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State Scholarship Commlssmn—-Contmued

on contract; thus the project involves no new pos1t10ns or funds to be
allocated t0 commission operating expenses. We understand that the
findings and final recommendations will be available for consideration
at the 1965 Gemneral Session of the Legislature.

With the exception of the deletion of the agricultural ewards pro-

gram and related operating expenses, we recommend approval as
budgeted

i ) BOARD OF CONTROL .
ITEM 124 of the Budget Bill Budget page 295

FOR SUPPORT OF STATE BOARD OF CONTROL
FROM THE GENERAL FUND

Amount requested i i $24,893

Estimated to be expended in 1962-63 fiscal year 19,232

Increase (29.4 percent) - $5,661
TOTAL RECOMMENDED REDUCTION None

GENERAL SUMMARY

The Board of Control, which meets twice monthly, consists of the
Director of Finance, who is designated by law as chairman, the State
Controller, and a thlrd member appomted by and serving at the pleas-
ure of the G‘rovernor
~ The board makes rules governing travel allowances for state em-

ployees and use of state cars and acts as an administrative tribunal.
The most significant activity, in terms of both workload and fiscal
impact is the approval of claims against the State for which settlement
is provided by law but for which no funds are available, or the settle-
ment of which is not otherwise provided for by law.:

After review by the board, and hearings in some instances, if ap-
proved by the board and the Governor, these claims are included in
a.separate budget bill item for legislative claims to provide money for
payment. The amounts approved by the Legislature for the last five
years are:

Budget Act )
Budget Act year : item number Amount
1958 266 $707,536
1959 : 273 240,599
1960 268 118,869
1961 276 355,081
1962 271 116,654

Another activity of the board, acting as an administrative tribunal,
is that of approving certain tax refunds, primarily for those taxes ad-
ministered by the Board of Equalization and Franchise Tax Board.
" Making merit awards to state employees for suggestions increasing
the efficiency of state operations and -discharging state offieers and
agencies from their aecountability for collecting or refunding small
amounts of money are the remaining functions performed by the board
in the capacrcy of an admmlstratlve trlbunal :
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The Department of Finanee through its legal, audit and organization
and cost control divisions performs technical staff work for the Board
of Control, to the extent of an estimated four to five units of personnel
full time per year. The cost of this work is not included in the amount
budgeted for the Board of Control. ; .

ANALYSIS

The $24,893 requested for the 1963-64 year represents an increase
of 29.4 percent over that expected to be spent in 1962-63, and provides
for the addition of an intermediate stenographer position to the secre-
tary and senior stenographer currently authorized. '

The State Supreme Court in Muskopf v. Corning Hospital District
abolished the doctrine of governmental immunity from tort Liability
effective February 27, 1961, the date on which the decision became final.
Chapter 1404, Statutes of 1961, re-enacted this doctrine for the period .
between February 27, 1961 and the 91st day following adjournment of
the 1963 Regular Session of the Legislature, but also provided in effect
that in the-absence of new legislation the State could be sued after that
date provided a claim had been filed with the Board of Control in the
interim and denied by that board.

The effect of this decision and related legislation has been to increase
the number of claims against the State filed with the Board of Control
since filing of a timely claim and subsequent denial by the Board of
Control is a condition precedent to bringing suit.

‘Following are the number of claims filed with the Board of Control
for the last two years, together with estimates for the current and

" budget years: '

Increase over prior year

Fiscal year Number Number Percent
1960-61 Actual 708 . )
1961-62 Actual 884 181 25.7
1962-63 Estimated —.____.._________ 1,120 236 26.7
1963-64 Estimated ________________ 1,425 305 27.2

The increase of 181 for 1961-62 over 1960-61 undoubtedly is attrib-
utable in part to the court action in the Muskopf case.

The additional position is requested, in part, for overall increases
in workload over a period of years, which can no longer be absorbed
by the existing staff, and in part because of anticipated increases in
the number of claims. The agency states that it is needed regardless of
any action which may be taken by the 1963 Legislature regarding the
doctrine of governmental immunity from tort liability.

We recommend approval as budgeted.

. Economies and Efficiencies Requiring Legislation
In our 1961 Analysis, page 292, and in our 1962 Analysis, page 258,
we suggested that the requirement for Board of Control approval of
certain tax refunds and cancellations be. eliminated. , »
It appears to us that this requirement is a vestigal remnant of a by
gone era when governmental activities were less efficiently conducted
than at present and that its elimination would not only reduce costs
to the Board of Control but would also result in savings in the tax
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Board of Control—Continued ‘

agencies and make for a more businesslike administration of the taxes
involved. '

It should be further noted that Board of Control approval for refund
or cancellation of certain taxes is not required under existing law and
that refunds and cancellations of such taxes exceed both in numbers
and total amounts those where Board of Control approval is required.
These are unemployment insurance and disability insurance taxes and
refunds to consumers of gasoline tax used for nonhighway purposes.

‘We believe that postaudits by the Auditor General plus internal audits
by the Department of Finance provide all necessary safeguards under
modern conditions, and accordingly recommend legislation, similar to
that proposed in Senate Bill No. 1443 of the 1961 session which would
eliminate-the need for Board of Control approval of any tax refunds
or cancellations of state taxes. :

. STATE CONTROLLER . .
ITEM 125 of the Budget Bil! Budget page 296

FOR SUPPORT OF STATE CONTROLLER:
FROM THE GENERAL FUND

Amount requested $4,512,841

Estimated to be expended in 1962-63 fiscal year 4,575,116
Decrease (1.4 percent) 362,275
TOTAL RECQMMENDED REDUCTION ‘ $93;588
- Summary of Recommended Reductions Budget ‘

) Amount Page Line
Inheritance and Gift Tax Division ’ ) .
Inheritance Tax Appraisers’ Conference ___.__________ $5,150 301 28

Tax-Deeded Lands Division . :

5 District managers $44,150 303 23
1 Senior clerk 5,832 303 23
1 Intermediate clerk 4662 303 23
-2.5 Intermediate stenographers 13,200 303 23
Salary saving ’ —500 303 30

. Motal salary and wages $67,344
Operating expenses 21,0904 308 44

Total reduction $93,588

The State Controller
GENERAL SUMMARY

The State Controller, an eleeted constitutional official, has three
diverse areas of responsibility : _

1. His primary function is accounting for and disbursing state
money. Employees in the accounting (67)%, auditing (70.3) and dis-
bursement (189.1) divisions, with about half of this agency’s author-
ized positions, or 326.4, assist the Controller in carrying out this
function. Y

* Number of positions in 1962-63 revised budget.
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State Controller—Continued

2. Another responsibility consists of serving on 18 different state
boards and commissions, practically all of which deal with taxes or
are financially oriented. As Table 1 shows, formal meetings alone con-
sume about one-fourth of the Controller’s time.

8. The remaining responsibilities consist of supervising the local
government fiscal affairs division (28.6) which reports on the financial
transactions of local government; the tax-déeded lands division (20.5)
which supervises property Wh1ch has been deeded to the government
for the nonpayment of local property taxes, and two divisions which
are primarily eoncerned with tax collection.

These tax divisions are (a) tax collection and refund (78.2) and
(b) inheritance and gift tax ( 104.9). The former participates with the
State Board of Equalization in the administration of the motor vehicle
fuel (gasoline) and motor vehicle transportation (truck) taxes. The
State Board of Equalization assesses and this division collects these
taxes. The tax collection and refund division also administers the motor
vehicle fuel tax refund program and participates with the Insurance
Commissioner and the State Board of Equalization in the administra-
tion of the gross premiums tax on insurance eompanies. The Insurance
Commissioner receives these tax returns and payments, the board makes
a pro forma assessment, and this division collects the taxes.

The inheritance and gift tax division participates with the courts in
the administration of the inheritance tax. The State Controller appoints
a panel of nonecivil gervice part-time personnel to appraise estates of
deceased persons. The courts set the taxes and this division’s staff
audits the returns and collects the revenue from the county tax col-
lectors. This division has the sole repson51b111ty for administering the
self-assessed gift tax.

Table 1 shows that the Controller was scheduled to attend. 91 board
and commission meetings during 1961-62. The total meeting time for the
12 organizations which held meetings was about 54 eight-hour days,
or-an average of 4.5 days per month, This time refers strictly to the
length of the formal meetings and it does not include any time in
preparation for these meetings, attendance at staff conferences, or
handling problems involving the work of these boards and commissions.
The length of these formal meetings varied from 15 minutes to 12
hours, with an overall average of 4% hours per meeting. :
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State Controller—Continued :
Table 1." State Controller’s Schedule. of Meetings on Boards
and Commissions During 1961-62 -
Meeting time
Number of Total days Average hours

Board or commission meetings —during year per meeting
State Board of Equalization * 19 28.50 12
Reapportionment Commission * ________ - - 0 0.00 0
State Highway Finance Board *________________ 0 0.00 0
State Board of Control 30 15.00 4
State Lands Commission 12 6.00 4
Pooled: Money Investment Board_______________ 6 0.75 1
Franchise Tax Board 5 2.00 3%
State School Building Finance Committee_______ 5 0.16 .4
Veterans Finance Committee 4 0.17 3
State Construction Program Committee_________ 3 0.38 1
Retirement Investment Board, State Teachers__ . 2 0.38 13
California. Water Resources Development : .

Finance Committee 2 0.25 1
Reciprocity Commission 2 0.25 1
Harbor Improvement Bond Committee__________ 1 : 0.03 ‘3
San Francisco Harbor Bond Finance Board_____ 0 0.00 0
State Park Finance Board : 0 0.00 - 0
Unemployment Relief Finance Committée.______ 0 0.00 0
Committee to Iix Interest on

Registered Warrants 0 0.00 0

Total 91 53.87 43

* The Controller’s membership specified by the State Constitution.

Increases in Controller’s Budgets

The Controller’s total budgets, all funds, for the most recent four-
year period are shown in Table 2.

Table 2. Controller’s Budgets 1960-61 to 1963-64"

(1) ?) (3) 4)
. As As approved Revised estimate - Actual
Fiscal originally by one year . - expend-
year proposed Legislature later dtures
196061 - _________ $4,864,213 $4,864,213 $5,048,435 $5,065,242
196162 ___________ 4,784,231 4,821,982 5,204,702 5,184,110
196263 ___________ 5,047,388 5,026,148 5,625,396 NA
196364 ___________ 5,554,524 NA NA NA

The amounts shown in column (1) are the amounts originally in-
cluded in the printed budget, including employees’ retirement, health
and welfare, while those shown in column (2) are after any adjust-
ments made by the Legislature. Those shown in eolumns (3) and (4)
are the amounts for the corresponding year as shown in succeeding
printed budgets.

It is customary in budget presentation, both in the Governor’s
Budget and in our analysis, to compare the proposed expenditures for
the budget year, that is the year to which the new budget relates, with
the revised estimates of expenditures for the current year. Om this
bagis the last two presentations for the Controller’s budget, including
all funds, showed decreases over the prior year, as indicated in Table 3.
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State Controller—Continued
Table 3. Budgets as Presented to Legislature in 1961 and 1962
1961-62 Compared With 1960-61 :

Proposed expenditures 1961-62 N $4,784,281
Revised estimate 1960-61 5,048,435
: Decrease (5.2%) ' : —$264,204
1962-63 Compared With 1961-62 :
Proposed expenditures 1962-63 $5,047,388
Revised estimate 1961-62 i . 5,204,702
Decrease (8.0%) —3$15%,31}

However, when expenditures for the same periods are compared on
an actual or actual and revised basis, where actual figures are not yet
available, increases rather than deereases are indicated, as shown in
Table 4.

Table 4. Actual Expenditur-_es and Revised Estimates Compared
1961-62 Compared With 1960-61 :

Actual  expenditures 1961-62 $5,184,110
Actual expenditures 1960-61 ) i 5,065,242
" Increase (2.3%) e | $118,868
1962-63 Compared With 1961-62:
Revised estimate 1962-63 $5,625,396
Actual expenditures 1961-62 5,184,110
Increase (8.5%) ' $441,286

-The reason why budgeted decreases were never realized in these in-
stances, and actual increases resulted, is due in large part to allocations
from the Emergency Fund and emergency authorizations approved by
the Department of Finance subsequent to legislative action on the
budget for the years involved. These changes totaled $387,604 for
1961-62 and $435,560 for 1962-63.

These were due in part to workload increases resultmg from actions
or conditions which could not have been anticipated at the time of
budgetary presentation to the Liegislature, such as the adoption by the
1961 Legislature of legislation providing for integration of the State
Employees’ Retirement System with social security, and the adoption
of the new employees’ health and welfare program, and unforeseen
complications in programing for electronic data processing, but it ap-
pears to us that there are at least two instances where Emergency Fund
money -was provided for activities which should have been foreseen
and provided for in the regular budgetary process.

The 1962-63 Aillocation From the Emergency Fund
The Controller’s total Emergency Fund allocation during the cur-
rent fiscal year amounted to $366,696 and went primarily to three divi-
sions. Our discussion, however, will relate only to the programs in the
accounting and inheritance and gift tax divisions which we believe
should have been financed from regular budgeted appropriations.

20T




Controller | Ttem 125

State Controller—Continued
1. Accounting Division—Unclaimed Property, $67,279

These emergency funds are for the support of 12 man-years of tem-
porary help which will be used to sereen about 28,000 abandoned safe
deposit boxzes and to prepare the contents of about 7,000 of them for
public auction. This screening of safe deposit boxes is a new program
which began in October of 1961 and is the result of the enactment of
the ‘‘Uniform Disposition of Unclaimed Property Act’’ (Chapter 1809,
Statutes of 1959) ‘which made the Controller the custodian of a var1ety
of abandoned assets.

The first action in the safe deposit box program occurred in November
of 1960, when the banks made their initial report on the contents of
all boxes which remained unclaimed in their possession for seven years
or more as of the previous June 30th. This report covered about 40,000
boxes, but the Controller did not begin to receive the contents: wntil
October of 1961. No provision was made in the Controller’s 1961-62
budget for additional personnel to screen these boxes because the agency
underestimated both the volume and the work involved. in conducting
this screening. The agency hoped that the existing staff might be able
to handle most of this screening.

In September of 1961, the Controller asked the Department of M-
nance to allocate 23 man-years of Emergency Fund temporary help
during 1961-62 to conduet this sereening. The Department of Finance
gave the Controller approval to start this sereening program but left the
size of the staff subject to later review. In January of 1962, the Depart-
ment of Finance reduced the Emergency Fund temporary help alloca-
tion in half, to 11.5 man-years, for 1961-62, on the grounds that it did
not have information to indicate whether or not this program would
yield sufficient revenues to warrant the screening of all safe deposit
boxes. No provisions was made for the support of this program in the
Governor’s 1962-63 budget.

The Controller’s position was that the request for temporary help was
not a revenue question but one of meeting his legal obligations imposed
by the Unclaimed Property Act. This act placed a responsibility upon
this agenecy to accept and take appropriate care of these abandoned
properties. In fact, one section of the act specifies that ‘“all abandoned
property other than money and securities . . . delivered to the State
Controller under this chapter shall within one year after delivery be
sold by the State Controller to the highest bidder at public sale . . .””
Other sections require the Controller to make certain determinations
regarding the value of these properties, and such judgments can only
be made after the contents of these boxes are screened.

In June of 1962, the Department of Finance gave the Controller
permission to continue the screening program during 1962-63 at its
existing level (about 12 man-years). This first step in approving an
allocation of emergency funds for the current fisecal year was made
béfore the results of the first auction of the contents of these boxes,
in August of 1962, were available. '

In our opinion the screening of safe deposit boxes during the current
fiscal year should have been financed from regularly budgeted tem-
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porary help funds. The facts as stated above do not mdwate cmy un-
forseen circumsiances necessary to justify the use of emergency funds.

2, Inheritance and Gift Tax Division—Gift Tax Compliance, §12, 3;95

These emergency funds were used to ﬁnance two temporary help
posmons plus operating expenses,

In August of 1961, a consultant to the Department of Finance made
a report ecneerning poss1ble modifieatioris in the Inheritance and Gift
Tax Law. One of his findings was that-the State 1s lo:-:mg revenue be-
cause of the lack of compliance machinery. : -

Evidently as the,result of this report, the Controller in October of
1961, started a& new program of checking on property transfers where
noe federal revenue stamps were affixed; to ascertain if any gift taxes
were due and not paid to the State, The-staff of this program consisted
of an auditor and a elerical position, both of which were temporary
help financed from emergency funds. The Controller had conducted
two gimilar, but very limited, plograms durmg the early 1950 8 which

proved proﬁtable

No provision was made in the G‘rovemor s Budget to oontmue this
program on a permanent hasis during: 1962-63, but theré was an under-
standing that if the.test study - p1oved suoeessful then the prowram
probably would be included in the 1963-64 Budget

In June of 1962, the Department of Finance gave the Controllel
permission to continue this program during 1962-63, with the ﬁnanclal
support to eome from the Emergency Fund. .

The Controller has had difficulty in keeping the audit position filled,
e.g., it was vdcant for about three weeks during the early part of 1962,
and again for over four months during the last half of the year. How-
ever, even with these personnel problems this program has produced
about $2.74 in revenue per dollar of direct cost, as the following table
shows:

FIOWS Revenue and Costs of the Gift Tak Compllance Program
Oct. 25,1961 10 July 1, 1962 to )
me 30, 1962 December 81,1962 Total

Assessments and revenue________-_______ . $18,595 . $5,730. . $24 334

Direct costs {no overhead) . _._________ - 6,382 v 2,606 7 - - 8,888
Revenue per dollar of eost-;..l‘. _____ - %201 e, 29 $2.74

In our opzmon the _ﬁnwrccmg of this ngt tax oomphonoe pragmm
solely from emergency funds has been an abuse of good budgelary pro-
cedure, There was no emergency in October of 1961 which justified the
starting of this new program ot that datei The Controller should have
submitted . the request for this new progmm to the 196‘2 Legoslature
,fO?‘ review and appra’ual
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’ " Additional Inheritance Tax Revenve Possible by
Administrative Action of Sfate Confroller

Inheritance tax appraisers are compensated by fees received from
two sources.

1. The estates. Section 609 of the probate code provides for com-
missions based upon the appraised value of the estate at-the rate of
one-tenth of 1 perecent up to $500,000, with a minimum commission of
$5, and one-twentieth of 1 Dercent of values in excess of $500,000. The
section also provides that the appraiser is entitled to his actual and
hecessary expenses as allowed by the court.

2, Inheritance tax money in the hands of the county treasurer. Sec-
tion 14772 of the Revenue and Taxation Code provides for eompensation
in such amount as the court shall fix provided a claim for payment is
first approved by the State Controller. :

Most of the compensation -which the appraisers reeeive, which we
estimate to be in excess of $1,000,000 per year, comes from the first
s?)urce. Payments from the second source amounted to $199,558 during
1961-62, ‘

Controllers, for years, have placed a limitation of $3,200 on the
amount of compensation in the second category which they would
approve for any one appraiser during a given year. The present Con-
troller has reduced this still farther in the case of those appraisers who
receive income from the first source in excess ¢f specified amounts.

Our view is that if the Controller can place arbitrary limits on this
type of compensation he can reduce it to zero by simply refusing to
approve any eclaims. We recommend that such action be taken since it
will increase General Fund revenues by $200,000 per year.

Elsewhere in this analysis we are recommending the repeal of Section
14772 of the Revenue and Taxation Code. .

Recommended Changes in Inheritance Tax Administration
. Requiring Legislation

As we have pointed out in some detail in the past, notably in our
1959-60 Analysis, pages 1 to 4 and in our 1961-62 Analysis pages 298
to 301, we believe that the present system of inheritance tax admin.
istration under which responsibilities are divided among independent
inheritance tax appraisers, county treasurers, the probate courts and
the State is not conducive to good tax administration.

It can result in such happenings as that in Alameda County wheré
the judge ‘assigned an appraiser to one of the largest estates evér pro-
bated in that county on the day before the appraiser was removed, from
the panel by the Controller. The assignment was made by the judge on
June 5, 1961, and the man was removed on Juna 6, 1961. The Controller
gave as his reason that the man did not live up to the high standards
he expected of his appointees.

Court'records indicate that this man is continuing to act as the ap-
praiser for this estate and is the only appraiser assigned to the case
with fees for the appraiser reasonably ealeulated to approximate $24.-
000 to $26,000 for this estate alone. ‘
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In an article entitled ‘“‘Your Unknown Heirs’’ which appeared in
Harpers Magazine for August 1961, and which touched upon inherit-
ance tax appraisers in California the following appears on page 32:

““What does the applalser do?

¢ ‘In most cases,’ an experienced California judge told me, ‘it’s
just a matter of sitting down to check the value 'of the estate’s
stocks and bonds in the Wall Streef Journal. Some of them don’t
even do that but simply approve the appraisals already made by
the bank or trust company handling the estate. But if they have
a real problem, they’re allowed to bring in professional appraisers
on a per diem basis. To make things sweeter, appraisers ean also
get a mice little allowance for their ‘‘clerical’’ help. All this, of
course, comes out of the estates being ‘‘appraised.’’ The whole

 appraijsal business malkes no sense here.” ’

Our own studies have led us to the same conclusion.
We repeat the recommendation which first appeared in our 1945-47
analysis, page 244, and which reads as follows:

“We recommend that appropricte sieps be taken to place in-

" herttance tox appraisers under civil serviee. We are convinced

that such action will reduce the possibility of political favoritism

in appointment, together with such other consequences of such a

practice as poor supervision, low morale, inequitable distribution
of workloads, and mequahty of compensa,twn ”

Placing this staff on a full-time professional eareer basis would not
only result in better and more uniform appraisals but would probably
produce additional revenue for the State through application of uni-
form assessment practices; since we have good reason to believe at least
certain types of assets included in éstates are: frequently undewalued
at the present time.

There were 143 appraisers on the pahnel at June 1, 1962, of Whlch 131
or 91.6 percent had been appointed Subsequent to J; anuary 1, 1959;

' Oecupations of 95 of ‘these appraisers appointed between J anuary 1,
1959 and November 9, 1960, as shown by Controller’s press releases are
as follows:

Qccupation o . " Number
Attorney . : - - 34
Realtor ... - . 257
Imgurance - _—— i N
Rancher
Labor union official__ _—
Sechoolteacher
Former schoolteacher
Concrete construction contractor -
Legal seervetary : —_ -
\Vlmlesale merchandise distributor_____ .

Public relations counsecl _ .

Tire distributor .___
Planning eonsultant
Dentist

F s P b b b 62 00
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Ocoupation . : o Number

Operator of a sizht correction clinie._. - —

Title company official___. ..

Certified publie accountant

Guardianship appraiser for Los Angeles Superior Court

Public accountant . :

Builder and subdivider

Investment firm official

Auto agency owaer

Accountant

Former county assessor_

Property manager.

Manager of land company

o e e e el e L

. Total . __ . - S _ o5

'We believe that the tax should be placed on a self-assessed basis and
administered entirely at the state level, with payment_made direct to
the State. This would eliminate commissions now. paid to connty treas-
urers, which totalled $613,506 in 1961-62 and would result in inereased
interest earnings to the State of an estimated $100,000 per year because
of earlier receipt of the money, . =
. In our ¥iew such a change would lead to the tiost effective and
economical type of administration both from the standpoint of the tax-
payer and the State. However, we do not believe that any significant
improvements in inhéritance tax administration ‘are possible until the
proper tools are available with which to work; namely 4 staff of tech-
nieally qualified, perinanent, professional personnel chosen on a merit
system rather than on.a patronage basis. - : E o

Such a complete revamping of the administration of the inheritance
tax could best be carried out by a centralized revenue department, as
recommended in this analysis under item 129, .. .. i
.. .Short of such a complete reorganization we make the following
recommendations: Ly G

- We recommend repeal of Section 14779 of the Revenue and Taxalion
Code which would result in additional revenue to the State of $200,000
per year. We believe that compensation to the appraisers is adequate
without these fees. .. o L o

We recommend amendment to Section 14771 of the Revenue and
Tazation Code to remove the requirement that ot least one appraiser
be, appointed in each county of the State. This would permit an ap-
praiser to serve in a number of counties in certain areas In the State
where the workload is very small. :

Pending creation of a centralized revenue department we recomsnend

the transfer of the Imheritance and Gift Taz Division from the Con-
troller’s office to the Franchise Tax Board, ¢ recommendation first made
wm our 1949-50 analysis on page 214. C

Our reasons for this recommendation are:

1. The Inheritance and Gift Tax Division has no community of
interest with any of the other seven divisions in the Controller’s office,
Major emphasis in this ageney is on aceounting and disbursing fune-
tions, not on tax administration.
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2. The federal government and 85 percent of the states which impose
both income and death taxes have them 'administered by the same
agency. - e S ,

3. By being part of the Franchise Tax Board, the Inheritance and
Gift Tax Diviston would ‘aAutomatically have access to state personal
ineome and corporation’franchise tax ' returns. It also would have the
results of federal income tax aundits af its disposal. Such records can be
invaluable tools in checking on the aceurdey and especially the eom-
pleteness of inheritance and gift tax returns, Unfortunately, when thege
two tax functions are separated-in-two different agencies, there is a
hesitaney to make most efféctive us¢-of ‘each other’s records; = - = o
4. Sinee World War IT, many states have modernized the administra-
tion of their inheritance taxes, placing more emphasis on state rather
than local administration, having full-time state employees rather than
patronage appointees make the appraisals, and requiring the tax to be
self-assessed. instead of tied to the probate process. The staff of.the
Franchise Tax Board, because of its experience in administering the
personal income and eorporation frainchise taxes, i8 in a position to give
the Toheritance and Gift Tax Division the professional guidance neces-

sary for the modernization of the California inheritance tax. R

5. The merging of these two. tax functions should result in more
efficient enforcement at less cost to the State. N Loy

We recommend that the law relating to the statute of limitations
governing inheritance taz cases be amended to conform with federal
low, so that the State can reopen. any. case where there is o significant
difference belween the valuations' imposed for ‘state and federal pur-
poses. - - - . R

It this law change takes place we récommend that the Inheritance

and. Gift Tax Diviston arrange with the federal government to veceive
copies of all federal estate tox audits that pertain to Colifornie.. =~
. No legislation is required for the second. part of our recommendation.
The Franchise Tax Board has had access to copies of federal income tix
audits for over 10 years, and the Controllér very recently arranged to
have access to federal gift tax audits. . L
. No effort has been made on ‘a systematic basis.to obtain copies of
federal estate tax aundits in the:past because normally they are ecom-
pleted after the expiration of the inheritanee tax statute of limitations.
The statute of limitations for state purposes runs six months after the
court fixes the tax, which is usually from 8 to 14 months after date of
death. The federal estate tax retorn is mot due until 15 months after
date of death and the limitation period expires.3 years thereafter:
This difference in timing means that under existing law the Controller
is not in a position to use the results of federal audits to Teopen a case,
beeanse they are received too late. '

ANALYSIS

The Controller is asking for 48.6 new positions and proposes to delete
eight existing positions in his 1963-64 budget. Table 5 shows that this
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amounts to a net increase of $198,844 in salaries and wages, most of
which goes to the disbursement division. '

Table 5. Change in the Number of Authorized Positions and Salarjes
and Wages in the Controller’s 1963-64 Budget

. HBlimination
New positions of ewisting positions Net change
Salary - Salary Salory
Division Number and wages Number and wages Number and wages
Administration S 6 $2,282 0 0 G $2,282
Accounting _____-_____~_ 29 11,224 0 0 2.0 11,224
Avdits _____________ 1 - 5,984 0 0 1.0 5,280
Disbursements ___________ 42 206,632 —25 —$15204 395 191,338
0 .

0 3.0 14,656

0 0 0 0 0
0 —5.0 —2328 —50 —-23,208
0 —05 —2640 —05 —2,6840

-_ — — -

affairs
Tax collection and refund_
Tax-deeded lands

0

O
Inheritance and gift tax__ 3.0 14,656

0

¢

0

e - 486  §240,074 —80 ;$41,230 406 $198,844
Table 6 shows that the Controller’s proposed expenditures during

- 1963-64 are estimated at $70,872 less than those in the revised 1962-63

budget. These figures seemingly ave in confliet with those in Table 5.
The explanation of this discrepancy is that Table 5 refers to changes
in permanent positions, while the revised figures for 1962-63 in Table
6 include $366,696 in emergency funds which were used 1o support
60.4 positions which were not budgeted by the last Legislature.

Table 6. Total Expenditures Including Emergency Funds

in 1962-63 and 1963-64, by Division and Fund .
Total expenditures | Increase {—) Deecrease

) L Revised  Proposed General Other
Division 1962-68 19638-64 Tetal - Fund Funds
Administration _________ $832,511  $334,006 31,585 $1,606 —$21
Accounting _____ 625,400 563.679 —61,721 61,352 —369
Audity . ________ 608,093 620,924 12,821 9,631 3,300
Dishursements _________ 1,806,050 1,784,439 —22,511 —22,511 -
Inheritance and gift tax__ 1,004,682 1,012,342 T,660 7,660 -
Local government fiseal .
affaijrs __________ 361,553 367,917 6,364 5,245 1,119
Tax collection and refund. 696,804 683,865 —13,029 —408 12,626
Tax-deeded lands _______ 185,313 187,262 —2,051 —2,051 -
Total

_______________ $5,825,396  $5,554,524 —§70,872 —$62,275 --$8,597

A more realistic comparison between the proposed and current
budgets is contained in Table 7 which shows that the proposed budget

has 14.9 less positions than the revised, but 52.6 more than the last
enacted budget. '
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Table 7. Comparison of the Total Number of Budgeted Positions in 1963-64
With Those in the 1962-63 Enacted and Revised Budgets

Change

\ 1962-63 1963-6} for 1962-63

Division Enacted Revised Proposed Enacted Revised
Administration . 31.2 31.8 32.2 1.0 4
Accounting __ _ 543 67.0 56.0 1.7 —11.0
; Audits 69.3 70.3 72.6 3.3 2.3
(. Disbursements 139.0 189.1 1820 . 430 —71
H Inberitance and gift tax____________ 100.9 104.9 106.6 5.7 1.7
i Local government fiscal affairs______ 28.7 28.6 291 @ 4 5
Tax collection and refund__________ 78.9 78.2 67T —22 15
Tax-deeded lands 20.6 20.5 20.3 —3 —.2
Total 522.9 590.4 575.5 52.6 —14.9

All eight divisions in the Controller’s office receive some, and three
divisions are entirely supported by, General Fund moneys. Of the
special funds, the Motor Vehicle Fuel is the most important. Table 8
shows the distributions of these expenditures by fund and division.

Table 8. 1963-64 Expenditures by Division and Fund
Expenditures by Fund

Motor State Motor
. ) vehicle school vehicle
Division General fuel  building aid transportation Total
Administration _______ $308,625 $17,185 $4,198 $4,088 $334,096
Accounting ___________ 517,573 - 46,106 - 563,679
Audits ______________ 494,976 - 125,948 - 620,924
Disbursement ________ 1,784,439 - - - 1,784,439
Inheritance and gift tax 1,012,342 - ~ - 1,012,342
Local government _____ 176,479 191,438 - - " 367,917
Tax collection and
refund _____________ 31,145 487,854 - 164,866 683,865
Tax-deeded lands _____ 187,262 - - = - 187,262
. Total ____________ $4,512,841  $696,477  $176,252  $168,954  $5,554,524
Percent of total
expenditures .____ 81.39, 12.59% 3.29, 3.0% 100%

Administration Division

This division provides general housekeeping and staff services for the
entire agency as well as technical assistance to the Controller in his
capacity as a member of 18 state boards and commissions. )

During 1962-63, this division had $3,180 budgeted for regular tempo-
rary help, which was augmented by an allocation of $2,282 from the
Emergency Fund. Now the Controller is requesting that this new level
of temporary help funds be made permanent in the 1963-64 budget.

We recommend that the $2,282 increase to finance 0.6 man-years of
temporary help, be approved, budget page 297, line 20.

A portion of these funds will be used to support a part-time typist
‘position in the personnel unit, the workload of which has inereased
because of the adoption of the new retirement and medical care pro-
grams. The remaining funds will be used to continue a part-time clerk

~in the central services unit, who performs messenger service for the
agency, which is now spread out among five buildings in Sacramento.
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Accounting Division

This division, ‘with 56 authorized. positions, is composed of an admm-
istration unit Wlth 4 positions, and the following three bureaus: (1)
Control. Accounts, ‘353 positions; (2)- Financial Analysis, 8 positions;
and (3) Unclalmed Property, 8al positions.

~ The Bureau of Control Accounts maintain records covering all funds
in the State Treasury. These accounts record the receipts and disburse-
mernts on about 150 funds, together with statements showmg their re-
sources, liabilities and balances.

The Bureau of Financial Analysis prepares the annual report of the
State Controller and the month ending statements concerning the reve:
nues derived from all major taxes and the receipts and expenditures of
the General and School Funds.

The Bureau of Unclaimed Property administers the escheat program
regarding the property of deceased persons, and the custodial program
pertaining to a variety of abandoned assets, including the contents of
safe deposit boxes. In our general summary the latter program was dis-
cussed in detail. The Controller expects to complete during 1962-63,
with 12 man-years of Emergency Fund temporary help, the screening
of safe deposit boxes reported in November of 1960 and 1961. The
Controller proposes that with the reduction in Emergency Fund tempo-
rary help, two new permanent positions be added to this bureau S
budget during 1963-64.

We recommend that the new general accountant IT ($7,080) and
mtermedmte typist-clerk ($4,144) positions for the Bureauw of Un-
claimed Property be approved for one year. only, budget page .298
lines 13-14.

The Controller requested these positions, as temporary help, to insti-
tute a program to assure compliance by all holders of abandoned and
escheated property. Without such a program, he stated, it is not possible
to determine whether a significant number of holders of unclaimed
property are failing to make reports or deliver the property to the
State.

The Governor’s Budget proposes ‘that these two pos1t10ns be perma-
nent. We believe that this type of a compliance test is desirable, but
that the positions should only be authorized for one year, in the event
the program proves unfrm’cful ‘

Audits Division ’

This division has 71 permanent p051t10ns and 0.7 man-years of tempo-
rary help. Five of the pos1t10ns are in admmlstratmn 31 in the Field
Audit Bureau, and 35 in the Claim Audit Bureau. -

No changes in the level of service or staffing are eontemplated in the
Field Audit Bureau. The 27 auditor positions will be assignéd as fol-
lows: nine to the State School Building Aid program, 2% to the Davis-
Grunsky and civil defense reimbursable programs, and 151— to General’
Fund activities.

The Claim Audit Bureau is askmg for one new position on a work-
load basis. ,
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We recommend that the new clatm auditor position, $5 280, be ap-
proved, budget page 298, line 71.

The following table shows that the number- of elalms per audltor
has inereased from 128,171 in 1960-61 to an estimated 151 ,632 in 1963-

" 64. The agency estimates that the latter figure is more than the existing

auditors can handle. They would prefer that the 1961-62 workload of
137,500 per auditor be maintained. The addition of one new p0s1t1011
w111 result in a 1963-64 workload of 142,712 per auditor which is still
above their desired level.

Claim Audit Workload .
1960-61 1961-62 1962-63 (ést.) 1963-64 (est.)

Number of claims audited _____ 2,050,733 2,200,557 2,310,585 2,426,114
‘Number of auditors—existing___ 16 16 16 16
proposed —_ - 17

Number of audits per auditor— :
¢ existing ; 128,171 137,635 144,411 151,632

proposed __________ i : ' 142, 7 12

Disborsement Division
In the last year and a half, this division has been responmble for
undertaking three mew programs. On -July 1; 1961, the state payroll
and warrant system was converted to an electronic data processing
(EDP) operation. On January 1, 1962, the state medical care act and
the integration of social security with state retirement went into effect.
- During 1962-63, the staff of this division was augmented by, 48.1
man-years of temporary help financed from the Emergency Fund;
salary savings were also reduced, and one-half of an existing: pos1t10n
deleted. As the following table shows, these changes resulted in a net

staff inerease of 50.1 man-years, or 36 percent.

- Staff of the Disbursement Division, 1962-63 . .
As -enacted = - Revised - Change

Permanent postions. : 112.5 112.0 . =5
Temporary help ____ - 8.0 56.1 - 484
New positions 2 . 260 26.0 __
Salary savings . —7.5 -—5.0- +2.5
. Total. . . -189.0 . - 189.1 50.1

The additional temporary help was needed to handle the unantiei-

pated increased workload which resulted from the integration of social

security with state retirement, and the adoption of the medical care
program. This agency was requn'ed to make the original workload
estimates, which proved incorrect, during the summer of 1961, or six
months before these programs took effect. Therefore, the agency did
not have any actual experlence upon which to base thelr estimates.

- Now, after a year’s experience with these programs, the Controller
.estimates that this division’s 1963-64 workload.will be adequately sup-
" ported if: (1) 42 of the Emergency Fund temporary help -positions are
made permanent, (2) the remaining 6.1 temporary help positions are
discontinued, and (3) two existing programmer positions are abolished.
. We recommend that the following 42 mew permanent positions for

‘the disbursement division, $206,632, be approved

2 Approved by 1962 Legislature
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Number * ' Pogition T Salary Page Line

Sacramento Office : :
2 Accounting technician III $12,578 299 ™
6 Senior tabulating machine operator______._ _________ 33,336 299 79
7 Intermediate account eclerk 31,556 299 80
9 Intermediate clerk 41,529 299 81
2 Intermediate typist-clerk 9,051 299 82

San Franciseo Office: ‘
1 Accounting technician ITI_ 6,289 300 7
4 Intermediate account clerk 19,952 300 8
1 ' Intermediate typist-clerk 4,560 3800 9

Los Angeles Office: C '

<1 Accounting technician III 6,289 300 11
1 Accounting technician II ——— 4908 300 12
5 Intermediate account clerk : 22,914 = 300 13
3 Intermediate clerk ! 13,670 300 14

42 . Total $206,632 300 16

Inheritance and Gift Tax Division

The following table shows the three offices of this division and the
distribution of personnel by classification.

Authorized Positions in the Inheritance and Gift Tax Division, 1962-63

Temporary
Office B Legal Auditing Accounting Olericall help  Total
Sacramento _______________ 6 7 9 4 - 2 38
San Franeisco _____________ 6 6 0 9 0 21
Tos Angeles _______________ 10 13 0 . 22 0 45
Total . 22 26 9 45 2 104

The temporary help is for the entire division and may be assigned to
any office.

About 10 of these authorized positions are engaged in administering
the self-assessed gift tax, while the remainder are assigned to the in-
heritance tax. Prior to 1961, the Sacramento staff audited all gift tax
returns. Since then, some cases have been assigned to the Los Angeles
and San Francisco offices for auditing, but the vast majority are still
processed in Sacramento. ;

The manner in which inheritance taxes are administered by this
division is somewhat unique. Each office has almost complete control
over the cases assigned to its geographie jurisdiction. Unlike other tax
agencies in California, this division lacks regular procedures whereby
-cases audited in the fleld are reviewed for accuracy and consistency by
the headquarter’s staff, ' '

The Controller is requesting two new permanent positions during
1963-64 to conduct a gift tax ecompliance program.

We recommend approval of ome auditor I and one intermediate
typist-clerk for the gift tax compliance program, budget page 301,
lines 6 and 7. ‘

This program was started in October of 1961, and has been financed
sinee then by emergency funds. In the General Summary, we indicated
disapproval of the method of financing, but not of the program itself.
The first phase of this program has consisted of checking property
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transfers where no revenue stamps were affixed to ascertain if any gift
taxes were owed to the State. To daté, a portion of the 1959 and 1960
transfers in nine counties have been checked, and the program has
yielded $24,334 in assessments and revenue at a direct (no overhead)
cost of $8,888. Future activities will consist of checking property trans-
fers in other counties and for later periods, plus comparing for the
first time federal and state gift tax audits. This access to federal audits
was only obtained in December of 1962, and therefore, is a new activity.

The Controller also is requesting one new intermediate typist-clerk
position to type gift tax audit assessments.

We recommend approval of the new intermediate typist-clerk position
for the Gift Tax Audit Unit, budget page 301, line 7. ‘

This position was originally requested and budgeted during 1962-63.
However, after its approval, the Controller transferred the position to
the cashiering unit which he deemed had a more eritical workload. Gift
tax audit assessments then were typed by an emergency fund temporary
help position during the current fiscal year. .

We recommend that the inheritance tax appraisers’ conference costs
be reduced $5,150, budget page 301, line 28. . '

These funds are used to finance the travel and per diem expenses of
the staff of the inheritance tax division and the inheritance tax ap-
praisers who attend a three-and-a-half-day annual training conference.
These conferences have been held for approximately 40 years. The fol-
lowing table shows that amounts budgeted for this item have exceeded
actual expenditures by substantial percentages in recent years.

Inheritance Tax Appraisers’ Conference Costs :
. Unezpended balance

. . Percent of
Year Amount budgeted ~ Amount expended  Amount Dbudgeted

1957-58 $5,902 ) $4,200 $1,702 29.8%
1958-59 5,902 5,694 308 5.2
1959-60 . 6,000 - = 6,000 100.0
1960-61 - : 6,000 3,332 2,668 . 445
1961-62 6,000 3,673 . 2,327 38.8

Total Actual - ________ $29,804 $16,799 $13,005 . 43.69%
1962-63 Estimated ________ 6,000 - ’ . :
1963-64 Proposed .. ______ 6,000

The intent of this recommendation is to eliminate funds for payment
of any expenses for the inheritance tax appraisers and to limit the
amount to payment of expenses of the Controller’s own staff, which
approximated $850 in 1961-62. Inheritance tax appraisers are not state
employees in the ordinary sense but officers of the court and we believe
that it is highly inappropriate that state funds be used for payment of

. their expenses.

At one time the Controller himself apparently took the same view
since he did not allow the appraisers to claim any expenses during
1959-60. althouch a training conference was held during that year. 7

In 1960-61, the Controller issued a ruling which denied both per diem
and travel expenses to appraisers who grossed over $15,500 in fees dur-
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ing the previous fiscal year. Those who grossed less than this amount
were entitled to three days of per diem expenses, and if they lived over
150 miles from the conference site, they were entitled to travel ex-
penses. The 1961-62 limitations were basically the same as the previous
year, except that the geographic restriction governing travel .expenses
was deleted. The conference for the current fiscal year has not as yet
been held. - : - ,

Fifty-seven inheritance tax appraisers submitted claims totaling
$2,826- for the conference held during 1961-62. The highest claim was
$87, the lowest $14, and most of them averaged between $40 and $50.
Twenty-seven other appraisers were eligible for, but did not submit
expense claims. Seventeen members of the Inheritance and -Gift Tax
Division attended this conference and their total claims amounted to
$847. - L

We also recommend that when the civil service employees of this
division prepare valuations .of partnerships or closed corporations for
some of the inheritance tox appraisers, that the State be reimbursed

“for the actual expenses incurred. - S

Inheritance tax appraisers, who are noncivil service personnel, are
paid on a fee basis to make valuations of decedent’s estates. Some of
them, however, do not have the experience necessary to prepare valua-
tions of closely held business interests such as partnerships or closed cor-
porations. As a result, they either have to hire someone to perform this
service, or the work has to be done by state employees at no cost to the
appraisers. . :

The following table shows that practically all of these valuations by
state employees occurred in the Lios Angeles office of this division. The
chief inheritance and gift tax examiner in this office, an examiner IT1
at a salary of $10,440 per year, spends from one-third to one-half .of
her time performing this service. Very few such valuations are pre-
pared by the legal staff in San Francisco and none by the staff in S.ac-
ramento. As a result, some of the appraisers in the Los Angeles region
receive the fees based on these valuations without either performing the
work or. paying a private accountant to make the valuations.

‘Number of Valuations of Partnerships and Closed Corporations Prepared
by State Employees for Inheritance Tax Appraisers

Los Angeles® San Francisco Sacramento " Total
1963-64 estimated ~_:_-.___ 666 ~ .- -85 .~ . ..o 0,701
1962-63 estimated —____.-._ 622 . . | 83 - s e _ 655.
1961-62 L 571 . o 30 - o 601
1960-61 . 258 - 14 - 272

afhe Los Angeles figures are slightly overstated because valuations for gift tax purposes have been included
ift " these totals gsince 1961-62.'yDuring that year, which is the latest actual experience, 437 of these
cases, or 76 percent, referred to inheritance tax valuations.

Local Government Fiscal Affairs Division

This division is primarily econcerned with the review and: publication
of information relating to financial transaections of. political subdivi-
sions. There are no requests for additional staff or increased services.
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During the current ﬁseal year this d1v1s1on has 29.1 authorlzed Posi-

tions.
We recommend approval of the amount reduested.

" Teax Collection.and Refund Division

‘This division has two major funetions, refund of gasolme taxes to
nonhlghway users, and the collection of five taxes assessed by"other
agencies. During the current fiscal year this division has 82.2 author-
ized ‘positions, but three posrcmns ‘were voluntarily eliminated at. the
start of 1962-63 for a savings of $12,928. The division also proposes to
eliminate two more positions during 1963-64, for an additional savings
of $10,368. The reductions were made because of the reduced workload
associated with gasoline tax refunds and truck tax collections, plus
the efficiencies resulting from the use of electronic data processing
equipment.

We recommend approval of the amoum‘ requested,

Tax-deeded l.unds Division
This d1v1s10n has a proposed authorized staff of 20.3 pos1t10ns for
1963- 64, apprommately half of which are in the headquarters office and
the remalnder in five field offices. The following table shows the dls-
tr1but10n of personnel by classification and locatlon

. Field offices .
Monthly . Head~ Sacra- Oak- . River-
salary range  Position quarters mento land. Fresno L.A. side . Total
$1,008-$1,225 Chief _________ 1 - —- - - - 1
870— 1,058 Assistant chief . 1 - - e - - 1
619— 753 District manager 1 1 1 1 1 1 6
399— - 486 Senior clerk ___ 1 - - - 1 - 2
. 362~ 440 Intermediate
° — . stenographer ___ 1 - -1 0.5 - 1 3.5
345— 419 Intermediate :
N clerk _________ 2 = - - 1 - 3
345~ 419 Intermediate ) .
typist - ____ 3 - - - - = 3
‘415 Temporary help 0.8 - - - - - 0.8
Total 10.8 1 2 15 3 2 ) 203

The district manager in the headquarters office is working on the
* special -assignment of preparing a manual for county tax collectors.
This assignment should be finished by September 1, 1963.

The following reductions have been made in- this division’ s budget
during the last two §ears.

1. In 1961-62, four clerical pos1t10ns in the headquarter’s office that
proeessed tax dehnquent lists were deleted after the Legislature enacted
Senate Bill No. 1441 of the 1961 General Session, which eliminated
this function. Although the bill was subsequently poeket vetoed by the
Governor, the budget reduction was not affected. The division volun-
tarily discontinued a district manager position that worked on & re-
- imbursable program of compiling abstracts-of tax delinquent properties

for the counties, when the incumbent retired from state service. :
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2. In our 1962-63 analys1s we recommended that the seven field offices
of this division and 14 positions be deleted. The Controller agreed to
the closing of two of thg field offices, Eureka and Santa Barbara, and
the deletion of one district manager and two assistant distriet manager
position, which reduction was approved by the Legislature.

In the 1963-64 Budget, the Controller proposes to substitute a half-

time position for the existing full-time intermediate stenographer posi-
tion in the Fresno office.
- We recommend that -the five ﬁeld oﬁices of this division with 9.5
positions, be abolished, for an annual saving of $88,438, and that the
county tazx collectors be gwen the funclion of renting cmd managing
taz-deeded property.

This proposed budget reduction eonsists of the following items:

Budget
Salaries and Wages ) Amount Page Line
5 District manager .- : B $44,150 303 23
1 Senior clerk 5,832 303 23
1 Intermediate clerk . - 4,662 303 23
2.5 Intermediate stenographer 13,200 303 23
Salary- savings v —500 303 30
9.5 - TMotal salaries and wages . ' . $67,344
Operating E’a:penses .
General $1,039 303 39
Communications 1,549 303 40
. Travel-—in-state . ©. 9,000 303 41
Rent __ i 9,506 303 42
! Total operating expenses : — $21,094
Total—RField offices . $88,438

" The remaining headquarters personnel would consist of a chief, and
assistant chief and one district manager who could act as a field team
to provide advice and counsel to local tax collectors, and 7.8 supporting
clerical positions.

Before discussing the reasons for our recommendatmn a short ex-
planation of tax-deeding and the functions of this d1v1s10n will be
given.

Explanation of Tax-deeding

The term tax-deeded refers to property which the State now owns
because the former owner failed to pay the delinquent local property
taxes. There is a waiting period of over five years between the date the
property first becomes delinquent and when it is deeded to the State.
At any time prior to deeding, the taxpayer ean redeem his property
by paying the outstanding taxes, interest, penalties and a $1.50 re-
demption fee to the county tax collector. After deeding, the owner
loses his rights in the property, but they still can be reclaimed by
paying the above costs up until the hour the property is sold. at public
auction by the local tax collector. All taxes, interest and penalties on
delinquent and deeded property go to local governments. The $1.50
redemption fee goes to the State General Fund. :
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Activities of the Figld Offices

In J uly of 1962, this division started a new,time reporting program
for the staff of the field offices. The results of the program, which
covered only the working hours during the last half of the year, are
shown in Table 9. Two of the programs within the supervision of tax-
deeded. property function, i.e. demand letters and property manage-
ment, had some tangible results that could be measured, while the
other three were merely supporting activities. The remaining major
functions, advising and tax sale information, were such that it was not
possible to measure tangible results.

In order to evaluate the time spent on these various functions, we
Liave estimated the total cost of each activity. Our cost estimate was
computed by taking the total salaries and wages of the 10 positions
in the field offices, adding retirement, medical care, and operating ex-
penses, and then dividing this figure by five and the result by the
number of working hours in the year (1,824) to.arrive at an average
cost of $10.63 per hour. This, in effect, represents the average cost per
hour of the distriect manager’s time mcludlng supporting clerical help
and expenses. This average cost then was applied to the number of
hours reported for each act1v1ty

Since the time reported in Table 9 referred only to the last half of
1962, one activity of the field offices which takes place between April
and June of ‘each year, ie. predeed notices, was not mentioned. The
state predeed notices, which are sent to only some of the taxpayers, are
reminders that their property will be deeded to the State in the follow-
ing July unless the delinquent taxes are paid. The county tax collectors
are required by law to send similar notices to all affected taxpayers.
They are also required to publish a legal notice on three different occa-
sions during the month of June calling attention to the properties
which will be deeded. In past years; the state notices were mailed about
the same time as. the county notices: This year, the state notices were
mailed from a month to two months earlier. ‘

Table 9. Distribution of District Managers’ Working Time
by Function During the Last Half of 1962

(In hours)
Field offices
Sacra- : Oak- Los An- River-

Function . mento land Fresno geles side  Total = Percent

1. Supervising tax-deeded .

property '
A. Demand letters__.___ 3705 223 126 1445 151 1,015 22.87
B.-Property inspections 88 425 2025 325 925 458 10.32
C. Propertymanagement - 3.5 209.5 1245 920 1135 543 12.23
D. Inspecting deeds____ 715 13175 1135 875 82 486.25 10.96
D Inspecting documents 97 b 149 56.5 .1325 54 489.5 11.08
" Subtotal _._._______ 631 T55.75 623 489 493 2,991.75 67.41

2. Advising local officials o ) - .

and the publie__:._ 107.5 1015 1105 131 114 564.5 12.72
3.. Tax gale information.__ 6.5 61 L12 22 29 130.5 2.94
4. Mlscellaneous _'___~_'____ 92.5 ',112 5 152 5198 196 7515 - 16.93
" Total time_ 837.5 1,030.75 898 840 832 443825 100.00
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- A discussion of each of these functions and their estimated costs
follows : '
1. Supervising Tax-Deeded Property

- A. Demand. Letters

Total time : 1,015 hours
Number of letters 458

Total cost _ $10,789.45
Cost per letter : . $23.56
Cost per profitable field case $70.98

Program. In July of 1962, the counties deeded 3,507 pieces of prop-
erty to the State. The field offices sent the former owners of 458 of these
properties, or 13 percent of the total, a demand letter telling them that
the property must be vacated unless permission to remain was received
from these offices. The purpose of these letters is to encourage the
former owners to redeem the property and if this is not feasible, then
to colleet some rent until the property is sold at public auction. All
rental proceeds are given to local governments. '

Workload and Results. The first step in processing these letters is
to review the lists of deeded properties to determine which ones should
receive letters. Normally only those with rental potential are chosen.
This review process is a minor time consuming task. Properties re-
deemed before a staff visit also are an insignificant workload factor.
Most of the district managers’ time is spent on processing the field.
workload cases. This task includes a personal visit to these properties,
and arranging for redemption or rental if possible. ' -

The following table shows the uneven results of this program. For
example, the Oakland field office was responsible for 65 percent of the
total rental agreements, and the Riverside office for 48 percent of the
redeemed properties. '

Field offices
Sacra- Los :
mento Oakland Fresno Angeles Riverside Total

1. Number of properties

deeded to State ______ 229 670 615 1,219 774 3,507
2. Number of demand let-
ters ___ _____________ 49 90 99 67 - 1538 458

Percent of total deeds. 21.49, 1349, 16.19, 55% 19.7% 13%
3. Properties redeemed be- o

fore staff wvisit _______ 12 12 18 6 43 91
4. Field workload ‘

A. Cases closed:

Profitable :
(1) rented ______ 0 17 5 1 3 26
(2) redeemed ___ 7 27 22 9 61 126
Nonprofitable : i .
(8) vacant _____ 0 1 1 4 - .8 14
(4) nonrentable _ 11 4 36 8 17 7%
Subtotal _____ 18 49 64 22 89 242
B. Cases pending Janu-
ary 1, 1963 _______ 19 29 17 39 21 125

Cost of Program. The following estimates were obtained by multi-
plying the number of hours indicated in Table 9 times the cost per

t
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hour of $10.63, and then dividing this cost estimate by the above work-
load factors.
The cost estimates per profitable field case, which ranged from $25

in Riverside to $562 in Sacramento, are the most indicative figures in
this table.

Field offices
Sacramento Oakland Fresno Los Angeles Riverside Total

Total cost ____._ $3,93841 $2,37049 $1,339.38 $1,536.03 = $1,605.13 $10,789.45
Cost per de-

mand letter __ 80.37 26.34 13.58 22.93 10.49 23.56
Cost per closed ' . :

field case ___._  218.80 48.38 20.93 69.82 18.03 44.58
Cost per profit- : :
"~ able field case _ 562.63 53.87 49.61 153.60 . 25.08 70.98

Footnote: Seventeen counties did not receive any demand letters daring 1962, and 13 other counties had no
profitable fleld cases during the last half of the year. -

B. Property Inspections

Total - time _ 458 hours
Number of inspections 373
Total cost $4,868.54
Cost per inspection $13.05

" Program. When district managers visit deeded property while proc-
essing demand letters, they may prepare an inspection (or appraisal)
report which summarizes the characteristics of the property, its loca-
tion, condition, and name of the former owner or existing tenant. The
inspection report serves as a field office record on the property and it
-can ‘be used to determine the amount of rent that might be charged, to
answer questions from the publie, and to determine whether the prop-
arty warrants any further processing by the field staff.

Workload—Costs. The following table shows that 373 inspection re-
ports were made during the last half of 1962 at a cost of $4,868.54. The
average cost per report varied from $5.87 in Oakland to $18.56 in
Fresno.

This division does not have any workload data which would indicate
the results of these reports.

. Field Offices

Sacramento Oakland Fresno LA  Riverside Total
Number of

" inspection reports __ 67 73 116 31 86 373
Total cost . _______ $935.44  $451.77 $2,152.57 $345.47 $983.27 $4,868.54
Cost per report ——____ 13.96 5.87 18.56 11.14 11.43 13.05
C. Property Management - .
Total time 543 hours
Total cost $5,772.09

.- Number of rentals 59
. Cost per rental - $97.83

« Program. In the two previous programs, the district managers con-
tacted prospective tenants of tax-deeded property. The time spent on
this program consists of preparing and executing the rental agreements,
handling collection problems and in general managing the property.
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- Workload and Cost.  The following table shows that only 14 of the 58
counties had any tax-deeded property rented during the last half of
1962. The total number of rentals amounted to 59, but some of these
were for very short periods, a month or Jess. At the end of 1962, only
43 rental agreements were in effect throughout the State.

The rentals consist of residences, flats, shacks, vacant land, sign board
locations, ete. Many of the properties are in a slum condition and this
division has problems keeping the rental payments current, = »

The cost of managing these properties varied from $12.40 per. umit -
in Sacramento to $172.36 in Riverside. These figures may understate the
actual cost because about 40 percent of these rentals were made prior
to July 1, 1962, and the headquarters office handles all collection work
except delinquencies. Also the figures do not differentiate between an-
nual and monthly acecounts. The former require almost no effort:

Field Offices

- ; Sacramento Oakland Fresno LA  Riverside Total
Number of counties i
in distriet —________ 17 14 17 4 : 6 - B8
Number of counties ’
with rentals _______ 1 5 4 - . 1.. 3. .14
Total rentals in R SR A
distriet ____________ 3 32 11 6 7 59
Total cost . ________ $37.21 $2,226.98 $1,323.438 $977.96 $1,206.50 -$5,772.09
Cost per rental _______ 12.40 69.59 = 120.31 162.99 172.36 97.83
D. Inspecting Deeds
Total time i 486.25 hours
Total cost __ : $5,168.84
Number of deeds inspected : 4,353
Cost per inspection : . $1.19

Program. Before the district managers visit tax-deeded property,
they normally inspect the county deed records to determine if the
property has recently been redeemed and therefore is no longer a prob-
lem. These inspections are a supporting function to the demand letter
and property management program. _

Workload and Cost. The following table shows that the cost per
inspection varied-from 75 cents in Fresno to $3.69 in Sacramento.

Field Offices : o
Sacramento Oakland  Fresno LA Riverside Total

Number of deeds . :
“inspected _._.__.__.__ 206 635 1,602 1,099 811 4,353
Total cost ———______ $760  $1,400.50 $1,206.50 $930.12 $871.66 $5,168.84
Cost per inspection__ $3.69 $2.21 $0.75 $0.85 $1.07  $119
BE. Inspecting Records
Total time — 489.5 hours
Total cost = $5,203.38

Program. This clerical activity consists of inspecting county records
on redemption certificates, cancellations, and delinquent lists to deter-
mine if the field offices’ records coincide with the county records. .

Workload and Cost. The workload figures are not uniform among
the field offices, and therefore it is impossible to obtain a reliable cost
per unit. ' ’
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Field Offices

] ) Sacra_mento Oakland  Fresno LA  Riverside Total
Total cost _______.____ $1,036.42 $1,583.87 - $600.59 $1,408.47 $574.02 $5,203.38
2. Advising Local Officials and the Public

Total time __._ I : i 564.5 hours
Total cost _.__ N S $6,000.63

Program. The time reports do not segregate this advice activity into
public and official sectors. , ' ‘

- The district managers give most of their advice to the personnel in
the county tax collectors’ offices. The field staff attempts to visit each
of these offices about once a month. During the interval between visits,
advice. is sometimes given over the phone or by letter. The following
table lists the number of phone calls and letters to public officials
during the last half of 1962. o :

o . . - Field Offices
Sacramento Oakland. Fresno LA Riverside Total

Total phone calls_____ 42 . 83 . 4 54 30 213
Average per month _ 7 13.8 T 9 5 T.1%*
Total letters .______ 0 1 12 -7 10 - 30

Average per month _ -0 2 2. 11 B 4 1*‘
* Per office. - Co . : : !

Since less than two phone calls per week are made on the average
by each of the field offices, this advice function is not in great demand.

Some of the larger counties do not rely upon the district managers
for advice because they have trained personnel working in this area, and
they can receive assistance from their county counsel or the Sacra-
mento headquarter’s office of this division. We are of the opinion that
only a small fraction of the time currently devoted to this activity is
really necessary. .

3. Tax Sale Information

Total time _ i 130.5 hours
Total cost $1,387.21

Program. This activity consumed less than 3 percent of the total
time, and consists mainly of supplying the public with information
about property tax sales and redemptions.

4. Miscellaneous
Total time __ 751.5 hours
Total cost : : ~_$7,988.44

Reasons Why the Field Offices Should Be Abolished
1. While the supervision of tax-deeded property is supposed to be a
statewide program, its benefits acerue only to a limited number of coun-
ties and affect only a small percentage of the tax-deeded property.
For example : )
A. Demand letters were sent to only 13 percent of the properties
deeded to the State in July 1962.
B. Seventeen counties did not receive any demand letters and 13
others had no profitable field cases.
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C. Omnly 14 counties had tax-deeded rentals during the last half of
1962. Sixty-eight percent of these rentals were either in the coun-
ties where the field offices are located, or in directly adJacent
counties.

2. The results of the demand letter and property management pro-
grams do not warrant the cost the State is paying for these services.
In Saeramento, for example, it -cost almost $4,000 to have seven pieces
of property redeemed Almost $6,000 was spent statewide on 59 rentals.
Local governments receive all the proceeds from these activities and
the State bears the entire cost.

3. Due to the small number of properties mvolved and their loca-
tion, it would be more economical for local governments to handle the
management and renting of tax-deeded property.

4. We do not believe it is the state government’s responsibility to
have its employees spend their time in personally contacting delin-
quent loecal property taxpayers, when local governments, which rely

upon the property tax base, do not perform the same service.
" 5. The assistant chief of this division and the one remaining district
manager position in the headquarters office should be sufficient staff

to provide the necessary advice and counsel to local tax eolleetors The"

field ofﬁces are not needed to continue th1s service.

STATE CONTROLLER ' . '
ITEM 126 of the Budget Bill Budget page 296

FOR ADDITIONAL SUPPORT OF STATE CONTROLLER
FROM THE MOTOR VEHICLE TRANSPORTATION

TAX FUND

Amount requested ‘ $168,954

BEstimated to be expended m 1962—63 fiseal year. ‘ 174,120

Decrease (3 percent) 35,166
TOTAL RECOMMENDED REDUCTICN None
A NALY SIS

This appropriation is for the cost of collectmg the Motor Vehicle
Transportation (truck) Tax, the details of which are mcluded under
Ttem 125.

We recommend approval.
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an estimation which bears little relationship to the ultimate amount
paid. '

We recommend that the procedures for selecting the carrier, the
coverage, and budgeting for insurance be subjected to review.

- In addition to the factors mentioned, from one accident the State
faces a possible damage claim amounting to $400,000. If the State loses
this claim the liability can be settled only through a special appropria-
tion or by an increase in current insurance costs.

. Public Buildings Construction Fund

In our 1962-63 analysis, we recommended that operating statements
for this fund, which is managed by the Department of Finance, be
included in the Governor’s Budget. Budget pages 1077 to 1079 contain
these statements, which indicate that during the budget year, of those
buildings experiencing a full year operation, three are expected. to
operate at a profit, while three will reflect a loss, summarized as follows:

Loss )
Oakland : . ] $115,596
Fresno : 97,025
- San Diego : . . 7,179
: $219,800
Profit B
Los Angeles State Building $46,064
" Los Angeles Garage i 520
San Francisco State Building: . 3,622 -
R ' $50,206
Net loss - H e $169,594

- The loss is deducted from the acerued revenue account which is' ex-
pected to be $653,488 on July 1, 1963, and was developed through rental

received prior to initial principal repayments.

. Section 15816 of the Government Code states: : ,

‘If at any time funds are available by law to retire any certificates
or revenue bonds issued to repay the cost of any public building, such
funds. shall be applied to the redemption of certificates or revenue
bonds secured by the rentals and revenues from said public building.’’

(Emphasiy added.) ] » : . =

However, Section 15812, added by Chapter 914, Statutes of 1961 pro-
vides, generally, that excess revenues from one building may be applied
to any other building. . ' ,

The policy of the department is to establish a rental rate for all
buildings, currently 33 cents per square foot, regardless of actual. cost
for maintenance, interest and principal, which results in the situation
deseribed. , : v »

We recommend that the possible conflict in statutes and established
policy of the Department of Finance regarding repayments be reviewed
and resolved by the Legislature and that in resolving this policy issue
that a critical examination of the reasons for the losses be undertaken
to determine the advantages or disadvantages of making each buslding
stand on its own feet as originally contemplated in the law.
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Communications Reporting and Control .
Chapter 1071, Statutes of 1947, established the Communications
Advisory Board, the purpose being to improve and co-ordinate the tse
of ‘publicly owned and operated radio 'and other communications Sys-

tems. This legislation was intended to eliminate duplication and inter-

ference and thereby bring about economies in the use of radio com-
munications by the State, the -cities, counties and other political
subdivisions at a time when the expansion of these systems was immi-
nent. One of the duties of the communications board was to survey
existing and proposed publicly owned and operated communications
facilities within the State for the purpose of providing advice concern-
Ing an adequate communications system or systems available to publie
agencies at the least possible expenditure of publie funds, and to report
annually to the Governor and to the Legislature its findings and recom-
mendations with reference thereto. The most recent meeting of the

board was December 14 and 15, 1960; the annual report referred to’

hay been discontinued for quite some time.

The Division of Communications within the Department of Finanece
was established by the same statute creating the Communications Ad-
visory Board. In 1953, Sections 13800 through 13802 were added to
the Government Code to further outline the duties of the Division of
Communications. As it now funections, the Division of Communications
is involved in statewide radio communications in an advisory and engi-
neering capacity to include supervision of the radio maintenance activ-
ity found in the Service Revolving Fund discussed.in Ttem 291 of this
Analysis. Tt also functions in an advisory capacity on wire systems
which include teletype, audio, paging, public address, intercommunica-
tion, and telephone systems. We wish to make it clear, however, that
no degree of control is exercised except under Section 4502 of the State
Administrative Manual which requires that agency budget requests for

communications expenditures be reviewed in co-operation  with the

Budget Division.

Recent and proposed changes in telephone communications have
forecefully demonstrated the lack of consolidated information in this
area and the need for centralized control. The Department of Finance,
through the Buildings and Grounds Division manages the central
switechboard exchanges and selects leased line facilities both of which
are completely reimbursed through pro rata charges to the agencies.
The agenecies, on the other hand, budget for communications equipment,
the pro rata charges, and toll charges.

- Experience in Los Angeles demonstrates that the system selected by -

the Department of Finance had a substantial effect on agency com-
munication equipment requirements, Furthermore, expansion of leased
line facilities by the Department of Fiinance are predicated on decreases
ih agency toll charges. ' '

Unless properly controlled, significant increases can result, which"

without consolidated information will be virtually impossible to de-
termine.
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We recommend that consideration be given to centmlwmg COMMUNI-
cations control and reporting.

~A recent Pacific Telephone proposal for increased leased line use by
the State costing $924,000 indicates that there are at least 3,450 state
telephone aecounts with 85 companies. Toll charges for one month
Dbetween 37 cities studied in this connection were $67,252. Agency toll
charges from Sacramento -alone. are expected to total $680,000 for
1963-64. Charges for central telephone eqmpment in three locations
will approach $2,600,000.

‘We feel that the Leglslature should be provided with these costs and
a means Wherebv unwarranted increases can be prevented.

Purchasing Actwltles

_ The Central Purehasmg office undertakes all purchasmg activity
which. is not regional by nature, as determined by point of delivery, to
include statewide contracts and price agreements. This includes drugs,
store supplies, commodities purchased on credit cards and noncompeti-
tive name brand items.

The area offices undertake Burchase activity which is regional by
nature. ,

The specifications and testlng unit assists in determining the accepta-
bility of products under given bid specifications such as paints.

. The various state departments initiate purchasing activity (1)
through a purchase request to either the central or area offices of the
Division of Purchases depending upon point of delivery, (2) through
‘the use of subpurchase orders direct to vendors under specified condi-
tions, or (3) under the terms of a contract for supplies previously
arranged by Purchasing D1v1s1on or approved by the administrative
advisor..

The purpose of centralized purehasmg, as given in the State Admin-
istrative Manual is as follows: ‘‘By concentrating all purchases in one
organization it is possible to achieve standardization, elimination of
dupheatmn of effort, and lower prices as a result of volume buying.”’

However, review by this office has disclosed certam deﬁc1en01es in the
central purchasing as it now funections.

For example, as a result of central pulehasmg the State -achieves
specific savmgs such as where an agency may have budgeted for equip-
ment at a given price and as a result of pulchasmg effort or volume
buymg a substantlally lower cost results. These savings, rather than
acecruing to the State generally, are available to the agency and may
be used. for the purchase of items not budgeted.

Also, many purchase orders are awarded on the basis of a discount
quoted in the request for bids under the competitive bid system, ie. 2
- percent if paid 10 days after delivery. The purchasing division has
no means of assuring that the discount will actually be realized and,
in fact, the discounts are frequently lost due to the delay normally
assocmted with payment of vendors invoiees, if the Controller issues

the warrants.

Another weakness is that of subpurchase order use. In its budget
request, the purchasing division states, ““We estimate that at the
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present nearly one out of every five dollars expended by the State
for materials, supplies, or equipment is spent on a subpurchase order -
prepared by agencies and receiving only a cursory after-the-fact review
by the purchasing division.”” Misuse by agencies could be extremely
costly. . ’ ;

+« By far 'the most obvious deficiency is, however, the inability or
unwillingness of the purchasing division to achieve the degree of
standardization which would result in further savings to the State, as
in office furniture. o _

Thus, it appears that the role of central purchasing and the manner
in which it functions requires review. :

Correspondingly, we recommend that o thorough review of the State’s
purchasing policy be made, with an eye towards mmproving the weak-
nesses under the existing system. i
" Regarding the role of centralized purchasing, we feel that it now
provides service to agencies, but has insufficient staff and authority to
exercise a desirable degree of control. ‘ .

We feel that to maximize savings, the initial step would be for the
purchasing division to vigorously establish standards. Currently, Sec-
tion 13391 of the Government Code allows the departments to specify
quality, subject to the Board of Control determination if the Depart-
ment of Finance protests. Seldom has reference been made to the board.

Although the department has indicated that voluntary actions in
this direction could be taken through the State Purchases Standards
Committee, (Government Code Section 13408), there have been mo
meetings of this committee since the 1960-61 fiscal year.

" Furthermore, once standardized, purchases could be scheduled to -
permit consolidation of purchase requests for volume orders.

In addition to monetary savings resulting from consolidation and
standardization of purchases, manpower savings to centralized pur-
chasing would result, which would not entail offsetting increases at
the agency level. This man power would then be available for increased
purchasing activity occasioned by the growth of state services and
also could immediately be effectively utilized to more adequately screen
subpurchase orders. Additional effort in this direction would disclose
misuse and enlarge the central stores activity by requiring the use of
standard - stores items rather than allowing the use of subpurchase
orders for comparable items as is now the case. )

One approach to assuring that savings through volume purchasing
and discounts would be realized would be'by a transfer of funds from
the requesting agency’s appropriation to a revolving fund in the
amount of the purchase estimate when the estimate is forwarded to
‘purchasing division for action.. , o ‘

In the event that the cost of the item was more than budgeted the .
agency would have the option of (1) accepting a substitute; (2) pro-
viding' the additional amount required, or (8) allowing the budgeted
funds to revert. Some adjustment would be required for flexibility
within the agencies. If the purchasivig activity were able to save money,
such savings would accrue to the revolving fund. ‘
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- In this connection, the State Educational Agency for surplus prop-
erty, under the Department of -Eduecation, is directed by Sections
451-457 of the Bducation Code to co-operate with federal agenecies in
securing federal surplus property for distribution to eligible institu-
tions. Its activities are financed out of the Surplus Property Revolving
Fund. A recent inquiry by this office revealed that certain eligible state
agencies realize tremendous savings through this program, as indi-
“cated in the following table of aequ1s1t1011s of federal surplus property
during 1961-62 by certain state agencies:

Amount budgeted at Actual cost to

‘ Agency . fair market value ~ the State ;S’zwi'ng

University of California and State . '
Colleges ___ $3,588,271 $313,220 $3,275,051
‘Department of Mental Hygiene ________ 130,827 46,451 84,376
California Disaster Office —.______-__ —__ 890,225 . 10,665 379,560
- Total ___. R $4,109,328 $370,336 $3,738,987

We  feel that close co-ordination of this activity with that of the
purchasing division could result in the purchase of federal surplus
items by eligible departments rather than new equipment, with savings
to the State. Frurthermore, the savings which result from the purchase
of surplus property and currently beeome available to the individual
agency in this case also for subsequent purchase of unbudgeted items
under Section 3521.5 of the State Administrative Manual, could also;
acerue to a revolving fund instead.

The placement and function of the Surplus Property Reutlhza’mon
Section, a quasi-revolving fumd activity which receives.surplus state
property for subsequent sale to other state agencies, should also be
reviewed in this connection.

In another area, we find that certain nonpersonal and personal
services acquired through contract, may or may not require prior
approval by the Department of Finance.‘ Those requiring approval
should be subjected to review by the purchasing division if they are
proposed in lieu of purchase, rather than by the Administrative Ad-
visor who considers only the legal merits of proposed contracts. Put-
chasing division would presumably be concerned with substantlve con-
siderations.

ANALYSIS
The total amount available to the Department of Finance for its pro-
posed expendlture program is shown in the following table:

Analysis of Totai Expenditure Program .
Actual Estimated Proposed Inc¢rease

Item 1961-62 1962-63 1963-64 over 62-63

" Direet Appropriations: : ’
General Fund _—___________ $7,832,189  $8,814,670  $9,161,763 $347,093
School Building Aid Fund___ = 811,020 889,187 887,828 —1,359
Fair and Exposition Fund..._. 228,468 264,102 -+ 270,748 6,646
Eéderal funds . _____ - 376,636 607,261 230,625
Subtotal _______- $8,871,627 $10,344,595 $10,927,600 $583,005
Reimbursements . ___._____ 8,632,715 9,814,165 = 11,308,297 1,494,132

Total . $17,504,342 $20,158,760 $22,235,897  $2,077,187
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In addition, the State Lands Division, 1tem 140 $1 166 248 is con-
sidered to be a part of the Department of Finance. The Serv1ce Revolv-
ing Fund activities are also supervised by various d1V1s10ns of the
department.

This budget inecludes provisions for 69 new positions in-addition 1:0
a net gain of 66.3 for the Buildings and Grounds Division. This figure,
however, is not indicative of the program eontemplated due to the sub-
stantial increase in reimbursements.

Executive Office

The director’s office and legal and insurance sections comprise the

executive office. Support, other than salaries and wages, is budgeted
under the Administrative Service Office.

The director’s office contains the director, who is the highest salaried

officer in state government exclusive of the University of California,
State College Chancellor and the Governor, and his staff consisting of
three deputy directors, one of whom is 1ocated in Washington, D.C.,

and three assistant dlrectors Seven - positions provide . seeretanal

support. ) v ,
 The legal section is composed of the administrative adviser, 10 at-
torneys and six stenographers. This section assists in the execution or
‘approval of contracts and in other legal matters. An attorney position,
authorized to June 30, 1963 for the State Building Standards Commis:
sion which was transferred to the Department of Finance, is proposed
for permanent status in the legal section, rather than in the State
Building Standards Commission.

We recommend disapproval of one assistant cmmsel ($8,604), budget
page 312, line 64.

This position was approved for continuation to June 30, 1963 in
order to complete preparation of a Staté Building Standards Code for
the State Building Standards Commission. Whilé completion of this
code is mot expected before the end of the 1963-64 fiscal year; it does

not appear to us that its completion will require the services of a full-

time attorney. Adccordingly we recommend deletion of the attorney post-
tion and the substitution therefore of $4,700 for professional services,
as disciessed later under State Building Standards Commission.

The insurance section is comprised of an insurance ofﬁcer, his as-

sistant and two clerical positions. An additional assistant insurance
officer position was added administratively during the current year to
allow the ex1st1ng insurance officer to devote more time. to subrogation

claims, or those in which state vehicles suffer physical damage through -

the neghgence of others. This budget proposes a continuation of this
position.

We recommend deletion of an assistant insurance officer ( 89,036 ),
budget page 312, line 63.

Tn the 1962-63 budget, $9 000 was prov1ded under contract services
to- provide for a review of the insurance office. To date such a review
has not been initiated. In the absence of the proposed review, or a
similar study to establish' the current workload and review ex1st1nO'
procedures, we cannot recommend additions to the present staff, -
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Administrative Service Office

Th1s d1v1s10n performs a number of minor general housekeeping func-
tions for the department such as library, central files and mail. It also
performs services for the department, and others on a reimbursable
basis where applicable, through the aceountmg, personnel, and data
processing sections.

. The staff of the latter three sections in’ recent years, as indicated
in the current year column of the budget which includes positions ad-
ministratively established, is as follows:

Authorized i Accounting Datea processing Personnel
1958-59 o - 613 8 12
- 1959-60 : 59% 10 12
1960-61 593 17 -12

. 1961-62 . ) : 57 36 12

Hstimated - )

- 1962-63 59 36 13

Requested . ’ ‘ :
1963-64 . i 60 35 13

Accounting
JAn admmlstratlve analyst position is requested in this budget to de-
velop better internal methods and procedures.
We recommend disapprovel of one assistant adnmmstmtwe cmalyst

$7,080, budget page 313, line 46.

Although the need for this poesition exists, we recommend that it be
provided through the reclassification of an existing position. There are
few tangible standards by which we may measure functions pérformed
in the accountlng section but there are indieations that a degree of over-
staffing exists in that office.

Tt is our opinion that this condition resulted from the shift of work
from the accounting section to the data processing section. Additional-
positions were provided for the data processing section as workload
was transferred to: it but a corresponding reduction was not made in
the accounting section. Also certain work performed by the accounting

. section no 1onger requires the deétail which was formerly needed.

: Personnel
This budget requests that a position of assistant personnel analyst,

‘established administratively during the current year, be contmued on

a permanent basis.

In 1962-63 budget funds totaling $9,800 for an . interagency agree-
ment with the State Personnel Board were provided. In lieu of this
interagency agreement, the Department of Finance estabhshed this po-
sition and wishes to continue it permanently. '

We recommend approval of ome assistant personnel analyst, $8 536,
budget page 313, line 48.

Our approval of the contract service item in the 1962-63 year was
predicated upon the temporary nature of the request. The method by
which a need was to be fulfilled appeared to us to be logical. Although
we have been given no facts supporting further need, the nature and
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size of the staff supported by this section appear to warrant this posi-
tion. Also, weaknesses in personnel practices disclosed in a recent per-
sonnel management survey by the Personnel Board require action by
. this section.

Data Processing

In our 1962-68 analysis we recommended that nine positions estab-
lished administratively for the data processing section be approved
for one year only, and that they be shown as proposed new for the
1963-64 if they were required. Eight of the nine positions so limited
have been requested on a permanent basis. -

The - department indicates that they will be used in (1). requisition
work for central stores, resulting in reduction of two clerks in that
function, and (2) trip mileage computation formerly done by the state

“garage personnel, obviating the need for additional clerks there, It fur-
ther states that personnel and equipment needs are being established
in eonjunction with staff from the Organization and Cost Control Divi-
sion.

We feel that in order to resolve the question of need, a review of the

development of this section and its funections is required rather than
reliance on an evaluation of the justification submitted relating specifi-
cally to these positions. :
- This section grew from 17 positions in 1960-61-to 36 in 1961-62. Ten
of these were authorized by the Legislature, and the nine, eight of which
are currently under consideration, were added administratively -and
subsequently requested on a permanent basis. ] ,

This section operates under what is frequently termed a ‘‘serviee
bureau’’ program, its work falling into numerous small, independent
jobs. New functions were cited in justifying added positions. We find
that many jobs mentioned are not currently active. As examples, equip-
ment records of the department, accounting and clerical operations
for Local Allocations Division, property and lease records, automobile
inventory, automobile parking, bills and finanical and population statis-
ties have either never been initiated or have been discontinued.

The following -table shows proposed reimbursements to the section,
indicating the actual major areas of work proposed. We have calculated
the total cost, by combining authorized and proposed positions exclu-
sive of health and welfare and operating expenses, in order to develop
percentages. Reimbursements are also exclusive of health and welfare
and retirement. : : '

: _ | 1968-64
Function ) Amount Percent

Reimbursable work: ) )
~ Printing . $103,500 ~ 393
. Garage . : 35,500 13.5
Central stores 33,600 12.5
Miscellaneous - : 8,000 3.0
o Subtotal-——Reimbursable _ $180,000 68.3
Nonreimbursable work . 83,651 - 317
© Motal—Data processing _ - $263,651 1000
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Actually, the justification cited in this case is invalid as (1) the trip
mileage computation formerly done by the state garage personnel will
be accomplished by mechanization, but such mechanization will also
reduce the requirement for key punch operators in this section by use
of-an optical scanner, and (2) the requisition work to be performed is
a‘byproduect of preposting stores requisitions rather than after supply
action is taken. ,
- Regarding the statement to the effect that the Organization and Cost
Control Division has been assisting them in establishing personnel and
equipment needs, the nature of work performed in this section and
other similar data processing units is such that workload data which
‘give rise to staffing and equipment standards are relatively simple to
develop. Card volumes, which are known, and machine running times,
whieh are easily obtainable, immediately provide an insight into re-
quirements. The most recent utilization reports on this unit obtained
by our office indicate that use of equipment and personnel is sub-
standard.

In light of the conclusions necessarily drawn from the above, we rec-
ommend deletion of the following positions:

- o Budget -
-, Position No. Amount Page Line
Accounting tabulating superwsor II 1 $7,428 3183 . 50
Accounting tabulating supervisor I 2 13,244 313 52
Tabulating machine operator 3 17,119 313 54
Key punch operator___ 2 8,904 313 55
Total i : 8  $46,695

'We recognize that this section has experlenced difficulties and has
Been unsuccessful in attempting to resolve them, but we do not feel
that staff additions are the answer to the problem. Furthermore, we do
not feel that new equipment, currently under consideration although
not reflected in the budget, will provide the answer. In our opinion
new more complex equlpment should not be considered until such time
as the existing equlpment is utilized effectively. The department would
be compoundmg its difficulties by adding new equipment which would
necessitate forms redesign, training of operators, and programing or
w1r1ng and testing of equipment, as well as rewriting internal process-
ing procedures. Furthermore only with a base of cost under efficient
procedures can the feasibility of new equipment be adequately estab-
lished.

Our suggestion to solvmg the prob] em takes a different approach

"The Department of Finance, in order to perform mechanized account-
ing for the State Prmtmg Plant which was désired by the Legislature,
modified and accepted in part a vendor’s proposal dated December
1959. The original proposal recommended staffing and equipment to do
the job at the plant location which would have resulted in a reduection
of $49,271 in printing plant accounting costs. The modifications made
by the department placed this work under the existing data processing
unit of the accounting office instead of a separate unit at the plant, and
changed certain of the reports and procedures recommended

345




Finance: , Item '132

Department of Finance—Continued

In addition to the difficulties evidenced by thls request th1s dec1s1on
has resulted in an increase in.costs in excess of $65,000 over the manual-
system, rather than a savings when the proposed reimbursements for®
this work and staff retained at the printing plant are totalled.

Also legislative ‘hearings during the past year have disclosed d1s--
satisfaction with the work performed for the plant as well ag the 111-\
creased costs.

We recommend that mechanized accounting and cost com‘rol work
for the printing plant be performed by a data-processing unit physi-
cally and. orgamzatwnally separate from the Department of Fm(moe
Adminisirative Service Office.

It is obvious that the ‘‘service b-ureau concept attempted has not
functioned as intended. Through this recommendation, not only will
the workload remaining in this section be more easily handled, but also,
a reduction to the printing plant costs should .result and the reports
desired by the. Legislature produced. If accepted, reductions in. the’
existing authorized staff and equipment of the Department of Finance
data processing section should also .be made. As printing plant work
represents approximately 40 percent of the total, we feel that 10 posi-
tions (40 percent X 26) could be deleted. Some of these would un-
doubtedly be re-established under the prmtmg plant which, as a revolv-
ing fund activity is not subject to position control, bt the reimburse-
ment item, and some existing printing plant aceountmg personnel
could be dropped , _ ,

Television Co-ordinator

Provisions are made during the current and budget year for a “televi-
sion eo-ordinator and operating expenses as provided by Chapter 2065,
Statutes of 1961 Section 2 states: ‘‘This act shall become operatwe
~ only on the date when federal grants in aid for educational television
first becomes available to public agencies in this State.”’ -
At thls ertmg, federal action-on this sub;]ect is still pendmg

i Temporary Help '

Temporary help in the amount of $17,000, representing three pos1-{
tions, was added administratively during the current year to provide -
consultant services. In the budget year this amount is proposed for
continuation. o

We recommend o reductwn m temporary help, $17‘ 000 budget page_
313, line 60.

There ‘has been no further Justlﬁcatlon provided for the amount re-
quested. The existing temporary help,. d531 500, shown 'in ‘the salary
supplement on page 252, line 11, would be in add1t10n to-this amount,
and should be adequate Furthermore thls budget - prowdes $21 500’
under contract services for unspecified purposes. o

. Avdits. Division

This. d1v1s1on is engaged largely in making 1nterna1 audits of state;
agencies. These are internal in the sense that they are conducted by a
staff responsible to the same official, the Director of Fmance who'ig
also responsible for overall state fiscal a,dmmlstratlon as dlstmct from
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dindependent audits made. by the Audltor General who 1s respon81b1e
only to the Legislature:

The authorized staff of this division has been as follows exclusive of
clerical - personnel, since the -establishment of the .office of .Auditor
General in 1955

. Fiscalyear =~ = . o Authorized staff

. 1955-56 . . 105
1056-57 T T 092
1957-58 = _ - . : il 92
1958:59 : = : 87
1959-60 : 87
1960-61 - 93
1961-62 __ L 95
196263 . : _ : 7109

The division is requestmg three new examiner positions, budget page
314 lines 59 to 61 for increased workload.
We recommend, delez‘wn of the follow'mg three positions:

1 Superwsmg ﬁnanc1a1 exammer, budget page '314, line 59 $10 440
1" 'State financial examiner XXX, budget page 814, line 60__.________._____ 8,604
A State financial examiner II, budget page 814, 11ne 61 : : 7,080
' Total . -~ $26,124

In our 1961-62 analysis, page 344, we stated ‘that in our OplIllOIl the
total audit effort of the State was not being expended in the most
ceffective manner and suggested that a review be made by the Auditor
General, taking into consideration the recommendations made by Price
Waterhouse and. Company, 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,’”’

Such a review has been completed by the Auditor General and a
,report. issued in December 1962,
~ This report contains.some farreaching recommendations for a re-
-deployment of the existing internal audit staffs, both of the Department
of Finance and individual departments. In addltlon the report.-con-
tains the following, on page 2:

“‘The implementation of the above recommendations will require
the amendment of certain statutes and considerable administrative
action. We have made certain othér  recommendations which we
believe should be placed into effect immediately, as they involve
deficiencies which could be corrected Wlthout leglslatlve action. These
recommendations are as follows.

" 'We recommend that:

(4) The Audits Division estabhsh proper controls over interim

letters.

(5) The Department of. Finance develop methods for aeceleratmg
o ‘agency response to interim letters.

<2 7(B) State agencies implement audit recommendations without the
assistance of ‘the Organization and Cost Control Division.
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(7) The Audits Division reduce the amount of time spent on
~ financial auditing and on recurring surveys of certain proce-
dures. i .
(8) The Audits Division perform work on a current basis.”’

In view of these recommendations, particularly (7), which implies a
degree .of overstaffing in the Audits Division, we are recommending
against any increase in the Audits Division staff at present, since it
appears to us that any increase in workload can be absorbed by the
existing staff by implementing the recommendations of the Auditor
General. '

Budget Division

The Budget Division of the Department of Finance, which is respon-
sible for the preparation and administration of the annual budget,
has recently been reorganized into three unmits, (1) procedures and
methods, consisting of three analysts, (2) economic and demographic
research, which is also referred to as financial and population research
and comnsists of 14 positions including those on a reimbursable basis
for population estimating, and (3) budget operations. The latter,
budget operations, consists of a fiscal control section, and four operat-
ing sections, described below.

Section 1—The statutory Health and Welfare and Corrections Agen-

' cies.

Section 2—The nonstatutory Revenue and Management, Business

and Commerce, and Employment Relations Agencies.

Section 8—The statutory Resources and Highway Transportation

Agencies, and nonstatutory Public Safety Agency. '

Seéction 4—Higher Education. ‘ :

-Five positions are requested, three for the budget operations section,
and two for the financial and population research section.

We recommend approval of the following positions for budget op-
erations: ' .

. i Budget
] Position ) ~No. ‘ Sa_la-ry Page Line
Agssistant chief budget analyst___________ 1 $11,520 - 315 50
Senior budget analyst 1 10,440 315 51
Associate budget analyst . _______ 1 8,604 316 B2

Total ' 3 $30,564

‘We feel that the agency plan reorganization requires higher level
staff participation by the Budget Division and eoneur with the divi-
sion’s reorganization and staffing proposal to provide this support.

The financial and population research section requires additional
positions due to greater interest in and reliance on its program.

We recommend approval of an associate demographer $8,604 and
an intermediate account clerk $4,140, budget page 315, lines 53 gnd 54,
for the financial and population research section.
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The necessity for information developed by this section on revente

estimates which are a requisite for proper lon, i rs '
e C. & E g range plannin
to justify the additional positions. ¢ D € appea

Joint Tax Commission

A new item for $150,000 ig shown on budget 5, 1i

) $150, is sk get page 315, line 75, for
a‘.J oint Taz‘; Commission. As indicated in the program and performance
discussion in the final baragraph, it is anticipated that legislation will

lo% introduced to define the scope of activities in this proposed commis-
sion, :

specific continuing appropriations or an allocauon 1rvw w ——
appropriation for fairs activity. In the latter category, Section 19627
-of the Business and Professions Code appropriates $4,860,000 annually
from which allocations are made for operations of the 71 distriqt and
county fairs not otherwise specifically mentioned. Any balan.ce in the
fund is then available for the purpose of Section 19630, Business and
Professions Code, which ‘appropriates the balance not to exceed $2,250,-
000 for capital outlay projects for the same 71 fairs and the citrus
fairs. Any remaining balance then becomes revenue to -the General
Fund. Table 1 shows the ‘total appropriation econtemplated from the
Fair and Exposition Fund. : _ o
. As may be noted, $2,808,399 is allocated for capital outlay, exceeding
Tt sk bieb od b tha Taoislatiure inder Section 19630 of the
Buildings and Grounds Division -
This division, on a reimbursable basis where applicable, provides for
maintenance of 56 state-owned and other buildings. In addition, the
activities of the State Gardener and his staff, state police, and space:
utilization and central telephone. exchange personnel are a part of this
division. ' : :
The budget proposes the elimination of 54.5 previously authorized

- positions and the addition of 120.8 new positions for various reasons.
- The following table provides a breakdown of these gains and losses.

Location Reduction . Addition Net gain
Sacramento : : . :
Telephone operator : 16 — —16
Legislative session 5 — : —5
Other 23.5 11.5 —12
Retirement Building _— 98.3 +98.3
... San Francisco ) 4 9 +5
©'Los  Angeles 6 1 —5
San Diego — 1 : +1
54.5 120.8 : 66.3

: We recommend approval as budgeted.
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Table |
Proposed appropriation )
_ ‘ from the Fa‘i'r and Heposition Fund
Fair activity and applicable for Fiscal Year 1963-64 ]
section of Business and Professions Code Support - Capital Outley Total
State Fair and Exposition : :
Section 19622 _ : $250,000
Section 19624 : 15,000
Total __. . 265,000 $265,000
California Museum of Science and Industry: ; .
Section 19622 15,000 . . 15,000
48 District Agricultural Falrs )
Section 19627 _ 2,868,100 $1,734,399 )
Total o 4,602,499
.23 County. Agricultural Fairs: ,
. Section 19627 1,310,700 1,049,000 :
Total ' _ 2,359,700
Citrus Fairs: ]
_ Cloverdale Section 19628 (¢)__________ " 80,000
National Orange Show Section 19626 (b) 150,000 25,000 ‘
Total ‘ 180,000 /25,000 205,000
Other : Section 19622 : i - '
Los Angeles County Fair______________ 250,000
1 A Distriet Agricultural Association___ 250,000
48th District Agricultural Association___ 125,000
Total - - 625,000 625,000
Total : $5,263,800 $2,808,399 $8,072,199
Sources of Funds: }
Continuing appropriations ____________ 5,263,800 2,250,000 7,513,300
Transfer from Section 19627 proposed__ N 501,200 - 501,200
Sale of assets. 57,199 57,199

From the amount available under Section 19626 for support, $501,200
is requested to be transferred to capital outlay. This transfer would, in
effect, deprive the General Fund of a like amount of revenue. Our
analysm of this proposed transfer will be found in our discussion of the
control sections to be furnished at & later date.

This request for support of the Fair and Expositions Division out of
the Fairs and Exposition Fund includes provisions for a position of
intermediate typist-clerk for one year only, to handle increased work-
load of a temporary nature.

We recommend approval of one intermediate typist-clerk for one
year only ($4,140), budget page 319, line 63. 7

In the 1962-63 budget, the position of electrical inspector IT, shown
in the Salary Supplement, page 256, line 24, was approved for the pur-
pose of reviewing electrical needs of capital outlay projects and repairs,
related to these fairs. The cost of the position was to be recovered
through reimbursements for construction supervision and would have
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resulted in a savings from the previous method in which the Division
of Architecture provided this supervision.

In this budget, no provision has been made for an inerease in con-
struction supervision reimbursements proposed to offset the cost of this
position in either the 1962-63 or 1963-64 fiseal years. ‘

We recommend an increase in construction supervision resmburse-
ments of $8,604, budget page 320, line 9. .

By increasing reimbursements as ‘had “been originally proposed

- when this position was approved the General Fund stands to gain in
a like amount. Although reimbursements will ultimately be from the
Fair and Exposition Fund, it will be from the amount allocated for
capital outlay which is limited by statute. If ‘on the.-other hand the cost
of this position is included in this support-item, the balance of the Fair
and Exposition Fund eventually reverting to the General Fund would
be deereased accordingly. ' '

Local Aliocations Division o

This division, under the direction of the State Allocation Board,
allocates state funds to political subdivisions for public works projects -
and other related activities authorized by the Legislature.

Support of the school building aid program which represents virtu-
ally all of the work of the division is financed out of the State School
Building Aid Fund. Activity under the veterans housing . program,
established by Chapter 28, Statutes of 1946, the only other program
currently active, has diminished to the point where it requires General
Fund support of 'only approximately $2,500. .

A new program, which will regilire approximately .$100,000 ‘in :addi-
tional support under this item s that in connection with g proposed
housing improvement and development program. ‘This increase repre-
sents 9 new positions requested, budget page 320, line 47, plus housing
unit expenses, budget page 320, line 66, less salary savings related to
the 9 positions. ’ ;

Under item 440, budget page 1018, $2,000,000 is Tequested in sub-
ventions for other purposes related to this program. We have no further
information nor have we seen the propoesed legislation and are, there-
fore, unable to evaluate the request for either support or subvention
items. ‘ -

As we are unable to resolve questions relating to this proposal, we
cannot make a recommendation at this time. - ‘

Organization and Cost Control Division

. This division was established by Chapter 1837, Statutes of 1957, and
provides consultation services and makes studies at-the request of any
state agency on management problems and ‘organization, procedures,
administrative policy, records management, and accounting systems,
Co-ordination of the work of this staff with that of the Budget Division
is essential, but difficult under the present ecircumstances such ‘as or-
ganizational placement and physical location. ' : ,

Two sections, management research and accounting systems, under-
take to perform these surveys and provide consultation. The aceounting
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systems staff is further subdivided into accounting and electronic data
processing systems. The staff of the suggestion system is also housed in
this division. Recent staffing of the division is shown in the following
table : DR :

) o 1962-63 1963-64

Rection oL . Authorized Revised Requested
Chief of divisien ... " 1 .l i 1 1 1
Clerical __ 6 6 6
Accounting: systems .- —-- 10 11 11
" Ddta processing . 6 .5 7
Management research ' . 20 20 20
- Suggestion systems staff: _ : 5 5 5
Total - B 48 48 50

Reimbursements, in the form of charges to other agencies for studies,
. -are as follows: o

Year / Amount
1957-58 : anl i i $30,188

. 195859 — — . 25,352
- 1959-60 DR : - 15,819
1960-61 - = : el . 11,076
1961-62 - : . 38,329
1962-63  (estimated) . R . 28,708
1963-64 (estimated) — - 10,800

The nature of work undertaken by this division fluctuates with the
requests by agencies, -which work may or may not be reimbursable. In
recent years, however, the increase in qualified staffs in major state
agencies, which is now nearly double that in this division, has reduced
the requirements for. surveys or projects with application to specific
agencies. The trend in the division is, therefore, toward those projects
of statewide application. We feel that this trend is in the right direc-
tion, due to evidence that requesting agencies are reluctant to give
effect to recommendations of this division, and results obtained by those
which were affected have not met expectations.

".Two additional. data procéssing systems analysts are requested to
meet the increased demand for review of agemcy proposals for such
equipment. In our 1962-63 -analysis, we recommended that this staff
.devote its time to the review and control of existing and proposed in-
stallations and projects of general, agencywide nature. We understand
that this recommendation is being effected, and that a format for agency
studies and cost analyses is beinig prepared. ‘

We recommend disapproval of two date processing systems analyst,
$17,208, budget page 391, line 38.
* Tt would appear that this'request is'in line with our previous recom-
mendation, however; the job specification for the data processing sys-
tems analyst indicates that the ;job is oriented to the operational detail
of data processing rather’ than feasibility aspects. Detailed working
papers furnished ‘this office’ in support of this budget indicate that
limited and minor projeets constitute the bulk of the work projected
for the budget year by this se‘ctio/n. o o '
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Presumably, therefore, ‘the major effort of this section W111 be mig-
directed to time- consumlng and unproductive detailed review.

‘We believe assistance in deﬁnmg objectives, organizing the study and
reviewing the cost comparison made by the agency should be the objec-
tive of this division, rather than a review of specific- procedures, pro-
grams, and equlpment selected,  which we feel are the departments
responsibility and prerogative.

Furthermore, the table above 1nd1eates that ‘the division rev1sed its
staffing for the current year, thereby reducing the data proecessing staff
by one position, and adding one in accounting systems. We have been
offered no explanation for this action and feel-that before requesting
additional staff, this pos1t10n should have been relnstated in the data
processing staff. ; :

Suggestmn System B

The staff of the suggestion system, consisting of the co- ordlnator, two
staff assistants and two clerks, is housed with this agency. The Merit
Award Board, which this staff serves, is designated by the Board of
Control. Its functlon is to review suggestlons and recommend to the -
Board of Control those which it feels warrant an award.

However, neither the Merit Award Board nor its staff participate in
the evaluation of employee suggestions to any great extent. It usually
accepts the agency’s recommendation, including the amount to be
awarded. The suggestion system staff serves primarily to receive sug-
gestions from the employee and to record and forward them back to
the agency of origin for the evaluation. It also edits material for board
review.

‘We do not believe that this operation is very effective as it is pres-
ently organized and administered. More meaningful analysis of man-
agement’s relationship to these suggestions is needed with follow-up
by the Department of Finance. :

Commission on State Government Organization and Economy

This commission was established by Chapter 2038, Statutes of 1961.
Money for its support, $43,838, to provide for a staff of two persons
and expenses of the commission is included in the -hudget of the
Department of Finance as a matter of convenience only, since the
commission is not sub;ject to the control or direction of the Director of
Finance. :

Planning Office

The first planning ageney at the state level since 1948 was established
by . Chapter 1890, Statutes of 1955; which created the Local Plannmg ,
Advisory Commlttee to assist the State Allocation Board in securing
reports, information and recommendations relating to local plannlng
in connection with school districts.

Chapter 33, Statutes of 1956, First Extraordinary Sesslon provided
for a Local Plannlng Adwsory Committee to.provide guidance .to the
Department of Finance in the planning function and. required the
Department of Finance to employ personnel, make space available and
make its facilities available to perform the functions related to local;
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regional or. state planning in accordance with the pohc1es and advice
of the committee. ‘

.The State Office: of Planning, as it exists today, was created by
Chapter 1641, Statutes of 1959, in effect September 18, 1959.

The agency has particular responsibility for (a) the preparation,
maintenance and periodic revision of a comprehensive state develop-
ment plan. (b) The co-ordination of public works programs undertaken
by state agencies. (¢) The provision of planning assistance to local,
district, and regional planning agencies and to other public agencies
on request. (d) The undertaking of such other physiecal planning and
co-ordinating studies and activities as will implement the policies and
intent of the Legislature.

The amounts expended for the planning. funetion sinee 1955 out of
state funds, to the extent which they can be identified in the printed
budget, and exclusive of retirement and health and, welfare, are as
follows :

Fiscat year ‘ .o Eaxpended
1955-56 . : : R
1956-57 - S : $16,530*
1957-58 30,371
1958-59 - 52,304
1959-60 i . i 51,746
1960-61 82,340
1961-62 . i 128,917
1962-63 Estimated _-__ i 210,694
1963-64 Proposed ____ —__ 287,926

1 Salaries and wages only. All other amounts shown include related operating expenses and equipment.

The amount appropriated for 1960-61 included an augmentation of
$30,000, proposed after the 1960-61 Budget was printed, for a metro-
politary area study. In 1962-63, the Capitol Building and Planning
staff was also transferred to the planning office.

‘While we do not feel that the amount proposed is excessive for good
planning, we do feel that substantive reports for evaluation should be
made on past accomplishments and future goals, as well as the current
status of planning efforts. We recognize that objective or quantitative
accounting is difficult in this area but suggest that the attempt to
record activities in these terms will assist both. the Legislature and the
agency in judging the requirement for the programs.

The organization of the State Office of Planning by functional group-
ing with related staffing in recent fiscal years is shown in the fol-
lowing table:

Author- Increase
Authoriced ] ized  Proposed over
, 1959-60 1960-61 1961-62 1962-63 1963-64°  1962-63
Chief of Division ___.____ 1 1 1 1 1 IR
Advance Planning Section .
. (state development plan) 1 3 3 5 10 5
Local Planning Section . )
701 Program _____._.___ 1 2 2 3 4 1
~ Area redevelopment - :
program ____.__——___._ - - - 3 3 _
Current . Planning Section_ - 1 1 2 2 -
Clerical e 2 3 3 5 8 3
Total 5 10 10 19 28 9
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- In addition to the 19 positions originally authorlzed by the Legisla-
ture for 1962-63, two clerical positions were established administratively
during the eurrent year, and are meluded in the nine requested on a
permanent basis. :
Advance Planning Sectlon
«.  During the current year a federal planning grant of $376 636 was
made available to the State, under Section 701 of the Housmg Act of
1954, in order to initiate a state development plan. As it now is con-
ceived, the plan will consist of three phases: phase I, to be completed
by October 1, 1963 ; phase II and the initial plan, by December 1964 ;
and phase III Whlch will be the implementation and perlodlc rev1smn
of the plan for an indefinite period.

The plan itself will take the form of a policy statement ‘of the State’s

role in urban expansion, natural resources, intergovernmental affairs,
etc. A progress report W111 be furnished during the current’ leglslatlve
session.

The proposed budget indicates the scope of the phases, and the
proposed allocation of the one-third state and two-thirds federal matech-
ing funds. Part of the state share is derived from the application of
funds budgeted for ongoing projects in -other agencies such as the
Division. of Small Craft Harbors and the Division of Highways. These
total $138,413 for 1962-63, and some part of $250,000 for 1963-64. By.
far the greatest expendlture however, is through the media of contracts
with private consultants for studies in the area of economic, urban, and
resources developments as examples, substantially all of which is iden-
tified as being paid from federal grants in both the current and budget
years. :

Six additional: positions are requested for phase II of the state
development plan.

. We recommend. approval of the followm g positions:

Budget
Position Number Amount Page Line
Associate planner 1 $8,604 323 55
Assistant planner 2 14,160 323 -~ 56
Junior research  technician 1 5,832 323 57 -
Delineator _________ 1 5832 323 58
Intermediate -stenographer-clerk __.___________ 1 4,344 323 59

“Potals_. : -6 $38,772

In order to prevent unwarranted staff additions or the contmuatlon
of existing positions when the function for which they were approved
no longer exists, we feel that these positions should be subjected fo. a
careful administrative review at the end -of 18 months, or phase II.
Accomplishments under phase I .and phase II, and the requirements of
the thus far unspecified work under phase III should be -established
by that time.

Local Planning Section

Local planning consists of two programs. The first, that of securing
urban planning assistance grants under Section 701 of the Housing
Act of 1954, is expected to result in federal grants for local agencies
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totaling $452,860 durmg the budget year, as 1ndlcated on budget page
1021, line 5.

On the bas1s of a review of workload data submitted to this office on
this program, we recommend appro'ual of the followmg positions:

- . Budget
= Position - .- . S Number Amount  Page Line
Assistant planner ) S 1 $7,080 323 56
Intermediate stenographer-clerk ________._____ 2 8,688 323 59
S M . 3 §$15768

. *, The other program, area redevelopmient, established under Public
Law 87-27 and initiated with the 1962-63 Budget has not progressed

to a pomt where it may be subjected to review, but we will continue

to review the program as to need.

 Reirnbursement of $10 000 are shown for admm1strat10n of federal

grants presumably from these funds, and will offset the cost of account-

mg for but not securing the grants. . :

-. Current Planning Section

Two pos1t10ns formerly providing staff support exclusively for met-
ropolitan area study and the capitol buﬂdmg and planning commission
are now devoted to current planning in general which consists of co-
erdinating public works pro;jects, and aetmns requlred to accomplish
leglslatlve studles o

Properiy Acqu:slhon Dw:slon

Th1s d1v1510n is responsible for the real property acquisition, man-
agement and disposal activities of the Department of Finance and also
provides support-for the Public Works Board. This budget proposes
an operation which will be completely reimbursable from funds avail-
able through various capital outlay appropriations or from revenues.
Supportin 1961-62 totaled $30,861 from the General Fund.

The three operatmg sections of the division are appraisal, negotia-
tion, which is also concerned with interim rental and disposition of
1mprovements and site selection, which also undertakes the sale of
surplus state property.

Nine positions established admlmstratlvely during the current year
are shown as proposed new for negotiating and appraisal work.

Nearly all negotiation work for this division was formerly handled
under eontract by the Division of Highways through their 11 distriet
offices. The added staff in this division will undertake such work for
the! Northern California aréa out.of the Sacraimento office.

-Two appraisals are required by this division for both’ aequ1s1t10ns
and sales. Formerly these were provided by independent fee appraisers
under’ contract. The added staff will undertake one of these appralsals
in certain cases.
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We recommend approval of the followmg positigns:
- Budget " -

Position o - Number Amount - Page : Line .
‘Associate land agent..__ i oo 4 $35,856 . 824.. 46
Agsistant land agent e 3. 24,882 324 . 47 -
Intermediate stenographer 2 7,930 ..82¢4 . 48 B

Totals - fLilElll9 $68,608 "

We feel that tangible savmgs will result under staff appralsal Work'
and that the advantage of staff negotiation is the recovery of overheade
cost, resulting in the completely reimbursable budget :

"Purchasing Dw:s:on

The Purchasmg Division is eharged with the purchase of supphes
and certain nonpersonnel services for specified state agencies as desig-
nated in the Government Code beginning with Section 13390. ITn addi-
tion, numerous services are managed by the Purchasing Division includ-
ing certam service revolving fund activities.

The functional organlzatlon and related. stafﬁng of the Purehasmg
Division and its service revolving fund aectivities, exclusive of tempo-
rary help and overtime for 1962-63 is shown in the following table:

: Service
Geneml Revolving - - ..
Fund Fund Total
Functions directly related to purchasmg .

Central purchasing office 25 — 25
.Area purchasing officers? . 76. L : 76
Specifications and testing unit_. - 4 — 4
Functions indirectly related to purchasmg
Traffic management : : el 6 -
Central stores i i fleni L 82 - 82
Surplus property reutilization ____.. . _.__.: 4. B |
Functions not closely-related to purchasmg SEEC I P
Automotive management . 16 175 133.5
Central services _ ; — 2. -2
‘Central reproduction : Lolilo LT 185 165
Interdepartmental mail . RSN PR (I 7
Office machine repair service.__________._ . .. .16 . .16 .
Total positions _ - 140 181.0 . 8210
L Sacr to, 29; San Franci 24; Los Angeles, 23. s B

Five additional positions are requested to meet 1ncreased Workload
We recommend approval of the followmg posmons for purchasmg
acthtws S ; . :

: Budget
Position v Nuimber Amotint Page " Line’
Buyer I S S L 2 $12 864 © 325 40
Intermediate clerk __ : L. 3 7 12420 325 - 41~

Total L i B §25288

- Until such time as the functlons of central purchasmg are rev1sed
continued staff additions will be requlred to meet increased volumes’ of
purchases generated by normal increases in state agencies.
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The traffic management section, acting in an advisory capacity,
assists agencies in movement of state freight, the purpose being to
effect efficiencies and economies through such action. :

Central Stores, mentioned previously, is discussed in greater detail
under the Service Revolving Fund, item 291. ‘

The function of the Surplus Property Reutilization Section has been
mentioned previously. Under reimbursements, budget page 825, line
73, $5,000 is shown for this activity. As personnel costs are charged to
the Geeneral Fund, but profits accrue to the Service Revolving Fund,
this amount is intended to partially offset General Fund costs.

The revolving fund activities of the Antomotive Management Section
and central reproduction and office machine repair service units of
central serviees are discussed under the Service Revolving Fund, item
201.-

- The General Fund portion of automotive management includes ga-
rage attendants for the State Capitol. Parking fees collected from em-
ployees in this location are returned to the General Fund as reim-
bursements, shown on budget page 325, line 71. -

The cost of the parking facilities analyst in the Automotive Manage-
ment Section and Business Service Office for Central Services, is also
recovered through reimbursements.

Interdepartmental mail is a General Fund activity, the cost of which
is recovered through pro rata charges.

Office of Adminisirﬁﬁve Procedure

Chapter 2048, Statutes of 1961, in effect September 15, 1961, abol-
ished the Division of Administrative Procedure in the Department of
Professional and Vocational Standards and created the Office of Ad-
ministrative Procedure in the Department of Finance. It provided for
the transfer to the new office of the existing staff of the Division of
Administrative Procedure as well as all full-time hearing officers in
state agencies who were conducting hearings under the Administrative
Procedure Act, together with related personnel. It also. provided that
the new agency be headed by a presiding officer appointed by the Gov-
ernor subject to confirmation of the Senate, and that the presiding
officer must have the same qualifications as hearing officers, namely,
have been admitted to practice law in California for at least five years
preceding his appointment and have any additional qualifications
established by the State Personnel Board for the particular class of
positions involved. The portion of the Office of Administrative Proce-
dure activity described as administration is wholly reimbursable from
services to other agencies. )

Three additional positions established during the current year in
administration are proposed new for the budget year.

The position of administrative assistant was established to relieve
the presiding officer of routine administrative tasks and to establish
procedures and methods to improve service to the State and the public
agencies using the. office. ‘
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- We recommend approval of one administrative assistant (budget
page 326, line 34), $7,080. » v '
- We recognize a need for co-ordination of the activities of this divi-

sion in three locations wnich serves a minimum of 51 different agencies.

We recommend approval of one senior legal stemographer, $5,028;
and one intermedsate stenographer, $4,344 (budget page 396, lines 35
and 36). , S e ’

The staffing of the division indicates that the identifiable” hearing
officer and hearing reporter positions were transferred to the division
as required by the leigslation, but that ‘clerical positions which ‘were
not as readily identified may have been retained by the ‘three agencies
from which transfers were made. The positions requested ‘are required
to'provide sufficient clerical support. L s

'I'he eodification unit, compiles and publishes the California Adminis-
trative Code consisting of agency rules and regulations. It is tinanéed
by an appropriation irom the General Fund, with the portion of its
activities which relate to special fund agencies being included in the
pro rata charges made to all special fund agencies tor administrative
costs under Sections 11270-11275 of the Government Code. Two addi-
tional positions are requested for this unit to study the subject of ad-
ministrative law and procedures assigned to the office by Government
Code Section 11370.5. - . : o

We recommend approval of one associate counsel, $10,968: and one
intermediate stenographer, $4,444 (budget page 326, lines 75 -and 76).

As this study has been recommended by the Judicial Counsel. and
would obviously require additional staff, we recommend approval.

State Building Standards Commission o _

Chapter 59, Statutes of 1962 First Extraordinary Session trans-
ferred the State Building Standards Commission to the Department
of Finance. In addition the size of the commission was increased to 11
members and its composition and duties were revised to some extent.
The budget was in no way affected by the transfer. : e

The major missions which had been assigned to the commisgion_- by
the Legislature were to search -out and eliminate conflict, duplication,
and overlap in the State’s codes, statutes, or agency rules and regula-
tions which dealt with building construction on a state level, and: to
publish a single document which would list all state requirements from
whatever source concerning construction and building. v

The 1962 legislation in.effect gave the commission means whereby

- conflict, duplication and overlap could be eliminated, through the proc-
esses provided in the Administrative Procedures Act. It also provided
that the commission should initiate a State Building Standards Code,
rather than merely assembling all regulations in one document.

We feel that this recent legislation has empowered the,'eommlssmn-
to function in a manner which will accomplish that which was as-
signed, but has not significantly enlarged the ;-ole Qf the commission.

This, the 1963-64 Budget, proposes fche continuation pf all e311s.t1ndg
positions on a permanent basis including the two previously limited.
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The assistant, counsel position is shown under the legal section of -the
executive office on budget page 312, line 64. Earlier in this analysis,
under. Executive Office, we reeommended that this position be disap-
proved, our reasons belng that this posmon will no longer be required
when the code has been eompleted which is expected by the end of the
budget year, and there is insufficient work to keep -an attorney fully
occupied and that such such work could better be performed on a reim-
Jbursable basis. To that end we recommend an increase in funds for pro-
fessional services in the amount of $4,700, budget page 327, after line
63, the amount provided in the 1962-63 Budget

We recommend that one associate mechanical e'ngmeer (budget page
397, line 46) be limited to June 30, 1964. -

We anticipate that the ma;]or Work of the eommlssmn will be com-
pleted by June 30, 1964, and in that event the position will no longer
be required,

DEPARTMENT OF FINANCE ) .
ITEM 133 of the Budget Bill ) Budget page 311:

FOR ADDITIONAL SUPPORT OF THE DEPARTMENT OF FINANCE
FROM THE FAIR AND EXPOSITION FUND

Amount requested’ o $270,748
Estimated to be expended 1n 1962-68 fiscal year 264,102
Increase (2.5 percent) . . $6,646
TOTAL REGOMMENDED REDUCTIONn___‘ N $8,604
Summary of Recommended Reductlons v Budget

Amount Page Line
Fairs. and Exposition D1v1s10n ]
Increase relmbursements to item 182___: ‘$8,604 320 9

ANALYSIS' \

. Of the amount requested $98 000 is for andits of county and district

fairs by Audits Division and $172 748 is for support of the Fair and

Exposition Division, Department of Finanee, discussed under item 132.
In that dlsoussmn we have recommended an increase in reimburse-

ments, which would require a eorresponding reduction in this item.
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.. SCHOOL BUILDING AID. - »
ITEM 134 .0of the Budget Bill - . . Budget page »311

FOR ADDITIONAL SUPPORT OF THE DEPARTMENT OF FINANCE
FROM THE SCHOOL BUILDING AID FUND

Amount requested _._______________..__ i $887, 828
Estimated to be expended in 1962-63 fiscal year . 889,187
Decrease (0.2 percent) . - — $1,359
TOTAL RECOMMENDED REDUCTION ; - None

GENERAL SUMMARY

This approprlatlon provides part1al ‘support of the Liocal Allocations
Division which is shown as a part of the Department of Finance on
budget page 320, and supports activities related to the School Bu11d1ng
Aid Program. .

We recommend approval as budgeted

P

. CAPITOL BUILDING AND PLANNING COMMISSION
ITEM 135 of the Budget Bill . . Budget page 329
FOR SUPPORT OF CAPITOL BUILDING AND PLANNING ) )
- COMMISSION FROM THE GENERAL FUND ' . :
Amount requested L $2,500

Estimated to be expended in 1962 63 ﬁseal year . _ . 2,500
Increase : ‘ ) _ ‘ , " None
TOTAL RECOMMENDED REDUCTION.. e  None
ANALYSIS : SRR a

The Capitol Building and Planning Commission was created by
Chapter 1952, Statutes of 1959, to consist of 13 members to be ap-
pointed by the Governor. M embersh1p in the commission 1ncludes nomi-
nees of both the City and County of Sacramento. The major purpose
of the commission was to cause the establishment of a master plan for
the- development of- the Capitol area and to make such subsequent
revisions as it deemed-necessary. The master plan was ‘presented to the
Legislature in 1961 and adopted by it at that time. Any subsequent
revisions would also be required to be pr esented to the Leglslature for
consideration and adoption.

Following the adoption of the plan by the Levlslature that body
decided that it was no longer necessary to support the commission at
the original level which was necessary to produce the master plan.
Therefore, at the 1961 session the direct support of the commission was
reduced to $2,500 and again sustained at that level by the 1962 Legis-
lature, and provision was made for additional services, as they might
be requlred from the Department of Finance.

The proposal for the 1963-64 budget year is for the same level of
$2 500, We recommend approval
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CALIFORNIA STATE FAIR AND EXPOSITION )
ITEM 136 of ‘the Budget Bill Budget page 330
FOR SU PPORT OF CALIFORNIA STATE FAIR AND EXPOSITION
FROM ‘THE STATE FAIR FUND i
“Amount requested $2 476,377

" Estimated to be expended in 1962-63 fiscal y ear - 2,442,094
. Increase (1.4 percent) - _ $34,283
TOTAL RECOMMENDED REDUCTION $42,033

Sumnﬁary of Recommended Reductiens' '
: : Budget
: S . Amount Page Line
1. Administrative assistant $9,048 331 16
Operating expense—direct fair activities ______________ 15,585 331 60

Operating expense—buildings and grounds_______________ 16,500 332 38

GENERAL 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, operatlon of the fair are prov1ded as set forth in See-
tions 19622 and 19624 of the Business and Professions Code, which
makes allocations from the Fair and Exposition Fund. Presently the
statutes provide support for the California State Fair in the amounts-
of $250,000 and an additional $15,000 for the junior show.

‘In 1961 an additional program titled ‘‘The Sprinw Fair”’ was initi-
ated on the state fairground under the joint auspices of the State Fair
and the 52d District Agricultural Association. The Spring Fair is pres-
ently scheduled to be held for'a period of nine days, May 11 to 19,
inclusive. However, the State Fair directors have made application
to the Horse Racmg Board for quarter horse racing dates which, if
granted, will, we were informed, be held in conjunection with the
Spring Fair.

ANALYSIS

The following table has been prepared to show the relationship of
expenditures to revenues. In the past 10 years revenues have never
risen above 78.1 of expenditures. :

Comparison of Total Expenditures and Revenues ‘
: Revenues as

Fiscal " percent of
year - ‘ Expenditures " Revenues Deficit expenditures
195364 _________ $1,895,223 $1,352,177 $548,106 71.3
1954-56 . __L_- 1,964,428 1,281,100 683,328 65.2
1955-56 - . . _-_ 1,876,802 - - - 1,264,887 611,915 67.4
1956-67 . _ . __.__ 2,104,397 . . 1,470,357 634,040 70.0
195758 ____._____ 2,156,394 - 1,432,477 723,917 66.4
195859 _________ 2,126,993 : 1,449,405 677,588 ) 68.1 -
1959:60 . __._.__._ © 2,109,833 : 1 544,923 . 564,910 . 73.2
1960-67. _______ __ 2,359,959 1,717,963 - - 641,996 : 2.8
1961-62 _________ 2,319,102 1,689,425 T 629,677 2.8
196268 *_________ 2,442 094 1, 908 386 533,708 78.1
196364 *_________ 2,476,377 1,932,600 543,777 78.0

* Estimated as shown in 1963-64 budget.
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The following table reflects the annual per caplta cost of the deficit
of the State Fair when measured by the total number of paid attend-
ance:

Piscal - ) N Total paid- . Per capita
.year g Deficit . attendance . - - cost of deficit
195364 . _____ $543,106 473,099 . $1.15
1954556 ____ ___________ 683,328 505,567 1.36
195556 . ___: 611,915 373,363 1.64
195667 - < 634,040 - 463,779 1.37
195768 . _______ 723,917 458,300 1.58
195859 _ . _ 677,588 457,200 - 1.48
195960 - ________ 564,910 518,647 1.09
1960-61 ________________ 641,996 522,107 ‘128
196162 _____ - __________ 629,677 416,968 ~1.51
196263 *________________ 533,708 k 438,328 1.22
196364 % ___ . ________ 543,777 445,600 : 1.22
Totals _____.___-_____ $6,787,962 5,072,358 $1.34

* Estimated as shown in 1963-64 budget. Paid attendance for 1961 and subsequent years predlcated on free
admissions for children under 16 years of age.

The deficit for the 11-year period, as set forth in the above table, will
total $6,787,962. The average per capita loss on a paid attendance of
5,072,358 for this same period is $1.34. It is noted on the basis of the
agency’s estimate that the per capita loss is expected to be $1 22 in
1963 64, which is identical with the per capita loss for the pr1or year

Personal Services

The revised budget format for 1963-64 now includes amounts allo-
cated for health;, welfare and retirement benefits with salaries and
wages and this agency has scheduled $1,161,816 for personal services in
the budget year. This is an increase of $27, 199 or 2.4 percent over the
‘amount estimated to be expended in 1962-63.

‘ The following -new posﬂuons are requested by the agency:

1 Publwzty representative ( budget page 331, line 12)______._. $9,948
1 Assistant Chief, Bureau of Exhibits—6 months S
(budget page 331, line 14) . ____ 4,098
1 Supervisor of concessions (budget page 331, liie 15)______ 8,196
1* Admanistrative assistant (budget page 331, lme 16) - -___ 9,948

2.2 Temporary help (budget pages 331-332, lmes 17- 70) ________ 12,000

* Recommended for deletion.

The agency has. provided. mformatmn to justify the foregoing: posmon
requests which in part were performmg their functions on a part:time
basis with the cost for their services included in temporary help. We
are in accord with the agency’s proposal to 1ne1ude these positions in
their ongoing program with-one exception:-

We recommend disapproval .of the request to remstate the position
of adm@mstmtwe assistant, reducmg salaries and wages i the amount
of $9,948.

This position was abolished at the request of the agency, effectlve
December 31, 1962. : ,
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The agency in eonjunction with the Department of Fmance com-
pleted an evaluation of the fiscal policies and related aceountmg pro-
cedures of the agency.

-They requested abolishment of the aforementioned position in lieu
of establishing a position of comptroller to supervise the overall fiscal
operations of the fair. However, we were just informed that the position
of comptroller authorized in 1962 has not been filled and now the
agency is requesting the Legislature to re-establish the position of
administrative ass1stant in addition to continuing the position of
comptroller.

We find no basis, nor has the agency provided our office with any
justification to recommend approving their request for reinstating the
admmlstratlve agsistant position. :

. Operating Expense

Total operatmg expenses are scheduled at $1,341,009 for 1963-64.
This is an increase of $3,857 or 0.3 percent over the $1, 337 152 estimated
to be expended in 1962-63.

The items of increase are related to the State Fair and not to the
' Spring Fair which has budgeted the identical amount for operating
expenses that they estimate will be expended in the current year.
The -following table reflects the budget requests submitted by the
ageney for operating expense in prior years, with the re-estimate the
following year, and the actual expenditure as related to the original
budget request:

- PFiscal : Budget -  Revised Actual Increase or

year request budget expense decrease . Percent
$1,171,405 $1,347,344 $1,307,853 $136,448 11.6

1,311,785 - 1,291,146° 1,331,935 20,150 15

1,321,464 1,480,982 - 1,423,978 - 102,514 7.7

1,288,957 - 1,370,612 1,263,353 —25604  —1.9

. 1,225,112 1,202,930 1,148,848 —76,264 —6.2

. 1960-61 - _____. 1,322,600 - 1,403,577 1,351,156 28,556 2.2
196162 ____ 1,433,387.. -1,311,246 1,270,999 —152,388 —10.6

The principal items of increase by funé'tion are as follows :

Increases of Over $1,000 in Items.of Oper-atmg Expense

Increase

, 1963-64 over 1962-63

_ Amount Percent

- Primting .. i $3,185 . 13.49%
Health and sanltatmn : : 4,500 27.8
Publicity __ . _ S 2,500 25.0
Reeeptlons——varlous : : i . ‘5,400 43.2

Total in items havmg over $1 000 increase._ . %15 B85 .

The agency has not submitted any specific mformatlon to justify
their request for increases applying to the above-listed items. Further-
more, there is no information provided to indiecate that the proposed
increases would 1mpr0ve either the attendance or revenues of the fair.

We wrecommend a reduction of $15,585 in operating expenses from
the agency’s budget. (Budget page 331, line 60.)
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Cahforma State Falr- and Exposition—Continued
"Building and Grounds Operatmg Expenses

The agency is requesting $46,500 for special repairs and mamtenanee
in 1963-64 consisting of the following items: :

Reroof race horse barns _ i - $9,600
Reroof buildings No. 8 and No. 4___ Z L__ 7,000
Repair weathered buildings . i 2 2,000
Repair concession stands. : . SR 5,000
Repair electric wiring_..__.____ : 13,000
Repair corroded plumbing 5,000

- $41 500

In 1961-62 the actual expenditures for the aforementloned spe01a1
repairs and maintenance items were $21,808. The agency estimates they
will expend $25,000 in completing reépairs on the same buildings in
1962-63. We received no specific information that would justify a
$16,500 or 66 percent increase to perform continuing repalrs on the
same structures in 1963-64. It appears more realistic. to again provide
the agency with $25,000 for this purpose.

We, therefore, recommend a reduction of $16,500 in the items of
spectal repairs and maintenance (budget page 332, line 38), reducing
opemtmg expense, bmldmgs and grounds from $118 387 to $101 887.

. Equipment .

Equlpment expenses are scheduled at $6,552 for 1963- 64 Th1s is an
increase of $3,227 over the preceding year, however, a review of the
agency’s justifications indicate that they are conﬁnmg their requests
to essential items. ~

We recommend’ approval of the item as budgeted.

Depariment of Finance

AUGMENTATION OF 'I'HE S'I'ATE FAIR FUND AT
ITEM 137 of the Budget Bill . -Budget page 334
FOR AUGMENTATION OF THE STATE FAIR FUND
FROM THE GENERAL FUND

Amount requested __ $278,777

Bstimated to be expended in 1962-63 fiscal year - 451,157

-Decrease (38.4 percent) ‘ . : -.$173,380

TOTAL RECOMMENDED REDUCTION LollllL ) $42083
ANALYSIS T

The 1959 Leglslature amended the statutes to prov1de that deﬁ01ency
allocations to the State Fair Fund should be made from the General
Fund.

In line with our analysis of the State Faw, we recommend that
$42,033 be deducted: from the $278 777 requested to be tromsferred from
the General Fund.
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Depurimem of Finance
CALIFORNIA MUSEUM OF SCIE‘NCE AND INDUSTRY
ITEM 138 of‘t‘he'Budget Bill Budget page 334

4F0R SUPPORT OF CALIFORNIA MUSEUM OF SCIENCE AND
INDUSTRY FROM THE CALIFORNIA MUSEUM OF
SCIENCE AND INDUSTRY FUND

Amount requested $587,373
HEstimated to be expended in 1962-63 fiscal year 611,434
Decrease (3.9 percent) » 324,061
TOTAL. RECOMMENDED REDUCTION Noné

GENERAL SUMMARY

The California Museum of Science and Industry located in Exposi-
tion Park in the City of Los Angeles, formerly the Sixth District Agri-
cultural Association, was formed under the provisions of Chapter 69,
Statutes of 1880. ;

The 1962 Legislature approved changing the name to the California
Museum of Seience and Industry to more properly identify this facility
with its.ongoing function, namely, providing permanent and chang-
ing educational exhibits to demonstrate the industrial and scientific
progress of the State of California. o ‘

The agency also is responsible for the supervision and operation of
the parking lots on approximately:26:gceres of land surrounding Expo-
sition Park, ’ o
ANALYSIS

Total expenditures for 1963-64 are scheduled at '$5687,373, a reduc-
tion of $24,061, or 3.9 percent under the amount of $611,434 estimated
to be expended in 1962-63.

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

1959-60  1960-61 1961-62 1962-63* 1963-6) *

Total expenditures ___- $370,625 $501,580 $541,231 $611,434 $587,373
Total revenues ______ 576,556 723,598 573,866 601,500 572,750

Excess of revenues : .
over expenditures. $205,931 $222,009 $32,685 —3$9,934 —$14,623
* Bstimated as shown in 1963-64 Budget. ) ’

The above table reflects an estimated deficit in the current and budget
year, that can be attributed in part to loss of additional parking reve-
nues due to the Los Angeles Baseball Club moving to their new base-
ball stadium. In this regard we recommend that the agency give serious
consideration to establishing a policy of collecting a nominal adult ad-
mission. charge to increase the revenue for the operation and support
of this. facility. : ' :

The 1963-64 Budget format provides for the inclusion of employees’
Liealth; welfare and retirement benefits to be included with salaries and
wages and referred to as personal serviees in the budget document. '

The item of personal services for this facility is scheduled at-$414,-
044 in 1963-64, an increase of $11,446 or 2.8 percent over the amount
estimated to be expended in 1962-63.
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e S'a'hf‘orma Museum of Science and Industry-—Con‘clnued

The increase in cost for personal services can be attributed: to the two
new positions requested by the arreney ‘

1 Admiwmistrative assistant ( budget page 335 line 39) ________ $7,080
1 Jamstor foreman I (budget page 335, line 73)— . ________ 4,344
" The information. submitted by the ageney, supplemented with the find-
ings and recommendations contained in a report just completed by the
Organization and Cost Control Division of the Department of Finance;
justifies the need for the two positions requested by the agency.

We recommend. approval of the positions requested.

The operating and: equipment expenses submitted by the agenecy for
1963-64 reflect a. reduction of $23,493: under the: current year, and ap-
pear to be generally in line as budgeted. ‘

Department of Finance
AUGMENTATION OF THE CALIFORNIA MUSEUM OF SCIENCE. AND INDUSTRY FUND
ITEM 139 of the Budget Bill: Budget page 337

FOR AUGMENTATION OF. THE CALIFORNIA MUSEUM

OF SCIENCE AND INDUSTRY FUND
FROM THE GENERAL FUND

Amount requested : $219,287

Bstimated to be expended in 1962-63 fiscal year 219,287

Increase. __ i . : : ~ None
TOTAL RECOMMENDED REDUCTION. _ None
ANALYSIS '

In accordance: with our review of the fiscal p0s1t10n of the California
Museum of Science and Industry in the foregoing item, we recommend
approval of the transfer item in the amount requested.

’

Department of Finance
STATE LANDS DIVISION )
ITEM 140 of the Budget Bill : ) Budget page 339

FOR SUPPORT OF STATE LANDS DIVISION
FROM: THE GENERAL FUND

Amount requested - . ‘ $1,166,248

Estimated to be expended in’ 1962-63 fiscal year 1,085,508
‘Increase (7.4 percent) e : $80,740
TOTAL R‘ECOMM ENDED REDUCTION, : ' $9,972
Summa'i*y of Recommended. Reduction -
: ‘Budget.
) ) Amount Page - Line
Qil gauger R 5,832 340 29
Intermediate typist-clerk 4,140 340 31

Plus related equipment

369




Finance S Item 140

State Lands Division—Continued -
GENERAL. SUMMARY y :
The State Lands Division, a part of the Department of Finance, pro-
vides staff support for the State Lands Commission which is composed
of ‘Controller, Lieutenant Governor, and the Director of Finance. The
executive secretary of the commission is also the chief administrative
officer of the division! The commission -is’ primarily .a policymaking
body, charged with administering the sale and lease of public.lands,
owned by the State, including provisions for the extraction of minerals,
oil and gas from such leases. Division 6 of the Public. Resources Code
generally contains the laws adninistered by the commission. In addi-
tion, Chapter 29, Statutes of 1956, First Extraordinary Session, relat-
ing to tide and submerged lands conveyed in trust to the City of Long
Beach also assigns duties of some magnitude to the commission.

Financing

Section 6816 of the Public Resources Code currently provides gen-
erally that all moneys and remittances received by the State from oil,
gas, and mineral leases shall be credited to the General Fund up to an
amount of $15,500,000 plus amounts necessary to provide for payment
of refunds, and support of the State Lands Division. The balance of
such revenue is paid into the California’ Watér Fund. =

Chapter 29, Statutes of 1956, First Extraordinary Session, provides
- that the State shall receive 50 percent of oil revenue and 100 percent
of dry gas revenue derived from those tide and submerged lands con-
- veyed to the City of Long Beach in' trust. These moneys go to the
California. Water Fund pursuant to Section 12 of this act; as amended
by Chapter 140, Statutes of 1959.

The revenue statement on page 341 of the budget, and d1seuss10n of
program and performance page 339 beginning on line 65, indicate
that & revision in the disposition of revenue is bemg proposed for
legislative consideration. The overall state budget is predicated upon
favorable action on this measure which we understand would provide
for the payment of refunds, support of the State Lands Division and
up to $9,000,000 of the remalnder to the Qahforma Water Fund, with
the balance going to the General Fund.

:Long Beach Trust -

The Liong Beach tidelands are those tide and submerged lands con-
veyed to the City of Long Beach upon certain trusts and econditions by
Chapter 676, Statutes of 1911; Chapter 102, Statutes of 1925; and
Chapter 158, Statutes of 1935, The diseovery a.nd subsequent develop-
ment of oil under_lylng these properties by the city resulted in sub-
stantial surpluses in funds, 50 percent of which were released to the
city for municipal purposes by Chapter 915, Statutes of 1951, free
‘““from public trusts for navigation, commerce and fisheries and from
‘such uses, trusts, conditions and restrictions as were imposed by sald
-acts of 1911 1925 and 1935.”’

On April 5 1955 in the case of Mallon v. City of Long Beach, 44
Cal. (24d) 199 the Supreme Court of California held that the act of
1951 effected a partial revocation of the trust created by the earlier
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State Lands Division—Continued ‘
acts and resulted in the reversion to the State of Cahforma, of the sums
thus released from the trust. .

As a result of this decision, leglslatlon was, enaeted in- 1956 to estab-
lish a basis for apportionment and use of past and future tidelands
revenues, including approximately $111 million in 1mpounded revenues.
In add1t10n to the $120 million settlement terms contained in Chapter
29, Statutes of 1956, First. Extraordinary Session, provisions for the
State to receive in the future 100 percent of all dry gas revenues and
50 percent of oil revenues were. established. Further provisions of -this
statute relate to subs1dence and to review by the State Lands Commis-
sion.

It has now been determmed that the existing Wllmlngton 011 F1e1d

“extends into the offshore area under tidelands granted to the Clty of

TLong: Beach .and. represents-one of the largest knovvn oil. reserves on
the West Coast.

The development of this new ﬁeld will take place under a proposed
contract between the City of Long Beach and. the successful bidder
calling for $50 million .in advance royaltles one-half of which would

. presumably go to the State and, if consummated under current statu-

tory provisions, ultimately to the California Water Fund.. The royalty
on production is expected to be in excess of 90 percent of the total
value of the oil after deducting all costs of development and. production.
There is no.provision that such production must be efficient or economi-
cal and the method of production will be controlled by the city. As the
State Lands Commission is generally restricted to review of such activi-

_ ties, prior contract approval is the only method currently available to

it for controlling these factors. .
Expend1ture by the city of revenues placed in trust from thls souree

‘ have in the past been restricted to well-defined areas, but. with - the
" anticipated increage in revenue, additional projeets Whlch may . provide

marginal use and benefit to the State of California and thus may not
clearly fall within the trust purposes are currently under consideration.

: Also; the harbor, considered as a separate -entity and receiving reve-
nues from tidelands in trust, has recently initiated an expanded devel-
opment program., The proprlety of these expenditures are not, however,
subject: to review’ beeause they are genera.lly cons1dered as trust ex-
pendltures

We recommend that th,e Leg@slature e:camme cmtwally mto the Long

Beach. situation, for the purpose .of re-establishing o well-defined. . pro-

gram of acceptable trust expenditures, and determining 'Lf the statutory
basis for revenue disposition between the State and the . C’u‘y of Long

Beach at the current.-and prospective increased levels 8 appropmate

in relation to statewide versus local interests and benefits.

In reviewing the Long Beach situation, we have found expendltures
by the city from trust funds which app@ir to be_questionable under a
strict interpretation’ of- the' trust provisions: ‘Specifically, the State
Lands Commission ‘approved a’ ‘‘conveiition and exhibit hall®’”which

presumably would have ‘benéfitéd the: entire -State: through the promo-

tion of commerce or-havigation a§ is required.: Subsequently; the ‘city
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State Lands Division—Continued

council renamed the project as the ““Long Beach Arena’’ and installed,
with general municipal funds, certain recreational features which had
been déleted from the original plans and specifications in order to ob-
tain approval. i . ' »

As a result, a fact attested to by the subsequent use of the hall, per-
missible incidental recreational functions now -constitute the primary
uses of the facility, while functions in furtherance of the commerce and
navigation for the benefit of the entire State have become secondary.

Furthermore, we find that with the anticipated increase in trust rev-
enue, the harbor district has revised its long-range development pro-
gram to expand its facilities. As an example, the earth-fill Pier J has
recently been more than doubled in size to provide additional site for
the proposed world fair. '

~ The terms of the trust require that expenditures be made only for
‘purposes which benefit the entire State. S

In this connection the 1956 act declared that such legislation was
necessary because of the partial revocation of the trust, the need to
avoid prolonged litigation between the City of Long Beach and the
State, the need to free for ‘‘urgently needed public purposes’’ the
funds impounded pending determination of said litigation and for other
related reasons. The act further states: ‘

““The trust purposes set forth in said acts of 1911, 1925 and 1935
were prescribed prior to the discovery of hydrocarbon deposits in the
granted lands and were therefore conceived primarily as land-use pur-
poses. These purposes require restateemnt in view of the subsequent
yield of substantial monetary revenues therefrom.”’ .

The 1956 legislation provided a basis for disposition of the im-
pounded funds and for establishing the rights and needs of the -city -
and the State in the light of the altered finanecial situation. The Legis-
laturé made a finding that the oil revenue not required to be paid to
the State ‘‘is needed and can be economically utilized’’ by the City of
Long Beach for certain purposes with statewide as distinguished from .
local interests and benefits. We think the Legislature should test the
current validity of this 1956 finding.

We would contend that in the light of the prospective substantial
change ‘in financial returns from oil operations and the related public
interest to be served by future expenditures therefrom under the pro-
visions of the 1956 act, a review -of these factors by the Legislature is
appropriate today,; as it was in 1956. We question whether there are
sufficient projects remaining under a strict interpretation of eligibility
under the trusts to warrant continued disposition of revenues between
the city and State in the manner now specified, particularly in view of
the anticipated increase in revenues. !

o Sequential Leasing
In 1958 the State Lands Commission initiated and has subsequently
accelerated what it terms a ‘‘sequential’’ leasing program under which
leases  on. oil-bearing tideland properties are offered at the rate of ap-
proximately five per year on a continuous basis rather than only when
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existing reserves are threatened by dramage from adjoining wells; as
formerly.

This has had a marked effect on certain aspects of the commlssmn s
workload, as well as revenue.

In addition, this program, when taken in conjunction with the ae-
ceptance of eash bonuses plus a relatively low royalty rate in lieu of
the higher royalty rate which would result without a cash bonus raises
significant policy questions as to the type of program which will pro-
vide the greatest financial advantage to the State from the long-range
viewpoint,

We believe the matter should be the subject of further study and so
recommend.

Colorado River B dary Commissi

Elsewhere in our analysis we have recommended deletion of the
amount proposed for support of the Colorado River Boundary Com-
mission, Item 266,

If thls recommendation is approved Ttem 140 for support of the State
Lands Division should be increased by $51,258. Our reasons for -this
recommendation are that the executive officer of the State Lands Com-
mission is also chairman of the Colorado River Boundary Commission,
and the staff of the State Lands Commission performs all administra-
tive and a considerable amount of the professional and technical work ;
for the commission and therefore support can better be prov1ded through .
this budget. We have made our recommendation at this time in view of
the progress of the commission and the minimal future program antiei-
pated.

~ Pending thlguhon
In United States vs: Anchor 01l, et al., the United States is suing the
City of Long Beach, the State, and numerous oil producers for claimed
irreparable damages of $70 million to the Long Beach Naval Shipyard.
The State Lands Division is assisting the Attorney General in defend-
ing the suit which came to trial on October 2, 1962. Outcome of the
litigation could have definite fiscal implications to the State.

ANALYSIS

This request represents an increase of $80,740 over the current year,
and includes provisions for 11 new positions, one of which is the con-
tinuation of reimbursable consulting engineering services for the Colo- ,
rado River Boundary Commission,

. Executive

The executlve officer, assistant executive officer and one secretary
comprise the executive office of the State Lands Division. An adminis-
trative assistant I ($7,080) is requested to assist in co-ordinating the
numerous activities requiring executive staff attention. . ‘

We recommend approval of one administrative assistant I, $7,080,
budget page 340, line 20. _

In addition to the seven operatmg sections identified on page 262
of the salary supplement the executive staff directs the activities of
consulting engineers and research technicians. In addition to these

378




Finance Item 140

- State Lands Division—Continued

divisional :activities, the ‘executive officer is. also required. to part101pate
on 1eg1s1at1ve and executwe commlttees m solvmg spe01ﬁc problems

Admlmsirahve Servu:es i

.. The administrative: service office is charged with the admm1strat1ve
support, financial management budget preparation, personnel services,
office management, central stenographle, file, mail serviee, procurement,
and property control. functlons of the d1v1s1on In’ addltlon it has been
assigned . the responsﬂmhty for Taison with Remmgton Rand Corpo-
ration, the contractor who is developmw information for an index on
federal lands in California, which is discussed, under Land Sales -and
Records.

An additional typist-clerk- is .requested .for.this unit due to an in-
creased requirement for. typlng and filing. - ..

- We recommend approval . of one mtermedw,te typzst olerk $4 140
budget page 540, line 22.

This section . furmshes personnel and attengdance reportmg services

for approximately 100 employees in other d1v1s1ons of the Department
of Finance which have staff in Los Angeles, 1nclud1ng the . Purchasmg
Division and the automotive management sectjon. The . expansion in
these divisions has a corresponding effect upon. the State Lands Division
staffing.
" Although we recommend approval because of these mereases, _We feel
consideration should be given to transferring. this function out of the
division, as personnel actions could possibly be better handled by one
of the lelSlons for which the State Lands Division currently acts.
The State Lands Division has functions and duties unlike the service
activities for which it currently renders personnel services. We. feel that
it may be appropriate for these divisions which are generally perform-
ing service type activities to initiate at this tlme their own :personnel
a.nd attendanee Ieportmg services. , ‘

: - Audits Section ’

The audlts section undertakes a program of reviewing (1) royalties
from o0il and gas and mineral leases, exclusive of actual computation,
(2) internal. fiscal operations, and (3) operations under Chapter 29,
Statutes of 1956 First Extraordinary Session relating to Long Beach.

‘An additional auditor is requested to augment the four-man staff
currently assigned to Long Beach. .

‘In view of our discussion regardmg the Long Beach operatlons we
feel that it is in the State’s best’interést to assure a proper accounting
of funds demved from and expended by Long Beaeh and 1ts oil
operatlons '

We recommend app'roval of one geneml audztor 11, $7 080 budget
page 3409, lme 24
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. | 3 - Mineral Resources
The mmeral Tesources sectlon is further subd1v1ded 1nto three units,
:discussed: below. - - Gl :

Long Beach

For Liong Beach, the staff of this sectlon is engaged in administration
of the distribution of revenues from granted tide and submerged lands
to the City of Long Beach undér the provisions of Chapter 29,
Statutes of 1956, First Extraordinary Session. An addltlonal pOSl’ClOIl
is requested.

We recommend approval of one assistant mineral resources engineer,
budget page 340, lines 26 and 27 ($7,008).

As previously mentloned the State Lands Division must review ex-
-pendltures for subsidence, for trust purposes and for new explorations.
The existing staff has become overwhelmed by . the magnltude of this
activity. Furthermore, the State’s interest as a partner in the new ex-
ploration justifies- addltlonal help. :

Exploration Administration - i E : :

Geologic and engineering research and exploration’ of mmeral Te-
sources on state public lanids is undertaken by this unit. The issuance
and administration of leases of oil, gas and mmeral extraction takes
place from the TLos Angeles office”

Three additional ‘positions are requested. Several factors have
prompted this' request. They are: (1):inereased activity on-new oil
and gas léases under the sequentlal leasing program; (2) the develop-
ment of technical defenses in the multimillion-dollar legal actions fdcing
the State, (3) the developiment of ‘solutions to the problems raised by
Seetion 6830 1 et seq. of the Public Resources Code which encourages
secondary recovery of ¢il, and (4) special assignments. -

“We recommend approval of ‘the ‘three assistant mineral resom‘ces
engineers, $21,024, budget page 340, lines 26 and 27. Co

It appears that the fiscal impact of this section’s respons1b111t1es
gustlﬁes the ad_dltlonal expendlture requested

Productlon Control

Staff assigned to th1s unit in Huntlngton Beach, Santa Barbara and

in Sacramento for operations in the Rio Vista area, control and account
for oil and gas production from state tide and submerged lands in
“order to insuré that the proper royalty is received by the State.
.~ ‘An additional petroleum production inspector and an oil gauger are
requested” for the- Santa Barbara office. In.the 1962-63 Budget, the
Legislature disapproved the division’s request for an additional pétro-
leum production inspector for this office, recommending, pursuant to
our suggestion, that the position be provided through transfer of an
existing position from Rio Vista. The requested oil gauger was allowed.
The requirement for these positions is predicated upon the increased
activity resultlng from ‘the ‘sequential leasirig’ Togram. As the number
‘of wells increases, there is a corresponding incréase in the staff required
to assure accurate accounting of productmn and, correspondingly,
royalties. '
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We recommend approval of one petrolewm production inspector I,
$6,744, budget page 340, line 28.

Upon further review, the division finds that both Rlo Vista and Santa
Barbara require staffing, and proposes to maintain adequate supervision
of the Rio Vista inspector through the Sacramento IL.and Sales and
Records Office.

We recommend disapproval of one 0il gouger, $5,832, budget page
340, line 29,

An additional oil gauger was provided in the 1962-63 year and should
relieve the existing staff of its overtime which was the basis for this
réquest.

Land Sales and Records

This ofﬁce is located entirély in Sacramento and exists as a mnearly
autonomous unit of the State Lands Division, the exception being that
' the State Lands Commission exercises supervision over its activities.

‘On May 24, 1960, the commission withdrew all school lands from sale
for an indefinite period. Thus the processing of ‘applications for the
purchase of school and federal lands was curtailed until such time as
a program could be formulated as to future disposition of such lands.
It is anticipated that such sales will be resumed towards the end of
the current year.

This office also maintains the official records relatlng to all state-
-owned lands. An additional position of intermediate typist-clerk was
authorized by the Legislature to:June 30, 1963, to assist in the conver-
sion of cardex records to a keysort system. This position is requested
on g 'permanent basis to:complete this work and maintain these records.

We recommend disapproval of one intermediate typist-clerk $4,525,

budget page 340, line 31.

" The Department of Finance Survey 960.3 which proposed this con-
. version. states that no added -personnel would be required due to the
change in system as file maintenance for the new system approximates
that for the old and any increase would be ‘‘negligible.’’ Difficulties in
conversion were encountered which provided justification for. this
position. for the conversion period but we have not been shown that the
conversion is not complete or that future file maintenance will require
an additional position on a permanent basis.

Index of -Federal Lands '

Section 127 of the Government Code, enacted by Chapter 875, Stat-
utes of 1951, requires that an index of lands under United States juris-
diction, including the degree of jurisdiction in each case, be prepared
and maintained by the State Lands Commission. This information is
being developed by Remington Rand Corporation under the terms of
-a _contract let on May 23, 1960, and subsequently -amended.

- The total expenditure to date between May 23, 1960, and June 30,
1962, is $71,000, with $25,000 avallable during the current year, a,nd
$27, 000 addltlonal requested for 1963-64. Records of the lands division
indicate that it is anticipated that information being developed by the
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Summary of Recommended Reductions

. Budget
Existing Positions: Amount Page Line
Reduce temporary help $3,576 347 43
New Positions: '
Elimina€e 1 senior clerk 4,788
Add 1 junior clerk i —3,576

Net reduction $1,212 347 47

GENERAL SUMMARY

Since its establishment in 1849, the office of State Treasurer has been
constitutional and elective. Principal responsibilities of this office in-
clude the receipt, deposit and disbursement of state monies and the
safeguarding of securities and valuable properties placed in trust as
collateral. All state bonds are advertised and placed out for bid by the
Treasurer.

The T'reasurer is a member of the Pooled Money Investment Board,
created in 1955. The Director of Finance and the Controller are. the
other members of the board.

The P ooled Money Investment Board is responsible for determining
amounts to be invested or deposited, .and the general nature of the
investment or deposit, under three programs. These are the Pooled
Money Investment Account, the Surplus Money Investment Fund and
the Condemnation Deposits Fund. The first provides for investment or
deposit of all temporarily idle cash in the State Treasury on a pooled
basis without regard to fund, all inecrement accruing to the General
Fund. The second makes it possible for special funds to invest or .
deposit amounts not needed for immediate use and receive the .incre-
ment eaxrned, while the third is one where the State or its political
subdivisions can earn interest on deposits required to be posted in con-
demnation proceedmgs The chief, but not the only partlelpant in the
last named is the State Division of Highways.

During 1961-62 the average daily amounts invested or depos1ted
under the three programs totaled $907 million, of which $676 million
was Invested in securities, $191 million was maintained in interest-
bearing time bank deposits and $40 million was deposited in active
non-inte rest-bearing bank aceounts as compensating balances.

Once the Pooled Money Investment Board has made its determin-
ations it is the Treasurer’s responsibility to invest or deposit. As to
investment he selects the seeuntles and conducts the negotiations for
purchase or sale.

During 1961-62 the number of transactions included 577 purchases
and 784 sales and redemptions and the dollar volume in eaeh case
amounted to approximately $3.2 billion. :

As to bank deposits the Treasurer selects or approves seleetlon of
the banlks and determines the balance to be maintained in each indi-
vidual bank, while for term deposits he negotiates for the rate of
interest.

The total amount to be kept in active non-interest- bearing bank de-
posits am compensating balances is calculated by estimating the cost to
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the banks of services performed and the size of the balance which will
permit earnings to the banks to cover such costs, and the calculations
are patterned generally after those used by banks for large depositors
in private industry.

Costs are estimated each year by applying a schedule of charges to
eight separate workload items, as recorded during the past year, the
most significant of which is number of checks deposited, and adding
an estimate for projected growth. Costs so estimated amounted to
$290,852 for the calendar year 1962.

The size of the balance is that which will produce net loanable funds
for the bank which at an earning rate of 3 percent will cover such
costs. For 1962 this amount was $9,695,067.

Using this as a base the amount of the compensating balance is
developed as shown in Table 1.

TasrLe 1. Calculation of Compensating Bank Balance, 1962

- A. Net loanable funds required $9,695,067
B. Add required reserves (229 of item C) 2,734,506
C. Net Collected balance $12,429,578
D, Add “float”:

Based on 1961 deposits $26,858,000

8.5 percent for increase in 1962____________ 2,282,930 $29,140,930
E. Compensating balance required for calendar year 1962________ $41,570,503
F. Add adjustment for January and February 1962____________ 714,100
G. Add adjustment to round to nearest $500,000_______________ 215,397
H Balance approved effective March 1, 1962,

retroactive to 1/1/62 $42,500,000

The term ‘‘float’’ as here used refers to the amount in transit be-
cause of the time lag between the date of deposit of a check and the
date on which the check is honored by the bank on which drawn. The
‘‘float’’ caleulation based on 1961 deposits shown under D in Table 1
represents total bank deposits on which any time lag is involved of
$3,882,886,000, divided by the number of banking days in the year,
253, to give average daily deposits of $15,347,375. This in turn is multi-
plied by 1.75 the estimated average number of days of time lag to
give $26,858,000.

Banks probably earn on an average of between 5 and 6 percent on
their net loanable funds and the difference between this rate and the 3
percent rate used in the foregoing caleculations represents the profit to
the bank resulting from these deposits.

The calculations shown in Table 1 relate to demand deposits in total,
and this amount was distributed among 10 individual banks as shown
in Table 2 during the calendar year 1962. The basis for this distribution
is a calculation for each individual bank similar to that described in
the foregoing for the total for all banks.

The actual balances in the individual banks fluetuate daily, but the
average daily balances during each month in each bank closely ap-
proximate the amounts shown in Table 2. The Treasurer maintains
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these relationships by management of the warrant redemption program
and by interbank transfers, as required.

Table 2
Distribution of Compensating Balances as of July 1, 1962

Bank of America $38,929,000
Wells Fargo Bank 1,930,000
Crocker-Anglo National Bank 675,000
United California Bank 470,000
Security TFirst National Bank 195,000
Central ¥alley National Bank 125,000
Rirst National Trust & Savings Bank of San Diego___ ... _______ 101,000
First Western Bank & Trust Company 45,000
The Bank of California 15,000
The Mer«hants National Bank of Sacramento 15,000

Total $42,500,000

Recommended Studies

It is estimated that about 85 percent of the dollar volume of state
deposits are made in Sacramento. As to these the State gets credit from
the bank on the date of deposit. The remainder, most of which consists
of collections by the Department of Motor Vehlcles is dep0s1ted in a
branch of one of the banks listed in Table 2, in another city and trans-
ferred to Sacramento on an interbranch or in two instances on a cor-
respondent bank basis. It is estimated that state deposits are made in
at least 1,200 banking outlets throughout the State.

The pa,rtleular office of the particular bank being used as a depository
appears to be at the discretion of the state agency making the deposit
although subject to approval by the State Treasurer. Since there exist
no formal guidelines or criteria to be followed in such cases there ap-
pears to be no assurance that the selection of the particular depositary
18 in the best interests of the State in all instances.

We recommend that o study be made fo determine whether use of
banking facilities outside Sacramento can be improved with a view fo
speeding up collection of state money and that a set of criteria be
developed for the guidance of state agencies in selecting depositories.

It appears to us that there is a poss1b111ty that an alternative method
of compensating banks for their services, namely direct payment rather
than com pensating balances might prove advantageous to the State and
we recomrmend that a study be made of the relative advaniages and
disadvantages of each method. ‘

If such a study should reveal that under a direct payment method
a reduction in the level of demand deposits needed for the daily war-
rant redemption program were possible and that the interest earnings
on the resulting increase in money available for investment would ex-
ceed direet payment to the banks for cost of services rendered it would
appear to be to the advantage of the State to adopt such a program.

ANALYSIS

The Txeasurer’s office requests a personnel increase of one senior
clerk for 1963-64. The duties of this position are to be equally divided
between the bond and coupon servicing section and the deposits section.
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We see no reason for filling this position at the level requested.
The following table presents the existing staffing arrarigement in the
bond and coupon servicing section :
: : 1963-64 budget

Position No. Salary range expenditure
Treasury bond officer _______________ 1 $562-683 $8,196
Senior clerk ; 1 399486 5,028
Intermediate clerk _________________ 3 345-419 14,598
Intermediate stenographer __________ 1 362-440 5,280
Temporary help - - 9,540

Total : ’ $42,642

We believe the addition of another position at the level of senior clerk
would be unnecessary. A junior clerk position, salary range $298-362,
should be substituted for the senior clerk position, thereby increasing

- personnel at the base and not at the top of the existing staff.

We recommend o reduction of $1,212, budget page 347, line 47, rep-
resenting the salary differential between semior clerk and junior clerk.

In our Analysis of the 1962-63 Budget Bill we recommended approval
of increases of $17,100 for temporary help on the premise that periods
of peak workload can better be handled with temporary staffing than
with the addition of a permanent position.

Since the Treasurer’s office has elected to meet its personnel needs,
in this case, by the addition of a permanent position we feel ther
should be a proportionate deletion in temporary help. :

We recommend o reduction of $3,576, budget page 347, line 43, rep-
resenting temporary help to be displaced by the requested clerical
position. :

HEALTH AND WELFARE AGENCY ADMINISTRATOR
ITEM 142 of the Budget Bill Budget page 349

FOR SUPPORT OF THE HEALTH AND WELFARE AGENCY
ADMINISTRATOR FROM THE GENERAL FUND

Amount requested $63,983
Estimated to be expended in 1962-63 fiscal year : 44,340
Increase (44.3 percent) $19,643
TOTAL RECOMMENDED REDUCTION - $3,000
Summary of Recommended Reductions Budget -

Amount Page Line
Operating Expenses :
Communications $1,000 349 47
Traveling-—out-of:state ——— 2,000 349 49

GENERAL SUMMARY

The Health and Welifare Agency Administrator was established in
1961 (Chapter 2037) to supervise the operations of the Departments
of Social Welfare, Public Health and Mental Hygiene. In 1961-62 and
the current fiscal year, expenses for the Health and Welfare Agency
Administrator have been prorated among the three departments for
_ which he is responsible. For 1963-64, however, an independent appro-
priation is being requested. '
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ANALYSIS :
Operating Expenses

Communications (budget page 349, lime 47)_________________ $2,000
Commuanications includes postage, telephone and telegraph services.
¢ We recommend the reduction of commumcatwns for a savings of
1,000.
The Health and Welfare Agency Admlmstrator will probably require
an abnormally high amount for communications, but $2,000 for two
persons appears to be quite excessive particularly in view of the ex-

pansion of lease line services being provided by the Department of

Finance.

Traveling—out-of-state (budget page 349, line 49)___________ $3,600

This amount should finance from 12 to 15 out-of-state trips.

We recommend the reduction of traveling—out-of-state to $1,600 for
a savings of $2,000.

Provisions for from four to five out-of-state trips for a year should
be more than adequate for the Health and Welfare Agency Adminis-
trator. It is assumed that the assistant to the administrator normally
would not travel out-of-state unless he was to do so in place of the
Health and Welfare Agency Administrator.

DEPARTMENT OF MENTAL HYGIENE
Budget page 350
FOR SUPPORT OF THE DEPARTMENT OF MENTAL HYGIENE
FROM THE GENERAL FUND

Amount requested ____ .. _____ $159,319,629
Estimated to be expended in 1962-63 fiscal year 153,890,169
Increase (3.5 pereent) — $5,429,460
TOTAL RECOMMENDED REDUCT]ON $2,040,905

Summary of Recommended Reductions
Budget Analysis
Amount Page  Line page

General salary and wage reduction___________ $1,000,000 L 409
Recommended Reductions—Existing Programs
Reduce food appropriation 250,000 L 410
Outpatient clinies—reduce support by one-half 454,441 373 22 417
30 Psychiatric resident (270,000)F __* __ 418
10 Psychiatriecnurse__ ... ____________ (57,000) __* __ 419
25 Clerieal position 105,000 kL 420
Recommend ed Reductlons—Proposed Workload
Increases
1I1. Hospital Services
3¢ Positions and related expenses__.. (328,542)} 356 31 427
160 Intermediate typist-clerk__.______ 42420 356 39 430

“* The specific point of these reductions to be determined by the Department of Mental Hygiene with the approval
- of the Department of Finance.
+ These amount.s are not included in the total recommended reduction of $2,040,905 and may be 1nd11ectly related
to the reeormmended general salary and wage reduction of $1 million.
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