 
Los Angeles Office: 

Salaries and Wages: Amount 
1 Assistant bond officer ____________________________ $6,672 
1 Intermediate stenographer-clerk __________________ 4,092 

General Expense: 
Rent _______________________________________ "'-____ 3,600 
Communications __________________________________ 1,000 

Equipment _________________________________________ 2,239 
1 Bond market specialisL ______________________________ 11,400 
1 Intermediate stenographer-clerk ______________________ 4,092 
Conference Room: 

Alterations ________________________________________ 1,200 
Equipment ____________ ~---------------------------- 1,405 

$35,700 

GENERAL SUMMARY 

Budget 
Page Line 
345 12 
345 13 

345 22 
345 25 
345 36 
345 6 
345 13 

345 24 
345 36 

The constitutional elective office of State Treasurer performs what 
may be described generally as custodial Or service duties. Control over 
total state revenues or expenditures are not functions of this office. 
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The principal duties of the Treasurer are the receipt, deposit and 
disbursement of state moneys, safekeeping of state-owned securities, 
pledged collateral and personal property held in trust, and servicing 
the bonded debt of the State. The Treasurer is a member of the Pooled 
Money Investment Board which determines state policy regarding in
vestment or deposit of surplus state money. He also invests in securities 
in amounts designated by that board, invests certain other state funds, 
and handles state bank deposits. 

In addition to the amount requested under this budget item, the 
agency estimates that $161,000 will be needed under continuing appro~ 
priations from various bond funds for expenses in connection with 
preparing and advertising bonds for sale. 

The following table summarizes the expenditures of the Treasurer's 
office, exclusive of those for preparing and advertising bonds for sale, 
for the period from 1958-59 through 1961-62: 

Ohange 
Actual Estimated Proposed from 

Oategory 1958-59 1959-60 1960-61 1961-62 1960~61 
Salaries and wages__ $268,800 $273,283 $310,651 $331,004 $20,353 
Operating Expenses __ 134,585 164,027 180,216 176,045 --4,171 
Equipment _________ 26,274 22,354 28,623 30,250 1,627 

Total ____________ $429,659 $459,664 $519,490 $537,299 $17,809 
Less reimbursements_ 33,784 116,555 137,112 147,710 10,598 

Net Support ___ ~~_ $395,875 $343,109 $382,378 $389,589 $7,211 
Retirement _________ $21,293 $18,901 $21,485 $22,892 $1,407 

Total Support ____ $417,168 $362,010 $403,863 $412,481 $8,618 

The large increase in reimbursements shown between 1958-59 and 
1959-60 is due chiefly to 1959 legislation which permitted charging the 
state retirement systems for administrative costs related to investing 
retirement system trust funds. 

In view of the fact that continuing equipment requirements of ap
proximately $20,000 per year will be necessary to provide storage equip
ment in the Treasurer's vaults to house securities for the expanding 
investment portfolios, chiefly those of the retirement systems, we recom
mend further study of the desirability of providing storage facilities in 
New Yark, for at least a part of these securities. 

ANALYSIS 

The Treasurer requests two additional positions, an assistant bond 
officer, Budget page 345, line12, and an intermediate stenographer-clerk, 
Budget page 345, line 13, as staff for a proposed new branch office in 
Los Angeles. The agency justifies this office on the ground that it will 
serve the dual purpose of servicing bondholders in that area as well 
as relieving the existing bond servicing staff. It is further urged that 
providing facilities in I.1oS Angeles where bonds and coupons could be 
redeemed without cost to the bondholder would improve the State's 
position as a borrower in the bond market, since about 14 percent of 
coupon redemptions of the State's own bonds take place in that area. 
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We recommend a reduction of $17,603 for the proposed Los Angeles 
office further identifie.d below: 

Budget 
Salaries and Wages: Amount Page LVne 

1 Assistant bond officer ______________________________ $6,672 345 12 
1 Intermediate stenographer-clerk ____________________ 4,092 345 13 

General Expense: !tent ______________________________________________ 3,600 345 22 
Communications _-'__________________________________ 1,000 345 25 Equipment ___________________________________________ 2,239 345 36 

Total ____________________________________________ $17,603 

The cashing of coupons and bonds by the State, as they mature, is 
an operation which takes place during a very few days in each month, 
and during the remainder of the month, in order to keep occupied, it 
would be necessary for the staff to perform work similar to that now. 
being performed by the bond servicing staff in Sacramento. This is a 
clerical type operation which consists largely in verifying and recon
ciling and is work which we believe can most efficiently be performed 
on a centralized basis in Sacramento where all basic records are main-
tained. . 

At present, maturing bonds and coupons in the Los Angeles area are 
cashed through regular banking channels and, in some instances, the 
banks charge a fee for these services. 

Maturing bonds and coupons can be cashed without cost to the holder 
at three locations at the present time; at the State Treasurer's office in 
SacramentQ, at the First National City Bank in New York, the State's 
fiscal agent in that city, and at the newly appointed (effective January 
1, 1961) State's fiscal agent in Chicago, the First National Bank of 
Chicago. 

We believe that facilities for cashing the State's bonds and coupons 
in Los Angeles would be desirable, but that the creation of a branch 
office in that area would serve no useful purpose. It would be a highly 
inefficient and uneconomical operation. We believe the appointment 
by the Treasurer of a bank to act as fiscal agent in Los Angeles would 
be of real benefit, since it would provide facilities for handling such 
transa.ctions through regular banking channels, similar to those now 
provided in New York and Chicago. 

A new position of bond market specialist was approved by.the Legis
lature for the fiscal year 1960-61. We recommended disapproal of this 
position at that time based upon the fact that services related to plan
ning, organizing, collecting, and analyzing data on the bond market 
were already available to the Treasurer. This position had not been 
filled at January 9, 1961. 

We recommend deletion of the bond market specialist position, 
budget page 345, line 6, $11,400. 

It is evident that rather than depending upon recommendations from 
this source, the Treasurer has undertaken various measures relative 
to the bond market, upon advice of others as was suggested. We there
fore feel that continuation of this position lacks justification. 
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The budget also requests an additional intermediate stenographer
clerk for increased workload of the administrative staff. 

We recommend disapproval of one intermediate stenographer-clerk, 
budget page 345, line 13, $4,092. 

Both the Treasurer and Deputy Treasurer have secretaries. When 
the position of Assistant Treasurer was authorized in 1957, a senior 
stenographer-clerk position was approved as secretary for this position. 
This senior stenographer-clerk position was reclassified, without legis
lative review, during fiscal year 1959-60 to that of Administrative 
Assistant. We are not satisfied that the proposed new clerical position 
has been adequately justified on a workload basis, particularly if the 
bond market specialist position is deleted. 

The Treasurer requests $2,605 to remodel room 130 in the State 
Capitol, and equip it as a conference room. The Treasurer believes that 
use of either his own office or the Department of Finance Conference 
room, as is currently the case, is inconvenient and causes confusion 
and delay. 

W erecommend deletion of $2,605 for a conference room, further 
identified below. 

Alterations, Budget page 345, line 24 ___________________ $1,200 
Equipment, Budget page 345, line 36 __ ~ ________________ $1,405 
We do not believe that sufficient need has been demonstrated to 

justify this conference room on a workload basis. 

DEPARTMENT OF CALIFORNIA HIGHWAY PATROL 
ITEM 131 of the Budget Bill Budget page 347 

FOR SUPPORT OF THE DEPARTMENT OF THE CALIFORNIA 
HIGHWAY PATROL FROM THE MOTOR VEHICLE FUND 
Amount requested __ - ___________________________________________ $31,416,366 
Contribution to State Employees' Retirement System________________ 3,895,079 

~otal _____________________________________________________ $35,311,445 
Estimated to be expended in .1960-61 fiscal year ____________________ 34,913,257 

Increase (1.1 percent) __________________________________________ $398,188 

TOT A, L R ECO M MEN DE D RED U CTIO N___________________________ $16,703 

Summary of Recommended Reductions Budget 
Equipment: A.mount Page Line 

Administration division ________________________________ $2,286 348 37 
Field operations ______________________________________ 11,444 349 30 
Technical services ____________________________________ 1,400 350 15 
Training division _____________________________________ 1,323 350 63 
Land and buildings ____________________________________ 250 351 11 

GENERAL SUMMARY 

This agency has as its primary responsibility the enforcement of laws 
relating to the use of the highways of the State by motor vehicles. The 
majority of these laws are in the Vehicle Code. The objective of this 
enforcement action is to insure the safe, orderly and expeditious move
ment of all types of traffic over the highways of the State. 
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