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The Secretary of Labor has been directed under Title I of the Man-
power Development and Training Act to implement a national study,
research and evaluation program with the same objectives expressed in
the state statute governing this commission. In addition, as pointed out
above, there already exists a state Manpower Advisory Committee which
could eoordinate any state activities in this sphere. The problems of
automation and technological change as they affect manpower deploy-
ment is only part of the larger national problem which the Secretary of
Labor is directed to solve. The provision of state support for activities
which are essentially national in secope would appear to be superfluous.
The state cannot reasonably expect to either compete with or comple-
ment in a significant manner the work of the federal government in
this area with its vastly greater resources and -its existing statutory
requirements and policy commitments to the resolution of this problem.
Accordingly, we recommend disapproval of the entire item for o savings
to the Employment Contingent Fund of $76,898 (budget page 397,
line 38).

BOARD OF CONTROL
ITEM 103 of the Budget Bill Budget page 399

FOR SUPPORT OF THE BOARD OF CONTROL
FROM THE GENERAL FUND

AMOUNT REQUESTED IN BUDGET BILL $31,138
Budget request before identified adjustments _._________ $31,776
Increase to recognize full workload change_____________ 2,822
Budget as adjusted for workload change _._____________ $34,598
Adjustment—undetailed reduction (10 percent) ________ 3,460
RECOMMENDED REDUCTION FROM WORKLOAD BUDGET___ None
BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $3,460

GENERAL PROGRAM STATEMENT

The Board of Control is a three-member board comprising the State
Controller, the Director of the Department of General Services and
one member appointed by the Governor from the general public. It has
responsibility under three programs:

1. Claims against the state.

2. Rulemaking.

3. Miscellaneous fiscal matters.

PROGRAM ANALYSIS AND RECOMMENDATIONS

A total expenditure program of $41,926 is proposed for this agency
which is comprised of the net amount of $31,138 requested by this
item and $10,788 to be allocated from Item 255 for administrative costs
related to tort liability claims.

1. Claims

The board receives, processes and acts upon all claims made against
the state. It exercises the power to adjudicate tort liability claims and
directs payment of such claims out of funds appropriated for that
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purpose under Item 255. It refers other claims it approves to the
Legislature for payment out of various funds. It is required to report
all approvals and settlements of tort claims, and all rejected claims
regardless of type, to the Legislature on the first day of each regular
session. It adopts rules and regulations governing the presentation,
audit, and payment of claims.

Because the claims program consumes the vast majority of personnel
time the number of claims received is the best workload indicator.

The undetailed ‘‘increase to recognize full workload change—$2,822°’
includes one-half an intermediate clerk position, which is included in

the summary which follows :
. Actual Actual Estimated Proposed
196465  1965-66 1966-67  1967-68
Claims received —____ . ____ 1,459 1,640 1,740 1,850
Man-years 3.8 4.3 4.3 4.8
Claims/man-years _____________ 384 381 405 385

In addition to the man-years shown for 1966-67, approximately two
man-months of uncompensated overtime have been recorded.

We recommend approval of the 0.5 intermediate clerk positions in-
cluded in workload increase, budget vage 399, line 10.

2. Rulemaking

The board adopts rules and regulatlons governing travel and meal
expenses, merit awards, and various other matters of general state
interest.

Effective October 1, 1966, the board amended its rules to increase
travel allowances for state employees. This resulted in an inerease in
General Fund state costs during 1966-67 of an estimated $1,240,000
for which no budgetary provision had previously been made. We
recommend that any future actions of the board which imvolve signifi-
cant cost increases become effective not earlier than the start of a new
fiscal year in order that legislative review amnd adequate budgetary
provision may be made for such cost increases.

3. Miscellaneous Fiscal Matters

The board also performs a number of miscellaneous funections, in-
cluding the processing of refunds and cancellations, discharge of ac-
counts receivable of the state, approval of purchase and sales of bonds,
sale and disposal of unclaimed property, the merit award program, and
the transfer of funds between component institutions within the De-
partment of Corrections, the Youth Authority, the state colleges, and
the Department of Mental Hygiene.
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STATE CONTROLLER
ITEM 104 of . the Budget Bill Budget page 400

FOR SUPPORT OF THE STATE CONTROLLER ‘
FROM THE GENERAL FUND

Amount requested in Budget Bill_. $4,751,787
Budget request before identified adjustments___ . __ $5,175,937
Increase to recognize full workload change___.__________ 108,826
Budget as adjusted for workload change_______________ $5,279,763
Adjustment—undetailed reduction (109%)______________ 527,976
RECOMMEN bED REDUCTION FROM WVORKLOAD BUDGET._._ $128,572

BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $399,404

Summary of Recommended Reductions Budget
Amount Page Line
Administration Division:
Associate research analyst : $12,588 400 65
Disbursements Division :
2 Intermediate account clerks, payroll section, (included

in increase to recognize full workload change) .—_____ 9,048 400 21
Inheritance and Gift Tax Division: )
Conference costs 3,500 404 31

Tax-deeded Lands Division :
Salaries and wages:

5 District managers $52,884 406 26

‘1 Senior clerk : 6,360 406 26

2.5 Intermediate stenographers ... . _____ 14,796 406 26

1 Intermediate clerk 5,181 406 26
. $79,221

Operating expenses ___ 24,215 $103,436 406 41

Our recommendation for changing administration of the inheritance tax will pro-
duce major savings in future years.

GENERAL PROGRAM STATEMENT

The State Controller, who is elected on a statewide basis, is provided
for by Article V, Section 11 of the Constitution (Article V, Section 17
before the November 8, 1966, amendments). His primary responsibility
is to act as the disbursing officer of the state. This stems from the
following constitutional provisions:

Article XIII, Section 20, which provides that every state agency
‘... shall be subject to the regulations and requirements with respect
to the filing of claims with the State Controller ... .”’

Article XIII, Section 21 which provides that ‘‘No money shall be
drawn from the Treasury but in consequence of appropriation made
by law, and upon warrants drawn thereon by the Controller . . ..”’

These provisions were included in Article IV, Section la and Article
IV, Section 22, respectively, before the November 8, 1966, amendments.

All other responsibilities of this office are statutory except member-
ship on one board and one commission, as noted later.

The major duties of this office may be categorized as follows:

A. Piscal Control. (1) acts as accounting officer for the state, (2)
makes apportionments to local government, (3) collects fiscal informa-

<
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tion and prepares financial statements, (4) preaudits expenditures from
the State Treasury, (5) audits subvention expenditures at local level,
(6) maintains records of outstanding warrants drawn on the Treasury,
and (7) administers the Uniform State Payroll System.

B. Tax Administration. (1) administers inheritance and gift taxes,
(2) administers the refund of the gasoline tax to nonhighway users,
and (3) collects the motor vehicle transportation and various other
taxes.

C. Fiscal Affairs: Liocal Government. (1) administers budgeting and
uniform accounting procedures for counties, (2) collects and publishes
local government financial information, (3) assists special districts in
developing uniform auditing and accounting practices, and (4) ad-
ministers the laws relating to land deeded to the state.

In addition to the agency responsibilities, the State Controller serves
as a member of 20 boards, commissions and committees. Of these, his
membership is required by the Constitution on the State Board of
Equalization and Reapportionment Commission, and by statute on 18
other bodies, including the Franchise Tax Board, State Liands Com-
mission, Pooled Money Investment Board, State Board of Control, and
Teachers’ Retirement Board.

Organization of the Controller’s Office

This office is composed of eight divisions. These are presented in
Table 1, together with information on the classification and distribu-
tion of authorized personnel.

Table 1

Classification of Authorized Personnel, by Division 1967-68

Admin. Temp.
Division and staff Legal EDP Acct. Clerical help Total
Administration _________ 7 2 — 2 23.5 0.2 34.7
Accounting ____________ 2 — _— 32 24 1.2 59.2
Audits 2 _ __ 55 20 0.9 79
Disbursements ______.___ 2 — 21 15 134 90 1810
Inheritance and Gift Tax 4 24 — 30 64.5 1.0 1235
Tax Collection and Refund 3 —— —— 22 50 0.2 5.2

Local Government

Tiscal Affairs ________ 4 _— — 31 6 01 41.1
Tax-deeded Land .______ 2 — __ _ 16.5 0.3 18.8

26 26 21 187 3385 129 6114+

* Includes 1967—68 workload increase adjustment.

Overall growth of the agency, both in terms of its support from
various funds and its staffing, is presented in Table 2. Workload in-
crease for 196768 is included. The table demonstrates that the greatest
rates of growth in staffing over a five-year period have been in Local
Government Fiscal Affairs (primarily financed from special funds) and
Inheritance and Gift Tax Divisions. Table 8 gives the proposed 1967—68
expenditures by division, including workload increase, and broken down
into General Fund and special fund support.
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Division

Administration
Accounting __ S

Audits — _—
Disbursements -
Inheritance and Gift Tax___________
Tax Collection and Refund. ... ____
Local Government Fiscal Affairs____
Tax-Deeded Land _________________

General __.____ .
Motor Vehicle Fuel
Motor Vehicle Transportation__.____
School Building Aid_______________
Aeronautics

Table 2
Man-years and Expenditures by Fund, 1963-64 through 1967-68 (Includes 1967-68 Workload Increase)

1967-68
Hstimated Proposed over
1963-64 196465 1965-66 1966-67 196768 196364
Man-Years

33.2 32.1 33.2 34.2 34.2 1.0
54.2 55.3 54,7 56.2 56.7 2.5
713 13 712 744 76.6 5.3
175.0 168.0 172.0 1755 179.5 4.5
108.6 110.2 118.0 120.8 1221 135

735 724 719 73.0 2.2 ~1.
28.4 33.0 35.6 39.4 39.1 10.7
19.9 19.2 18.2 18.6 18.8 ~-1.1
564.1 561.5 574.8 5921 599.2 13.1

Expenditure by Fund (in thousands)

$4,529.7 $4,720.7 $4,790.1 $5,082.9 $5,279.7 $750.0
706.7 793.2 835.3 932.6 961.5 254.8
139.7 1365 1264 130.1 135.2 —4.5
158.4 169.1 177.3 198.5 198.7 40.3
__ __ 13.6 43.3 50.6 50.6
$5,634.5 $5,819.5 $5,942.5 $6,387.4 $6,625.7 $1,091.2

Average
annual
increase

0.8%
12
19
0.6
3.1
-0.5
94
-1.4

1.6%
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Table 3
Proposed 1967-68 Expenditures, by Division and Fund
General Special
Division Funds funds Total
Administration _____._________ $404,852 $41,878 $446,730
Accounting _________________ 687,995 50,197 738,192
Audits . _____ - 605,745 157,473 763,218
Disbursements __.___________ 1,604,221 I 1,604,221
Inheritance and Gift Tax .- 1,442,926 . 1,442,926
Local Government
Fiscal Affairs ... ____ 252,968 361,835 614,803
Tax Collection and Refund____ 46,835 734,550 781,385
Tax-Deeded Land ___________ 206,637 —— 206,637
Subtotals ________. ____ $5,252,179 $1,345,933 $6,598,112
Reduction of salary
savings—unallocated _____ 27,584 __ 27,584
Total o _____________ - $5,279,763 $1,345,933 $6,625,696

Increase to Recognize Full Workload Change
An undetailed ‘‘Increase to recognize full workload change, $103,-
826’ appears on budget page 400, line 21, as an adjustment to the Gen-
eral Frund appropriation, Details of this adjustment are found in Table
4, by division. We have reviewed the justification underlying these re-
quests and they appear justified.

Table 4

Detail of Increase to Recognize Full Workload Change
During 1967-68, by Division

New  Personal Operating

Division Positions Services Eazpenses Equipment Total
Administration _________.______ $1,187 $300 $1,487
Accounting 2,012 L9971 2,983
Audits oo 2.2 $16,207 763 906 17,876
Disbursements __.__._.___________ 4 21,926 13,564 5,963 41,453
Inheritance and gift tax _______ 1 7,352 2,325 9,677
Local Government Fiscal Affairs 250 250
Tax Collection and Refund_____ 2,225 - 100 2,325
Tax-deeded Land _____________ 91 100 191

Tota! _____ . _______ 7.2 $45,485 $19,842 $10,915 $76,242
Reduction of salary savings_____ 27,584 27,584
Grand Total ____..______ $78,069 $19,842 $10,915  $103,826

ANALYSIS AND RECOMMENDATIONS
Administration Division

This division supplies legal, research, personnel and accounting serv- -

ices plus general administrative direction for the seven other divisions
of the agency. In addition, it furnishes assistance to the Controller per-
taining to his duties as a member on various boards and commissions.
Authorized 34.7 positions for the current and budget years, it has ex-
perienced no recent significant changes in function or staffing.

We recommend the deletion of the associate research analyst position,
budget page 400, line 65, $12,588, further identified in the Salary Sup-
plement page 374, line 27. The position is now vacant. It has been used
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to provide support directly to the Controller with respect to his respon-
sibilities. on various boards and commissions. This support could prop-
erly be the function of one of the two civil service-exempt positions
appointed by the Controller, either the chief deputy controller (annual
salary of $24,336) or the assistant deputy controller (annual salary of
$18,008).
Accounting Division

Contained within this division are the following bureaus, listed with

p0s1t10ns authorized over a three-year period.

Bureau 196566 1966-67 1967-68
1. Control Accounts ____________ 36.0 37.0 37.0
2. Financial Analysis —..________ 8.0 8.0 8.0
3. Unclaimed Property _________ 10.0 10.2 . 10.2
Administrative—unallocated _____ 4.0 _ 4.0 4.0

Totals 580 - - 59.2 59.2
1. Control Accounts ‘

The Controller maintains the eontrol accounts covering the approxi-
mately 160 funds in the State Treasury. Deposits into and withdrawals
from these funds are examlned for propriety and recorded in these
accounts.

2. Financial Analysis ) ,

The Controller’s office prepares an annual report of the state’s finan-
cial affairs, together with related preliminary annual, semiannual, quar-
terly, and monthly reports, and compiles data for the apportionment to
local agencies of various revenues from state sources and moneys re-
ceived from the federal government. It also administers the Judges’
Retirement System and estimates future cash receipts and expenditures
under the Pooled Money Investment Program.

3. Unclaimed Property )

Under this bureau the agency administers (1) the Uniform Disposi-
tion of Unclaimed Property Act, which requires the reporting and sur-
render of certain uneclaimed and abandoned property, and (2) the laws
relating to the estates of deceased persons, which require that estate
assets that are unclaimed or for which no legal heirs exist shall escheat
to the state. .

Of the 10.2 positions budgeted in 1967-68, two positions are author-
ized for a compliance program under the Uniform Disposition of Un-
claimed Property Act. They were first authorized for 1965-66, but con-
tinuing litigation has suspended their use. The agency expects resolution
of the legal action in time for use of these positions in 1967-68.

Audits Division

This division contains two bureaus. Their staffing 1s summarlzed

below by authorized personnel man- -years:

Bureau 1965-66 196667 o ' 1967-68
Claim audits ____._________..___ 870 37.0 37.0
Field audits 32.7 33.7 35.9
Administrative—unallocated _____ 5.0 5.0 5.0

Totals 4.7 75.7 7.9
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1. Claim Audits

All state expenditures are audited prior to payment to establish that
the charge is for an authorized purpose and that an appropmatlon exists
from which the claim may be paid.

The following summary demonstrates increased output for the seec-
tion:

1965-66 1966-67 196768

, Estimated  Actual Revised Proposed
Audit positions _____________ 17 17 17 17
Claim schedules ____________ 183,522 179,590 184,080 188,682
Schedules per auditor _______ 10,795 10,564 10,828 11,099

2. Field Audits

Funds advanced or paid to local agencies by the State Controller
under various statutes establishing subvention programs are audited
to determine that the records show proper accounting and disbursing of
funds by local jurisdictions, including municipal and justice courts.
In addition, an internal audit of each division of the State Controller’s
office is conducted as an aid to agency management.

Without the 2.2 new positions requested to recognize full Workload
change, the number of proposed local water project and community
mental health (Short-Doyle) audits would have to be reduced. In addi-
tion, the bureau has been charged with responsibility for auditing
two new subvention programs created by the Junior College Construe-
tion Acts of 1963 and 1965, and by the Legal Assistance to Indigents
Act of 1965. The agency estimates that two positions should be ex-
pended for this new work alone. Since only two positions are requested,
however, the agency may have to backlog audits in one or more of
these areas. The two auditor I positions and the 0.2 position of tempo-
rary help appear justified on a workload basis.

Disbursements Division
The Controller issues warrants drawn on the State Treasury and ad-

ministers the uniform state payroll system. The three sections of this
division contain the following number of authorized positions.

Section 1965-66 196667 1967-68
1. General disbursements .___._____ 32 32 33
2. Payroll 126 127 129
8. Hlectronic data processing ______ 14 14 15
Administrative—Unallocated _______ 4 4 4

Totals 176 177 181

1. General Disbursements

Master controls are maintained over all state disbursements as well
as separate daily controls of bank reconciliation, agency trust accounts
and fund accounting transactions. The actual drawing of warrants is
computerized and entirely accomplished in Sacramento.

Table 5 measures the achieved and projected output of this section.
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Table 5
General Disbursements Section—Output Units (in thousands)

196566 1966-67 1967-68
Activity Actual Revised Proposed
Vendor disbursements —.__.__________ $1,226.6 $1,275.7 $1,326.7
Veterans’ educational assistance .._.__ 61.7 61.7 61.7
Motor Vehicle fuel tax refunds —____ 77.0 65.4 65.4
Retirement roll payments __________ 795.8 875.3 962.9

Unemployment compensation
disability refunds ______________ 98.1 88.3 88.3
Total $2,259.2 $2,366.4 $2,505.0

One additional intermediate clerk position is requested to recognize
full workload change for use in the expanding retirement roll payments
activity. This appears justified on a workload basis.

2. Payroll

The Controller’s office makes salary and wage payments totaling
$876 million for approximately 135,000 state employees. This section’s
activities include a preaudit of personnel transactions of state em-
ployees, and the maintenance of 25,000 U.S. Savings Bond accounts
and the issuance of 16,000 bonds monthly. The amount currently budg-
eted for this section represents about 20 percent of the total agency
budget or 127 personnel man-years.

The primary workload indicator to measure personnel needs is the
number of payroll and position transactions. On the average, this fac-
tor has increased by 6 percent per year over the past three fiscal years.

Table 6 gives 1967-68 output based on a 6-percent projected increase
and a 2-percent projected increase in the savings bonds issuance output.

Table 6
Payroll Function—Output Units (thousands)
1965-66  1966-67 1967-68

Activity Actual Revised  Hstimaoted
Payroll and position transactions _._____ $1,580.1 $1,674.9 $1,775.4
Savings bonds issued 189.2 193.0 196.9

Total output $1,769.3 $1,867.9 $1,972.3

Two additional positions are requested for this activity during
1967—68. These are requested on the basis that the workload will in-
‘crease at the same rate as in the past three fiscal years. This workload
in turn is directly related to the number of state employees in the pay-
roll system and since present indications are that there could very well
be no increase in this number we do not believe the positions are
justified.

We recommend deletion of two intermediate account clerk positions
for the disbursements division included in the increase to recognize
full workload change, budget page 400, line 21, $9,048, plus related
costs.

447




Controller Ttem 104

State Controller—Continued
reasonably be expected to perform the service as a part of their obll—
gation to their customer.

The financial aspects of this proposal are that the state would expem-
ence a total gain of over $1,665,000 per year by abolishing commissions
paid to county treasurers, gift and inheritance tax fees paid to ap-
praisers, and by receiving inheritance tax receipts at an earlier date.

The components of this gain are as follows:

Source Amount
County treasurer commissions (decrease in cost)______________ $720,000
Inheritance and gift tax appraisal fees (increase in revenue)___ 195,000
Interest value of earlier receipt of taxes (increase in revenue) 750,000

Total $1,665,000

From this total gain the state would have to deduct the cost of -
policing the self-assessed returns, and to give consents to transfer
property which are now handled by the county treasurers. No reliable
estimates of these additionals costs are available at this time, but they
probably would range between $500,000 and $750,000 per year. There-
fore, the net gain to the state from the self-assessed method would
probably range between $915,000 and $1,165,000 per year. These costs
and savings are the so-called full year effects and they will not be
realized in 1967-68, even if this program is adopted, because it will
take approxzimately two years to phase out the existing appraiser
system.

If the existing probate appraisal fees paid to inheritance tax ap-
praisers under Section 609 of the Probate Code are continued in effect
and transferred to the General Fund, the state would gain an addi-
tional $4 million in revenue per year. If these fees are abolished the
estates would save this amount which would be, in effect, a tax redue-
tion of $4 million.

We recommend that state compensation to inheritance tax appraisers
under Section 14772 of the Revenue cmd Tazation Code be discontinued
immediately.

Inheritance tax appraisers, who serve as court appointed appraisers
for both inheritance tax and probate purposes, are compensated from
two sources:

" (1) Fees paid by the individual estate, calculated according to.the
gross value of the estate (Probate Code Section 609), which amounted
to $3,445,000 as reported by the apprajsers for calendar year 1965.

(2) Fees paid out of the state’s inheritance tax receipts (Revenue
and Taxation Code Section 14772). These fees are based on claims which
must be approved by the Controller and are caleculated on a quarterly
cumulative basis by the Confroller. Total Section 14772 fees of about
$190,000 are paid annually. These fees represent only 5.5 percent of the
appraiser total gross income from both sources.

Section 14772 fees are distributed as follows:

(1) The appraiser determines a fee in each estate, the amount of
which depends upon the taxable value of the estate and the county in
which it is located.
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(2) Quarterly claims submitted by the appraisers are determined on
the basis of the appraiser’s prior calendar year gross income. Ap-
praisers with gross earnings over $17,500 are limited to an annual total
of $400 in Section 14772 fees. Those below $17,500 earn up to a maxi-
mum of $3,200 annually.

Existing law, Revenue and Taxation Code Section 14771, provides
that ¢ The Controller shall appoint at least one person in each county
to act as an inheritance tax appraiser for the county . . .”” We believe
that the wording of this section does not necessarily preclude the Con-
troller from appointing the same individual to act as the appraiser in
more than one county.

Section 14772 of the Revenue and Taxation Code reads as follows:

““For the services performed by him pursuant to this part, the
inheritance tax appraiser shall be paid out of the inheritance tax
money in the hands of the treasurer of the county in which he acts:

‘“(a) Such reasonable compensation as the superior court of the
county, or a judge of that court, shall fix.

““(b) Such actual and necessary traveling and other incidental ex-
penses, including fees paid to witnesses subpenaed by him, as the
court or judge shall allow.

““No payment shall be made unless the claim for payment is first
approved by the Controller.

Any payment under this section is in addition to any other pay-
ment to the appraiser pursuant to Section 609 of the Probate Code.’’

‘We. believe it would be possible for the Controller to terminate all
compensation to appraisers under this section of the law by simply
refusing to approve any claims. ;

‘While it is our view that the foregoing changes could probably be
effected immediately by administrative action of the Controller we
would further recommend that if our major recommendation is not
adopted the law should be changed to accomplish these purposes.

Table 9 shows the amount for 1965 of Section 14772 fees within the
various gross income classes.

Table 9
Amount of Section 14772 Payments, by Gross Income Class
No. of 1965 Percent of
Gross income class appraisers Sec. 14772 fees total fees
$50,000 and over—_._______ 12 $3,700 2.2%
40,000-49,999 ___________ 22 9,117 5.5
30,000-39,999 ___________ 30 22,600 13.6
20,000-29,999 ___________ 19 27,708 16.7
10,000-19,999 ___________ 27 55,981 33.7
0-9999 . ______ 40 46,927 ’ 28.3
Totals . ______ 150 $166,033 * 160.0%

* Does not conform to actual cash disbursement for the same period due to lack of uniformity in reporting
practices of appraisers. : .

Compensation under Section 14772 has been used by the Controller
primarily to subsidize appraisers with lower gross earnings, These ap-
praisers are primarily in the less populous and low workload counties.
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Appraisers with high probate earnings appear to have no need for
additional assistance from the state. Appraisers with lower probate
earnings, do not have sufficient workload to justify additional state
assistance. If the Controller appointed appraisers on the basis of work-
load rather than geography, then the so-called problem of ‘‘insufficient
incomes’’ would be largely eliminated.

We recommend that the annual appraisers’ conference costs, budget
page 404, line 28, be deleted for a General Fund savings of $3,500.

These conference funds are used to finance the travel and per diem
expenses of the staff of the inheritance and gift tax division and in-
heritance tax appraisers in connection with an annual conference. Dele-
tion of .this appropriation is in line with our past policy of eliminating
the appraisers’ portion of this expense as an inappropriate expenditure
for employees who are not state employees. It is also consistent with
our policy option, in which the present inheritance tax appraiser system
could be replaced by a system of self-appraisal.

2. Gift Tax

The gift tax is a levy upon the transfer of property and it supple-
ments the inheritance tax. This tax is reported by the donor and the lia-
bility is determined by the agency. Almost all administration connected
with this tax is conducted in Sacramento.

Table 10
Gift Tax Examiner Workload
Estimated  Actual Original Revised EHstimated
1965-66  1965-66 196667 196667 1967-68
Gift tax returns _________ 9,848 10,108 10,537 10,917 11,790
Gift tax audits _____ - 10,303 8,620 10,818 9,600 11,300

Gift tax examiners _______ 5 5 5 5 6
Returns per examiner ____ 1,970 2,022 . 2,107 2,183 1,965
Audits per examiner ______ 2,061 1,724 2,164 1,920 1,883

Local Government Fiscal Affairs Division

Supported both by General and Motor Vehicle Fuel Funds, this divi-
sion includes the following functions: ,

1. Financial reports—Reporting city, county and speecial district
finanecial transactions and preseribing reporting procedures for coun-
ties and special distriets.

2. Gas tax reviews—Administers provisions of the Collier-Burns
Highway Aect requiring loeal jurisdictions to report city and county
streets and roads, financial transactions, and administers the fiscal
audit provisions of thé Collier-Unruh Local Transportation Develop-
ment Act.

3. Uniform accounting and budgeting—Prescribes uniform ac-
counting procedures for special districts and administers the laws
relating to county budgets.

Table 11 indicates the distribution of staff by functlon, 1965-66 to
1967-68.
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Table 11

Distribution of Staff, Local Government Fiscal Affairs Division
by Function 1965-66 to 1967-68

Function 1965-66 1966-67 1967-68
1. Financial reports 19.7 197 197
2, Gas tax reviews 151 151 15.1
8. Uniform accounting
and budgeting ) 5.3 43 4.3
Administrative—unallocated __________.____ 2.0 2.0 2.0
Totals 421 41.1 41.1

1. Financial Reports

This function includes the collection, compilation, publication and
free distribution of the consolidated reports of the financial transactions
of cities, counties, street and road construction of cities and counties,
special districts, irrigation districts and school districts. To a large de-
gree, the usefulness of these reports follows the development of uniform
accounting procedures within the reporting jurisdictions.

2. Gas Tax Reviews

This function, which is supported by the Motor Vehicle Fuel Fund,
consists almost entirely of auditing at the local government level. Its
staff, and audits completed are shown in Table No. 12.

Table 12
Gas Tax Review, Man-years and Audits
1965-66 196667 1967-68

Collier-Burns Act Actual Revised Proposed

Audits 1,259 1,400 1,400

Man-years 3.3 3.7 3.7

Audits per man-year _____________ 382 378 378
Collier-Unruh Act :

Audits 674 1,700 1,700

Man-years 6.4 10.4 104

Audits per man-year _________._____ 105 163 163

The workload under the Collier-Unruh Aect is dependent upon the
number of engineering reports completed by the Division of Highways,
with whom the Controller shares statutory responsibility for insuring
the compliance of cities and counties.

3. Uniform Accounting and Budgeting ' :

The Controller must devise and supervise the installation of uniform
budgeting and accounting procedures for all counties, and prescribe
uniform accounting and reporting procedures for special districts other
than school distriets. Also included in this function is the certification
of irrigation and water district bonds and the semiannual settlement
of state-county financial accounts. .

Tax Collection and Refund Division

The following summary shows the staffing of the two functions of
this division:
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Function 1965-66 1966-67 1967-68

1. Tax - collection : 145 135 135
2, Gasoline tax refunds 58.7 59.7 59.7
3. Administrative—unallocated _______.________ 2.0 20 2.0

Totals 5.2 75.2 5.2

1. Tax Collection

The Controller accounts for and collects delinquenecies for several
taxes assessed by other agencies, mainly the State Board of Equaliza-
tion.

Table 13 demonstrates that 85 percent of the manpower is to be spent
on collecting the motor vehicle transportation (truck) tax in 1967-68.

Table 13
Distribution of Personnel Man-years, Tax Collection Function, 1967-68
Man-years Percent of total

Truck tax —- _— 115 85.2
Motor vehicle fuel (gas) tax 3.7
Insurance tax 10 74
Petroleum and gas tax 3.7

13.5 100.0

This funection utilized four tax representatives in a field capacity.
All four are used in truck tax collection.

We recommend that the tax collection function of this division be
transferred from the State Coniroller’s office to the State Board of
Equalization, and the 13.5 authorized positions abolished. Imple'me'nta-
tion of this recommendation would save approximately $17,000 in Gen-
eral Fund expenditures, $135,000 in Motor Vehicle Transportation Tax
Fund expenditures and on undetermined amount from Motor Vehicle
Fyel Fund expenditures during 1967—68.

The State Board of Equalization is charged with administering the
sales and use, use-fuel, cigarette and alcoholic beverage taxes. It also
administers the truck tax, except for collections, and the gasoline tax,
except for collections and refunds for nonhighway use. Respecting these
latter taxes, the board receives tax returns, assesses the tax and audits
taxpayers. The board is currently using 854 man-years in all phases
of its tax compliance program. About 205 man-years are used statewide
solely for the collection of taxes. Eighty-five positions are given to
truck tax administration. Of these, 4.5 man-years are assigned to pre-
liminary truck tax collection work. As a result of this extensive staff
in ecompliance and collection activity, the Board of Equalization is well
suited to absorb the Controller’s tax colleetlon work with no or a very
modest increase in staff.

2. Gasoline Tax Refunds
The major part of the division’s manpower is directed at the par-
tially computerized processing of approximately 70,000 claims per year
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for refund of gasoline taxes paid by nonhighway users. Sales and use
taxes are offset against these refunds. Thirty-one of the function’s 59.7
positions perform a field audit on approximately 3,000 selected claims
annually.

Tax-deeded Lands Division

This division works primarily with local officials in the field of
property tax administration. However its objective is limited to pre-
serving the local property tax base through restoration of tax delin-
quent properties to the loecal tax rolls. In seeking this objective, the
division performs the following activities:

1. Receives from and maintains county tax collector lists of proper-
ties upon which real property tax payments are delinquent (referred
to as ‘“tax-sold’’ properties), a headquarters activity,

2. Receives and maintains abstracts of deeds upon real property
where the delinquency persists for five years (referred to as ‘‘tax-
deeded’’ property), a headquarters activity,

3. Encourages redemption of property by owners of tax-delinquent
or former owners of tax-deeded lands, both a headquarters and field
activity,

4. Advises county tax officials on procedures and the law pertaining
to tax delinquent and deeded property, both a headquarters and field
activity,

5. Leases and manages tax-deeded property, both a headquarters
and field activity, and

6. Authorizes the public sale of tax-deeded property by counties, a
headquarters activity.

The division, formerly organized as the Redemption Tax Division
of the Office of the Controller in about 1895, has always kept records
of delinquent and deeded properties. Due to the great volume of tax-
delinquent property transferred to the state during the depression
years of the 1930, the division entered the field of property manage-
ment in 1935. The size of the inventory of tax-deeded lands and the
size of the staff for support given the division has steadily fallen in
recent years as shown in Tables 14 and 15.

Table 14

Expenditures and Revenues,* Division of Tax-deeded Lands
in Selected Fiscal Years

- Fiscal Positions Income
Year Filled Eazpenditures Rentals Fees
194142 _ 48 $103,475 $224,203 __
194647 49.7 180,984 77,630 $160,808
1951-52 _ 375 192.709 25,548 247,057
1956-57 29 182,370 18,446 177,700
1961-62 23.1 204,002 20,370 223,443
1965-66 18.2 194,210 24,703 269,659

* Rental income is paid to counties; fees from redemption and sale are paid to the state.
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Table 15
Inventory of Tax deeded Lands on Selected Dates
_ Year Acres Lots " Miscellaneous
Jan. 1, 1945 — 2,508,415 352,589 4,003
Jan. 1, 1950 1,294,042 195,957 3,942
Jan., 1, 1955 350,789 113,491 1,192
Jan. 1, 1960 148,712 58,951 1,203
June 30 1966 81,518 30,710 4,571

The inerease in redemption of delinquent property has kept pace
with the increase in new delinquencies, thus keeping the annual number
of deedings over the past four years relatively constant (about 4,000
per yeéar).

- Justification for the Division of Tax-deeded Lands

The personnel of the division is organized into a headquarters office
in Sacramento and five field offices, located in San Bernardino, Los An-
- geles, Fresno, Oakland, and Sacramento as follows:

Number
authorized ’
196667 and  Number filled 1967-68
Nature of Position 1967-68 January 1, 1967 expenditures
Sacramento Headquarters:
Chief .of division ___________ 1 1
Assistant chief ____________ 1 1
*Clerical 7.0 7.0
Temporary help ___.________ 0.3 _—
Total—Headquarters _____ 9.3 9.0 $95,520
Field Offices:
District manager . ____.____ 5 . 4
Clerical ‘ 4.5 45
Total—Tield offices _______ 95 8.5 110,926
Division Totals __________ ___188 175 l $206,446
Workload increase - $191

# 0.5 man-year of clerical support given to the Sacramento field district manager is physically located within
the headquarters office.

A further cutback in staffing is contemplated in 1967-68. Legislation
proposed by the agency, if enacted in the 1967 Session, would relieve it
of most of the workload associated with record keeping for tax-delin-
quent property. Savings of 2.5 clerical positions are forecast in the
headquarters office.

Headquarters Operation

Inasmuch as the state is the owner of tax-deeded real property, its
present practice of recording it and approving it for public sale seems
justified. The advice to local tax official activity is based on the mneed
to maintain uniform county administration of the laws pertammg to
tax-deeded property.
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Field Operation

The five field offices engage in the activities noted in Table 16 to the
degree represented

Its activities are grotuped as follows, the extent of each being indi-
cated by the percentage of time of field managers applicable thereto:

1. Restoring property to local tax base 76.7%

2. Advising county tax officials on law and administration ______ 18.7

3. Miscellaneous : . 4.6
Total 1060.0%

The first is further subdivided mto (a) encouraglng redemption of
tax-deeded property and (b) managing tax-deeded propertles

Table 16 indicates the output for 1965-66 of the various actlvl’mes
conducted under each function.

Table 16

- Field Office Functions, Output by Function, 1965-66
(a) Restoring property to local tax base by encouraging redemp-
t10n of tax- delmquent property.

(1) Predeed, letters prepared 3,842
(2) Public contacts (telephone, personal, letters sent) ____________ 2,032

‘1. (b) Restoring property to 1oca1 tax base by managing tax-deeded
propert1es ‘

(1) Properties visited - i 1,166
'(2) Inspection reports completed 605
(3) Demand letters prepared 554
(4) Leases executed 42
(5) Public contacts (telephone, personal, lettéers sent) . ___ 3,048

2. Advising coiihty tax officials on law and administration.

© (1) Contacts with local officials :—telephone 874
o ) —personal 3,367
) —Iletters sent 265

(2) Deeds verified : : 4129 -
(3) Cancellations of tax sales received 47

1. Restormg Property to Local Tax Base

The field offices operate to have property redeemed in two ways: (1)
by sending out predeed letters to owners on the tax-delinquent lists
just prior to the running of the five-year period; and (2) by managing
tax-deeded property so as to encourage former owners to redeem.

It is our belief, supported by the following evidence, that the activ-
ities of the five field offices of the division are wasteful and ineffective
m achwvmg the objective of restoration.

a. Encouragmg redemption of tax-delinquent property. The agency,
contends that the 1965 mailing of 3,268 predeed letters to owners of
about-to-be-cleeded land resulted in 1 ,255 redemptions or partial pay-
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ment of back taxes. The letter in question is a one-page form sent by
ordinary mail to less than one-half of the properties on the predeed
list. This letter duplicates a county notice required by Section 3358,
Revenue and Taxation Code, to be sent by registered mail to all owners
21 to 35 days prior to deeding, which in turn supplements newspaper
publication of predeed notices by the county. The agency’s letter is
intentionally timed to go out a week or two in advance of the county’s
mailing date. The ‘‘success rate’’ of the agency’s letter is a caleulation
made by the agency’s district managers based upon a subjective deter-
mination of which notice motivated the owner’s redemption or payment
action. It is clear that such statistics are self-serving and that the
advantage of mailing a one-page form letter duplicating the county’s
notice is illusory. In any event, the mailing of a duplicate notice is no
justification for the existence of district offices, as the mailing could
be accomplished by the headquarters office.

b. Tax-deeded land management. The agency contends that its
activity in sending out demand letters, visiting and inspecting the
property, renting of property, and contacting former owners to en-
courage redemption prior to public sale, all aid in restoring the local
property tax base.

(1) Demand letters. This one-page form letter informs the former
owner that the title to the property and associated rights of ownership
have been transferred to the state. The agency claims that 563 letters
sent in 1965 resulted in 253 redemptions. Although surrender of the
premises is demanded, rarely is the property occupied. Clearly, such a
small volume of form letters could be distributed by the headquarters
office at little cost.

(2) Inspection, renting end contacting former owners. It may be
argued that the state has a legitimate interest in evaluating the loca-
tion, nature, and value of its own land, and using it. However, there
are only three things that can happen to the land: (1) it may be sold
at publiec auction by the county and placed on the county tax roll, (2)
it will lie dormant because it has no value, (3) it will be used by the
state for its own purposes. A discussion of these possibilities exposes
the fallacy of the present management pattern.

First; if tax-deeded land has value and can be sold at public auction,
the county, as the party which stands to benefit, should have the pri-
mary job of evaluating the property to determime its tax potential.
Table 15 shows that the urgency existing 30 years ago to restore the
local tax base is long past, as inventory has greatly decreased. Table
17, a sampling of tax-deeded property made by this office, demonstrates
the low tax potential of such property as remains. The county govern-
ment has greater ability to determine value through its assessment
machinery. In any event, it is the county and not the state which
receives the delinquent taxes, interest and penalties thereon, rental
receipts and proceeds from public sale.
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Table 17
Sample of Assessed Values on Tax-deeded Lands ¥, Improved and
Unimproved, Sacramento and Los Angeles Districts, 1967
Range of assessed values

Over Total
$0-99 $100-499 $500-2,499 $2,500 No.
Number of properties
in sample:
Sacramento district
(17 counties) __._____ 32 23 9 4 68
Los Angeles district
(4 counties) ________ 41 14 10 2 67
Total, by value category 73 37 19 6 135
Percent of total _______ 54.1 274 14.1 44 100%

* Random sample of lands selected from files of tax-deeded lands (1/20 of Sacramento distriet properties;
1/18 of Los Angeles district properties).

Second, no legitimate argument can be made on behalf of managing
property which has no value or little value. Table 17 demonstrates that
about 80 percent of tax-deeded property is assessed at less than $500.
The sample also showed that only 20, or 15 percent, of these properties
have improvements. Of these improved properties, 11 were assessed at
less than $500, indicating that they are not occupied by dwellings. Lack-
ing improvements and tenants, it is obvious that the bulk of tax-deeded
property requires little or no management.

Third, use of the lands by the state is not profitable. Rental income
is negligible (see Table 14) and is paid to the county. Demand for use
of such properties by third parties is low. If, in the unlikely event the
state acquires a special use for such property, a member of the head-
quarters staff (or any qualified state employee, for that matter) could
inspect the property.

2. Advice to County Officials

Data previously presented in this analysis shows that approximately
20 percent or one man-year of the five district managers’ time is given
to assisting local tax officials. Much of this time is spent in travel.
There appears to be justification for continuing the advice function but
we believe this activity should be centered in the headquarters office.

RECOMMENDATION

The five district offices should be abolished, for a savings to the Gen-
eral Fund of $103,456.

Budget
Expenditures Amount Page Line
Salaries and wages
5 district managers $52,884 406 32
1 senior clerk 6,360 406 32
2.5 intermediate stenographers _._._._.__________ 14,796 406 32
1 intermediate typist-clerk —_ . ___ 5,181 406 32
Subtotal $79,221
Operating expenses $24,215 406 41

$103,436
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Of field office operating expenses, $2,000 has been retained to fund
the increased travel of headquarters personnel for advice to local tax
collectors. It should also be noted that our recommendation leaves
untouched 0.5 clerical position in the headquarters office devoted to
field operations. This extra manpower may be used by the headquarters
office to meet whatever extra workload results from closing of the field
offices.

Recommendation That Division Be Transferred

The Division of Tax-Deeded Liands is the smallest within the agency,
proposing to utilize but 18.8 man-years in 1967—68, The Controller’s
office has stated its plans to introduce legislation further reducing the
headquarters staff by 2.5 positions. If the recommendations of -this
office are adopted respecting district offices, the staff will be further
reduced by 9.5 positions to 6.8 positions. The division has become so
small in size and function that the need for its transfer is manifest.

It is our recommendation that the division, with such staff and
funding as 1s ultimately budgeted for 1967-68, be abolished as a sepa-
rate division within the Coniroller’s office, and be transferred to the
Assessment Standerds Division in the State Board of Equalization.

The Assessments Standards Division in the State Board of Equali-
zation is assigned the responsibility of assisting and advising county
assessors in property tax matter. It is authorized 36 positions in the
current year. Members of this office travel to county assessors’ offices
to give advice and assistance.

The range, contact with county officials, and advisory function of
the board’s present personnel are ideal conditions favoring the im-
mediate absorption of the tax-deeded land program.

STATE CONTROLLER : :
ITEM 105 of the Budget Bill ) Budget page 400

FOR SUPPORT OF THE STATE CONTROLLER FROM THE
MOTOR VEHICLE TRANSPORTATION TAX FUND

Amount requested $135,178
Estimated. to be expended in 1966—67 fiscal year 130,091
Increase (3.9 percent) - - $5,087
TOTAL RECOMMENDED REDUCTION ~ None

ANALYSIS AND RECOMMENDATIONS

This appropriation is for the cost of collecting the Motor Vehicle
Transportation (truck) tax. We have recommended to the Legislature,
in our discussion of Item 104, that the function of collecting this tax be
transferred to the State Board of Equalization. If this is done, then it
is our further recommendation that the appropriation under this item
be eliminated.
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) STATE CONTROLLER
ITEM 106 of the Budget Bill : Budget page 400

FOR SUPPORT OF THE STATE CONTROLLER FROM THE
MOTOR VEHICLE FUEL FUND

Amount requested ___—_ $961,528
Estimated to be expended in 1966-67 fiscal year 932,633
Increase (3.0 percent) —— $28,895
TOTAL RECOMMENDED REDUCTION___. : None

ANALYSIS AND RECOMMENDATIONS ,
This appropriation is for administering the gasoline tax audits and
gasoline tax refund funetlons the details of which are included under
Tiem 104.
We recommend approval.

STATE CONTROLLER
ITEM 107 of the Budget Bill - : Budget page 400

FOR SUPPORT OF THE STATE CONTROLLER FROM THE
SCHOOL BUILDING AID FUND

Amount requested - $198,661
Estimated to bg expended in 1966-67 fiscal year 198,491
Increase (0.1 percent) $170
TOTAL RECOMMENDED REDUCTION None

ANALYSIS AND RECOMMENDATIONS

This appropriation covers the auditing and accounting of the expen-
ditures of school districts for property financed by state loans under the
State School Building Aid Program. These activities are included under
Ttem 104. ‘

We recommend approval.

’ STATE CONTROLLER
ITEM 108 of the Budget Bill Budget page 400

FOR SUPPORT OF THE STATE CONTROLLER
FROM THE AERONAUTICS FUND

Amount requested $50,566
Estimated to be expended in 1966 67 fiscal year 43,304
Increase (16.7 percent) $7,262
TOTAL RECOMMENDED REDUCTION None

ANALYSIS AND RECOMMENDATIONS

This appropriation covers the auditing and accounting activities for
the airport asistance program, which are included under Items 104.
We recommend approval.
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ITEM 109 of the Budget Bill Budget page 408

FOR SUPPORT OF THE BOARD OF EQUALIZATION
FROM THE GENERAL FUND

Amount requested in Budget Bill $18,598,304

Budget request before identified adjustments________ e $19,957,209

Increase to recognize full workload change ___._.________ 707,573

Budget as adjusted for workload change _______________ $20,664,782

Adjustment—undetailed reduction (10 percent)____..____ 2,066,478
RECOMMENDED REDUCTION FROM WORKLOAD BUDGET___ $532,891
BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $1,533,587

Summary of Recommended Reductions Budget

Administration Amount Page Line

Delete 1 intermediate typist-clerk $4,980 408 15
Business Taxes

Delete 1 tax auditor III 11,412 408 15

Delete 12 intermediate clerks 59,760 410 20

Delete 4.6 auditor-student trainees 30,500 410 11

Reduce reimbursements to Department of Harbors and

‘W atercraft __ 41,193 410 41

Delete 30 distriet auditor postions 299,730 410 28
Property Taxes—AB 80

Delete 1 out-of-state auditor III 11,412 408 15

Delete 1 senior real property appraiser—_._ .. ________ 13,212 408 15

Delete 1 associate real property appraiser..._..__________ 10,872 408 15

Place existing training staff on reimbursable basis______ 38,408 411 10

Delete 1 associate administrative analyst______________ 11,412 408 15

The creation of a Department of Revenue could result in substantial
administrative savings in future years.

GENERAL PROGRAM STATEMENT

The board is composed of four elected members from areas known as
equalization districts and a fifth ex officio member, the State Controller.
‘While the board establishes overall policy, each district member has a
statutory obligation (Government Code Section 15623) to investigate,
only within his district, the administration, enforcement and operation
of all tax laws administered by the board. The executive secretary, un-
der the policy guidance of the board, directs the staff of this agency
which is equivalent to 2,365 full-time positions during the current fiscal
year.

The board has five general areas of responsibility :

1. To administer or participate in the administration of the busi-
ness and property taxes shown in Table 1.

2. To effect intercounty equalization of locally assessed property sub-
ject to ad valorem taxation.

8. To wvalue public utility and railroad properties and then to ap-
portion the values among local property taxing distriets.

4. To partially supervise (the extent was broadened by AB 80 of
the 1966 First Extraordinary Session) the activities of county asses-
sors.
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5. To serve as an appeals body from the decisions of the Franchise
Tax Board in personal income and franchise tax cases.

Table 1 shows the state taxes collected by the board, the net (after
deduction of reimbursements for collecting the local sales tax) board
costs of administering these taxes, and the ratio of costs to revenue. The
data in this table indicates that the least expensive business tax is the
levy on gasoline which is collected primarily from manufacturers. By
contrast, the most expensive tax is the levy on for-hire truck operators
where the costs consume over 5 percent of the revenue. These cost
figures do mnot include the expenses of the State Controller’s office
which participates in the administration of the truck tax and the gaso-
line tax. This table also indicates that the board spent more in its
property tax programs before AB 80 (Ch. 147, 1966 1st Ex. Sess.)
than it collected from the private car tax which is a property tax levy
on railroad cars used in this state but not owned by the railroad
companies.

Table 1
The Cost and Revenues of Tax Programs Administered by the Board
of Equalization, 1965-66

State Net board Cost as a
revenue costs percent of
Tax program (thousands) (thousands) revenue
1. Business taxes

Retail sales and use _____._____ $1,096,309 $15,149 1.389%,
Gasoline 529,844 243 05
Cigarette 74,578 519 .70
Alcoholic beverage____________ 69,323 307 44
Use fuel _ . 31,261 840 2.69
Truck 17,607 959 5.45
Income and franchise tax

appeals _ 114 .

Subtotal $1,818,922 $18,131 1.00%

2. Property taxes ’

Intercounty equalization_.____.__ — $1,026 o
Assessment of public utilities_.. _— 732 _—
Supervision of assessors .._____ — 518 -
Private car tax ___..__________ 2,205 64 2.90

Subtotal $2,205 $2,340 106.129

Total $1,821,127 $20,471 * 1.129%

* This figure differs slightly from budgetary totals because of rounding and a small amount of reimbursements
which were not deducted.

Table 2 shows a five-year comparison of the board’s staff and ex-
penditures. A large part of the staff increases during 1965-66 and
1966-67 in the administration and business tax divisions resulted from
the enactment of AB 1, Ch. 2, of the 1965 First Extraordinary Session
which provided for the prepayment of sales taxes. The enactment of
AB 80, 1966 First Extraordinary Session, is responsible for an increase
of nine positions in the property tax department in the current and
budget years. However, the major part of the new staff to administer
AB 80 is not shown in this table, but is included in Table 3 which details
the proposed increase to recognize full workload change.
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Table 2

Board of Equalization’s Budgets—a Five-Year Comparlson
of Staff and Expendltures

: Increase
Department 196768
or . Man-years over
division 1963-64 1964-65 1965-66  1966-67 1967-68* 1963-64
Administration ___ 284.9 280.2 305.4 3175 316.7 318
Business taxes ____ 1,838.5 1,830.0 1,859.9 1,883.7 1,878.4 39.9
Property taxes ____ 1541 153.8 157.3 163.4 166.7 126
Total ________ 2,277.5 2,264.0 2,322.6 2,364.6 2,361.8 84.3
Percentage
By funds Eaependitures (millions) increase *
General ___________ $15.8 $16.5 $18.3 $19.7 - -$20.0 26.1%
M.V. transportation_ 1.0 1.0 1.1 B O 11 10.0
M.V.fuel 1.0 1.0 10 11 1.2 19.4
Total _________ $17.8 $18.5 $20.4 $21.9 $22.3 24.8%

1 Does not include ““increase to recognize full workload change.”
2 Computed before rounding of expenditures.

Table 3 shows the distribution of the lump sum item in this budget
which is entitled ‘‘increase to recognize full workload change.’’ This
data indicates that about 73 percent of this increase, or $517,081 will be
used to support the new activities assigned to the board by the enact-
ment of AB 80. These workload changes will be examined in the appro-
priate program segments in the next part of this analysis.

Table 3

Distribution of the Increase to Recognize Full Workload
Change—1967-68 Budget

Workload expenditures

Organizational New Personal Operating
unit positions services expenses Equipment Total
Administration _____ 2.7 $13,410 $31,868 —— $45,278
Business taxes ______ 11.0 79,450 51,987 $13,777 . 145,214
Property taxes .
AB 80O o 23.5 331,267 163,675 . 22,139 517,081
Total ____ ______ 37.2 $424.127 $247,530 $35,916 $707,573

Reapportionment

One of the major issues facing the board in 1967 will be the question
of reapportioning the four equalization districts on a population basis.
Section 9 of Article XIII of the Constitution provides that the ““. . ..
Legislature shall have the power to redistrict the state into four distriets
as nearly equal in population as practical. . . .”” There has been one
redistricting sinee the board was created in 1879, and that occurred
in 1923 when the board had a staff of six and a budget of $37,000.
From the data in Table 4 it is obvious that there are wide disparities in
the population among the four present distriets.
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Table 4
| Estimated Population of the Board of Equalization Districts, July 1, 1966
Bqualization. district Number of Population
Number General area counties Number Percent
1  Central coastal counties, including San . o
" Francisco, San Mateo and Santa Clara __ 7 - 2,679,000 14.0
2 Central counties, including Alameda, ’
. Contra Costa and Sacramento___________ 18 3,890,400 . 208
3  Northern counties, including Marin, .
Sonoma, Napa, Solano and Yolo.___.__._ 25 1,448,100 C 75
4 Southern counties, including Los Angeles, . e
San Bernardino and San Diego..._.______ 8 11,176,900 58.2
Total : e B8 19,195,000 100.09%

In the fall of 1966, a three-member federal district court held a
hearing on the question of réapportionment of the board. The court did
not issue a reapportionment order at that time. However, the court
stated that it had jurisdiction over the case and that a final decision
will be made after its October 27, 1967 hearing on this matter.

Twenty days prior to this hearing, attorneys for both the plaintiff
and the defendant are required to file status reports with the court
indicating what actions, including any by the Legislature, have taken
place during the interval. The inference of this order is that if the
Legislature does not reapportion the board before October 1967, then
the court might take such action.

A substantial change in equalization distriet boundaries will disrupt
the present administrative structure of the board. For example, the
board has 10 business tax administrative districts but each of them is
within a single equalization district. One of the reasons for this arrange-
ment is the Government Code section which requires the board member
to investigate the administration of the tax laws within his distriet. It
is very unlikely that new equalization dlstrlet lines could be drawn
which would :

(1) Mamtaln the practice of having administration districts en-
tirely within their own equalization districts without increasing the
number of administrative districts, and

(2) Keep economic areas within a single administrative district.

. The Los Angeles County situation illustrates this general problem.
The eounty has 36 percent of the state’s population and it is part of one
administrative district. If the county is divided between two equaliza-
tion distriets, then the board will be tempted to create new administra-
tive distriets which will increase state costs but this- action would not
increase the efficiency of the board’s operation or the service to tax-
payers. Also, the splitting of economic areas between administrative
districts is not good management and undoubtedly would result m a
loss of efficiency.

The problems raised by reapportionment focus attention on the inade-
quacies of our present structure for state tax administration and the
desirability of establishing a centralized department of revenue.
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As-early as 1945 we pointed out the need for a centralized De-
partment of Revenue for administration of state tazes, and have
recommended creation of such a department on numerous occasions
since that time.

On January 10, 1955, we pointed out to the Subcommittee on the
Assembly Interim Committee on Government Organization that be-
cause magjor responsibility for administration of state taxes is shared
by three independent agencies, the Board of Equalization, the Fran-
chise Tax Board and the State Controller:

(1) It is questionable whether tax administration in California as
such is truly responsible to the voter.

(2) It is unlike the tax administering structure of any other major
state. :

(3) It is devoid of any means for real central tax research.

(4) It is lacking in method for developing and presenting a unified
plan for taxation on the part of the Governor or the Legislature.

(5) It is wasteful because of lack of centralized control and co-
ordinated -efforts.

At that time we made the following recommendations:

(1) A Department of Revenue be created headed by a director, ap-
pointed by the Governor with the approval of the Senate.

(2) A Board of Appeals and HEqualization be established, consisting
of three members serving on a full-time basis, to be appointed by the
Governor with the consent of the Senate preferably for limited stag-
gered terms.

(3) The Board of Egualization be abolished by counstitutional
amendment and all of its activities be transferred to the new de-
partment and appeals board.

(4) The Franchise Tax Board be abolished and its functions trans-
ferred to the new department.

(5) All tax functions of the Controller’s office, including adminis-
tration of inheritance and gift taxes, be transferred to the new de-
partment.

All of the foregoing recommendations except number 3 could be
implemented by amendment to various statutes without a constitutional
amendment, and such an alternative program would constitute a major
step toward improved tax administration in California. Under the
alternative program the Board of Hqualization would be limited to
activities in the property tax field, administration of aleoholic beverage
excise taxes, the private car tax and assessment of the insurance tax.

‘While the Board of Equalization is the largest tax agency in state
government at present we do not believe it would be an acceptable
substitute for a Department of Revenue.

In the first place a board or commission while well suited to policy
making and deliberative activities is not an effective administrative
body becaunse it tends to move slowly, conflicting positions of individual
members can neutralize its effectiveness, and chiefly because individual
members can evade responsibility by blaming other members for the
body’s shortcomings.
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In the second place, a board, the members of which are elected by
distriets, is subject to the further defect of a fragmented type of
administration on a district basis, with resulting lack of uniform
treatment of taxpayers statewide.

In our view, any advantage to be gained by the transfer of any major
tax responsibilities to the Board of Equalization from either the Fran-
chise Tax Board or the Controller would be more than offset by the
disadvantages which would result.

In December of 1964, the Executive Officer of the Franchise Tax
Board stated, ‘‘It is a political reality that the people of the state
hold the Governor and no one else responsible for proper tax adminis-
tration whether he actually has authority over tax administration or
not.”” At that time, this statement was made to support the creation of a
Department of Revenue with a director appointed by the Governor.
Today, the point is even more valid.

During the 1964 hearings on a Department of Revenue, conducted
by the ‘‘Little Hoover Commission’’ and the Assembly Interim Com-
mittee on Government Organization, all of the major state tax officials,
such as the State Controller, the Chairman of the Board of Equaliza-
tion, the Director of Finance who is a member of the Franchise Tax
Board and the Executive Officer of the Franchise Tax Board, agreed
that a consolidated Department of Revenue was desirable, would result
in better tax administration, and would be more economical.

A Department of Revenue, such as recommended here, would ad-
minister a total annual expenditure program of approximately $40
million with a staff of approximately 4,000, if all existing functions of
the Board of Equalization are included. If the constitutional activities
of the Board of Equalization are excluded the department would ex-
pend approximately $37.3 million annually with a staff of approxi-
mately 3,800. In our opinion the creation of a Department of Revenue
on either basis would result in substantial administrative savings when
its activities have become properly integrated, probably a minimum of
at least $1 million per year.

ANALYSIS AND RECOMMENDATIONS
Administration

This division provides executive, staff and support services to the
entire board. A distribution of the staff is shown in Table 5. These
man-year figures differ slightly from budgetary totals because they
include an adjustment for the 2.7 positions (Table 3) added for work-
load change, and they are allocated on the basis of where the positions
actunally work rather than where they are assigned (i.e., an adjustment
has been made for the temporary borrowing of positions between divi-
sions).
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: * Table 5 :
Distribution of Staff and Expenditures in the Administration Division
. Man-years
Units 1965-66 1966-67 1967-68
1. Bxecutive : 20.9 20.5 20.5
2. Staff services: .
Legal . 33.3 34.2 3.42.
Internal audit 4.8 4.9 4.9
Personnel 114 : 11.7 12.6
Administrative analyst ______________ 8.8 8.8 8.8
Subtotal - 58.3 59.6 605
3. Administrative services: .
Fiscal office 30.1 30.1 30.1
Statistics 8.2 80 . 8.0
EDP 103.3 1297 113.6
General services 88.8 90.9 91.7
Subtotal 230.4 Coo41.7 © 2434
Total _. - 309.6 3218 . 3244
: . ' Ezpenditures (thousands)
General Fund $3,961 © $4,319 $4,453
M.V. Transportation Tax Fund _________ 213 157 161
M.V. Fuel Fund ' - 205 182 189
Total $4,379  $4,658 $4,803
Executive

This unit eonéists of the board members, their deputies, the executive
secretary, the tax service specialist and related clerical positions. No
change in the level of service is proposed.

Staff Services

About eight positions (both attorneys and clerks) in the légal unit
work on appeals from the Franchise Tax Board. No change in the level
of service is proposed for this unit, the internal audit or the administra-
tive analyst units. The personnel unit is requesting one additional clerk
(part of the workload change) to supplement the headquarters training
staff which consists of a training officer, one existing full-time clerk and
on occasions a clerk borrowed from the personnel section. The board
contends the new position is needed because the regular workload is in-
creasing and the personnel section will no longer be able to supply
temporary help to the training activity:

We. recommend disapproval of the new intermediate typist-clerk
position ($4,980) for the training section, budget page 408, line 15.

If the workload justifies additional temporary help for this section,
it could be obtained by borrowing from other units rather than creating
a new position.

Administrative Services

The four units in this activity provide staff support for the entire
agency. The activities of these units include budgetary development and
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control, statistical reports, data processing services and such general
services as cashiering, mailing and supply. One of the incidental tasks
of the statistical unit is the preparation of the board’s assessment of the
gross premium and retaliatory taxes on insurance companies. The EDP
unit-is requesting one new keypunch operator ($5,100) on a workload
basis. General Services is. requesting an increase of .7 Iman-years of
temporary help ($3,330). Both of these changes are part of the ‘‘work-
load increase.’’ Based upon existing workload standards, we recommend
both of these positions be approved.

Business Taxes

About 80 percent of the board’s staff is assighed to the business tax
department which administers the state and local retail sales taxes, the
cigarette tax, alecoholic beverage taxes, the motor vehicle use fuel (die-
sel) tax, and participates in the administration of the motor vehicle
fuel (gasoline) and motor vehicle transportation (truck) taxes. Table 6
shows that almost 90 percent of the business tax staff is devoted to the
administration of the sales tax. This table also indicates that the staff
for the other tax programs is rather stable.

The man-year figures in Table 6 and all subsequent tables in this see-
tion are based upon the board’s time reporting system which allocates
positions according to the time spent on various taxes. These figures also
include the ‘‘workload’’ adjustments for 1967-68.

Table 6
Distribution of Staﬁ" and Expenditures in the Business Tax Program
Man-years

By taw 1965-66 196667 1967-68*
Sales . 1,644.6 1,668.9 1,677.0
Cigarette 8.6 8.7 8.6
Alcoholie beverage 22.2 224 223
Use fuel 73.0 73.5 72.9
Gasoline _ i 20.3 20.4 20.3
Truck 84.9 85.5 84.8

Total 1,853.6 1,879.4 1,885.9
By fund Expenditure (thousands)
General Fund $12,440 $13,202 $13,498
M.V. Transportation Tax Fund ________ 868 916 937
M.V. Fuel Fund i 836 951 o7

‘Total $14,144 $15,069 $15,407

* Tneludes adqutment for “increase’to recognize full workload change.””
Savles Taxes . .

The budget proposes 26.5 new positions for 1967-68 as shown in
Table 7. Those shown in column (1) are detailed in the printed budget

while those in column (2) are included in the “1nerease t0 recognize
full Workload change.”’
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The 12 junior clerk positions for districts, shown in column (1) were
authorized by the 1966 Legislature for one year only, with a termina-
tion date of June 30, 1967.

These are now proposed as new permanent positions for 1967-68.

We recommend disapproval of 12 junior-intermediate clerks
($59,760) for the districts, budget page 410, line 20.

We have had a disagreement with the board for several years over
the staffing pattern and standards of field compliance positions (tax
representatives and clerks). During the first six months of 1965, the
board conducted a new time reporting study to determine what por-
tion of the compliance staff’s time was devoted to different activities,
and based upon the results, the board was obligated to establish work-
load and staffing standards for the district offices. The resuits of this
study were not available last year when we prepared our Analysis
and when these 12 positions were authorized for one year only. The
results still are not available. In the absence of these results, we can-
not recommend approval of any additional positions for this activity.

Table 7
Proposed New Positions in the Business Tax Department, 1967-68
(1) (2) (3) (Y

Headquariers unit . Budget Workload Salaries
Audit detail increase Total and wages

Tax auditor IT____. ..________ - 2 2 $18,432
Office

Tax auditor ITI _ 1 1 11,412

Tax auditor XX__________.____ . 1 1 9,216

Tax representative ____________ - 1 1 7,728

Intermediate clerks —._________ . 3 3 17,430

Senior account elerk.__________ __ i 1 5,772

Janitor —1.1 — —1.1 —5,496

Total headquarters _______ —1.1 9 7.9 $64,494

Districts : .

Junior intermediate clerks______ 12 2 14 $69,720

Student auditors _____________ 4.6 . 4.6 30,500

Temporary help ______________ — — . —500

Total districts ——_________ 16.6 2 18.6 $99,720

Total Business Taxes____________ 15.5 11 26.5 $164,214

The 4.6 auditor-student trainee positions represent additional posi-
tions established as administrative adjustments during the current year
and proposed for continuance on the same basis during the budget year.
It is stated that the reason for this action is to facilitate recruiting,
because of difficulty in filling auditor positions at higher levels. We
have no objection to such a program but believe it should be conducted
by downgrading existing vacant positions rather than by increasing the
total number of authorized positions by 4.6 and the total appropriation
by $30,500 as is proposed.
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It should also be noted that the report to the Joint Legislative Budget
Committee required by Section 20 of the Budget Act of 1966, covering
positions which were continuously vacant during the period between
10-1-65 and 7-1-66 does not indicate any positions in the Board of
Equalization in this category. This would appear to belie the statement
that serious recruiting problems exist in the Board of Equalization.

We recommend deletion of 4.6 auditor-student trainee positions and
$30,500, budget page 410, line 11.

We recommend disapproval of the new tax euditor III ($11,412)
posttion for the headquarters office, budget page 408, line 15.

The justification submitted by the board does not warrant approval
of this position. The board contends that a 46-man unit (return review)
needs 3 section supervisors in addition to the unit head. However, the
existing staffing pattern consists of three supervisors, although one of
them is at a lower classification level than the proposed position. The
board’s problem evidently is one of classification rather than a new
position.

We recommend that the other new positions in Table 7 be approved
on a workload basis.

One of the features of AB 1 of the 1965 First Extraordinary Session
was the imposition of the sales tax on the occasional (nonretail) sale of
boats. The administration of this new levy, which produced $920,000 in
196566, is divided between the board and the Department of Harbors
and Watereraft which is reimbursed ($82,259 in the budget year) by
the board for its services.

This reimbursement supports about 10 positions in the department.

The board now proposes that the method of administering this tax be
revised whereby it will assume a larger share of the responsibility with
the result that the total cost of this program will be reduced.

We recommend. approval of the board’s proposal to change the
method of administering the sales tax on boats. Their proposal would
involve the following:

1. A reduction from $82,259 to $14,462 in reimbursements to the
Department of Harbors and Watercraft. This change would eliminate
eight positions in the department.

2. An increase of four clerical positions in the board at @ cost of
326,604 to assume the workload formerly handled by the department.

3. A net savings from these changes of $41,193 in the budget year.

An overall view of the manpower used to administer the sales tax is
shown in Table 8. This information was developed by the board as part
of its program budget material and it indicates that the auditing ac-
tivity comprises almost 44 percent of the staff. Next in staff size is the
registration of taxpayers. Most of the recent staff increases have been
allocated to the registration and processing activities. This table also
shows that the workload is fairly stable except for the registration
figure in 1965-66 which is distorted because of the enactment of AB 1
with its prepayment features.
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Table 8
Admmlstratlon of State and Local Sales Taxes

B Percentage
Man-years of staff distribution
Activity 1965-66 196‘6‘ 67  1967-68 196768
Registration of taxpayers____._____~___ '330.6 334.1 +-339.9 -20.3% -
Processing tax returns_ . _______ 185.3 191.2 197.9 11.8
Collections 186.6 191.6 190.5 114
Auditing - 731.0 739.1 735.3 43.8
Administration 211.1 2129 - 2134 12.7
Total ——__ 1,644.6 1,668.9 1,677.0 100.09%
: Thousands of workload units
Registration aectivity _______ - _______ 277 255 255
Tax returns and related material._____ 1,770 - 1,781 1,789
TField collections i . . 44 45 46
Audits i 37 37 37

Sales Tax Field Audits

During 1965-66, the board made about 37 000 sales tax field audits
at a cost of $10, 728 000. These audits produeed $17,951,000 in net reve-
nue or an average of $1.67 in revenue for each dollar Of'cost, as indi-
cated in Table 9. This table also shows that the most productive audits
were those made by the out-of:state auditors who constltute about 10
percent of the total auditing staff.

Table 9 :
Net Revenue per Dollar of Cost From the Sales Tax Field Audlt Program
District 1961-62 1962-63 1963—64 196465 1965-66
Los Angeles . ___ $1.90 $1.82 $1.50 $1.74 - $1.56
San Bernardino __._._._.____ 1.40 1.77 1.61 - 1.99 2,06
Marysville —____—_______ 1.34 1.71 1.61 - 2.04 1.80
San Francisco . _______ 1.30 1.39 1.05 NGE 1.33
San Jose - _______ 1.35 1.26 1.27 . 87 1.31
Oakland ——_____________ 1.80 1.22 140 142 1.35
Santa Rosa _____________ 1.19 116 98 o114 1.41
Saecramento _____________ 1.49 1.15 1.27 - 1.39 C 107
San Diego ______________ 1.03 95 56 1.15 - 1.06
Fresno - 108 95 . 1138 121 1.23
Total in-state —_____._ $1.60 $1.53 - $1.35 $149 - ;$1'47
Out-of-state ____.________ 3.48 2.80° 4.62 N 5.53 3.19
Total $1.78 $1.65 '$1.65 . .$186 $1.67

It should be noted that the amounts in Table 9 are overall averages
only. An examination of the detailed records on which thesé averages
are based discloses the further fact that as to the instate audits com-
pleted in 1965-66 which produced an average of $1.47 in revenue per
dollar of cost, about two-thirds of the total number, 1nvolv1ng over 50
percent of the audit manpower expended dld not result in sufﬁclent
additional revenue to cover their cost.

For many years we have studied in detail the productivity and work-
load of the sales tax field audit staff. From this study we conclude that:
(1) The board has too many sales tax auditors, and (2) the board is
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allocating an excessive number of its auditors to the medium-size sales
tax accounts. These conclusions are based upon the information in the
next four tables which show:

1. During 1965-66, the board fulfilled .its quota by auditing all of
the large instate accounts (Table 10). However, this task was accom-
plished with 29.5 less man-years than estimated by the quota (Table 11).
Since all of the large acecounts are either audited, or reviewed and deter-
mined to be unprofitable for auditing, any manpower savings in this
category automatically is transferred to other audit categories.

2. The board’s original quota for the medium size instate accounts
called for 12,309 audits (Table 10) in 1965-66 which represented about
30 percent of the eligible accounts. However, the actual coverage was
16,550 audits or 40 percent of the eligible list. This extra coverage was
possible because manpower was shifted (Table 11) from other types of
accounts.

3. On the average, the medium-size instate audits produced only $1.14
in revenue for each dollar of cost (Table 12). This was the lowest re-
covery of any of the audit categories, either instate or out of state.
Despite this low recovery, the board allocated 45.5 percent of its instate
audit manpower to the medium-size audits (Table 11).

4. Table 18 shows that four districts lost money on their medium
audits during 1965-66 and three other districts were barely above the
break-even point.

In our 1965-66 analysis, pages 462 to 466, we questioned the advisa-
bility of allocating over 45 percent of the board’s instate audit man-
power to the medium size accounts which at best are only marginal.
Therefore, we recommend that the instate field auditing staff be re-
duced by 30 positions for ¢ savings of $299,730, budget page 410, line
28. Even with this réduction, the board would be able to audit 30
percent of the eligible medium-size accounts which was 1ts quota in
the last actual year.

Table 10
Comparlson of Sales Tax Field Audit Quotas and Actual Audits
i . Number of Audits
1. Instate only : 196'4—65 1965—-66 1966-67
Type of sales tax account - Actual  Quota. Actual Difference Quota
Large 4,077 4,233 4,298 65 4,367
Medium . _____.. ______ 15117 12,309 16,550 4,241 15,879
Small 7,073 5584 6,413 829 6,093
Closeouts, ete. _________ 7,166 3,956 7,291 3,335 3,798
Total __ . 33,433 26,082 84552 = 8,470 30,137
2. Qut-of-state )
~ Type of sales taz account ‘
Large 326 616 459 —157 608
Medium 558 691 858 167 T.691
Small 268 301 497 196 204
Closeouts, ete. ... 498 677 556 —I121 613
Total 1,650 2,285 2,370 85 2,116
3. Totals 35,102 28,367 36,922 8,555 382,253

473




Equalization Item 109

Board of Equalization—Continued

Table 11
Comparison of Sales Tax Field Audit Manpower Quotas and Actuai Work
Man-years
1. Instate only 196465 1965-66 1966-67
Type of sales tax account Actual Quota  Actual Difference Quotae
Targe 132.6 164.7 135.2 —29.5 152.2
Medium . ______ 198.9 170.7 207.3 36.6 206.0
Small 67.3 56.1 = 63.1 7.0 60.4
Closeouts, ete, —.__________ 46.1 48.4 49.5 11 47.4
Total _________________ 444.9 439.9 455.1 15.2 466.0
2. Qut-of-state
Type of sales tax account
Large 19.2 401 234 —16.7 34.5
Medium 11.7 14.7 15.9 1.2 13.9
Small 4.1 4.6 7.7 3.1 36
Closeouts, ete. . _____ 71 114 .7 —3.7 10.4
Total —_______________ 42.1 70.8 54.7 —16.1 62.4
3. Totals 487.0 510.7 509.8 —0.9 528.4
Table 12

‘ Analysis of Sales Tax Field Audits, by Type of Audit, 1965-66
1. Instate only

Type of sales Number  Audit Audit Net Revenue per
tax account of audits man-years cost revenue dollar of cost
Large _—______ 4,208 135.2 $2,865,647 $4,235,723 $1.48
Medium ——_____ 16,550 207.3 4,393,360 4,987,743 1.14
Small . ___ 6,413 63.1 1,337,934 1,662,120 1.24
Closeouts, etc.—_ 7,291 45.5 891,958 3,107,890 3.48
" Total —_____ 34,552 455.1 $9,488,899 $13,993,476 $1.47

2. Out-of-state
Type of sales tax account

Large . ____ 459 23.4 $545,384 $1,693,686 $3.11

Medium ——_____ 858 15.9 371,853 1,042,633 2.80

Small _——____ 497 7 178,490 452,154 2.53

Closeouts, ete.__ 556 7.7 143,783 769,654 . 5.35

Total —_____ 2,370 54.7 $1,239,510 $3,968,127 $3.19

3. Totals 36,922 509.8 $10,728,409 $17,951,603 $1.67
Table 13

Comparlson by Districts of the Audit Staff and Net Revenue per Dollar
of Cost of the “Medium” Sales Tax Audits, 1965-66

Medium Audit Staff

Percent of Revenue per
District Man-years district staff dollar of cost
Sacramento 8.0 45.7% $0.92
San Jose 12.6 48.7 0.96
San Franeisco . ____________ 26.2 475 0.97
Oakland 16.1 42.4 0.98
Fresno __ 8.8 50.6 1.02
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Table 13—Continued

Comparison by Districts of the Audit Staff and Net Revenue per Dollar
of Cost of the “Medium” Sales Tax Audits, 1965-66

Medium Audit Staff

Percent of Revenue per

District Man-years district staff dollar of cost
Santa Rosa 5.5 45.6 ) 1.06
San Diego 9.6 41.3 1.08
Los Angeles 97.1 442 1.19
San Bernardino ______________ 154 47.4 1.27
Marysville 8.0 58.8 1.94
Total instate _____________ 207.3 45.5% $1.14

Cigarette Taxes

This tax is collected by the sale of cigarette tax stamps or meter im-
pressions to cigarette distributors. The sales are made through branch
offices of the Bank of America which receives about $18,000 as a serv-
ice fee. The board purchases the tax stamps from a vendor at an esti-
mated cost of $442 000 in the budget year.

Table 14 shows the manpower and workload involved in administer-
ing this tax.

Table 14
Administration of Cigarette Taxes
Man-years of staff

Activity 196566 1966-67 196768
Registration of taxpayers.._____ .8 9 8
Processing tax returns ________ 53 5.3 5.3
Collections A 1 1
Auditing 2.0 2.0 20
Administration _______________ 4 4 4
Total 8.6 8.7 8.6
Number of workload units
Registration activity __.____.____ 35 39 41
Tax returns 3,130 3,140 3,150
Collection activity ______.______ 661 660 660
Desk and field audits __________ 183 180 180

Alcoholic Beverage Taxes
Included in this category are the excise taxes on beer, wine and dis-
tilled spirits. Table 15 shows the manpower and workload involved in

administering these taxes.
Table 15

Administration of Alcoholic Beverage Taxes
Man-years of staff

Activity 196566 1966-67 v 1967-68
Registration of taxpayers ______ 25 2.5 2.5
Processing tax returns —__.____ 8.7 8.9 8.9
Collections 14 1.4 14
Auditing : 8.6 8.6 8.5
Administration —______________ 1.0 1.0 1.0
Total 22.2 22.4 ‘ 22.3
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Number of workload units

Activity o 1965-66 - 196667 - 1967-68
Registration aetivity __________ 1,622 ’ 1,627 ' 1,632
Tax returns 12,898 12,900 12,950
Collection activity __.________ 363 375 375
Audits 114 120 120 -

Motor Vehicle Use Fuel (Diesel) Tax

This tax consists of a $0.07 per gallon levy on diesel fuel used to
propel motor vehicles on the highways. Table 16 shows the manpower
and workload involved in administering this tax.

Table 16
Administration of Motor Vehicle Use Fuel Taxes
Man-years of staff .

Activity . 1965-66 196667 1967-68
Registration of taxpayers . __ . . ____ 274 275 . '27.3.
Processing tax returns 11.7 11.9 11.8
Collections ) 7.8 79 7.8
Auditing 158 : 15.3. -15.2-
Administration . 10.8 10.9 ‘10.8
Total 730 735 72.9
Activity ‘ : - Thousands of workload units
Registration activity 15.7 16.4 172
Tax returns 133.5 128.4 123.1
Collection activity 2.3 24 25
Audits 8 .8 .8

Table 17 shows the productivity of the use fuel audit program. One
reason for the low yield of this program in 1965-66 was the unusually
high rate of refunds especially in the San Francisco and Marysville
districts.

. Table 17
Motor Vehicle Use Fund Audit Cost and Revenue by Districts, 1965-66
) Audit Net revenue
District Est. cost Net revenue  per dollar of cost
Los Angeles $51,986 $73,391 $1.41 ‘
San Francisco - 6,230 —16,664 . =267
Oakland 10,419 17,405 1.67
K'resno 20,263 17,772 - : .88 -
San Bernardino 7,924 12,479 . ¢ 1.57 .
San Diego __ 7,324 13,888 ‘ 1.90
San Jose 9,178 10,709 C1a7
Santa Rosa 10,805 8,517 79
Sacramento . —_ 16275 26,855 1.65
Marysville . 17,529 —22,364 —1.28
Total in-state $157,933 $141,988 ..  $0.90
Out-of-state $12,726 $10,181 ~ $0.80
Total $170,659 $152,169 $0.89

Motor Vehicle Fuel Taxes

This levy is more commonly known as the gasoline tax. It is imposed
on the manufacturer or importer of gasoline. There are about 1,500 tax-
payers subject to this levy, but nine major oil companies account for
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almost 90 percent of the taxes. The State Controller participates in the
administration of this tax by collecting dehnquencles and refunding
the tax to certain nonhighway users. .

Table 18 shows the manpower and workload involved i in administering

this tax.
Table 18

Administration of the Motor Vehicle Fuel (Gasoline) Tax
Man-years of staff

Activity - 1965-66 - 1966—67 1967-68
Registration of taxpayers __________ 1.1 11 11
Processing .tax returnS_— . _____ 9.4 9.5 9.5
Collections . T T 4
Auditing 71 71 7.0
Administration : 2.0 2.0 2.0
Total 20.3 20.4 20.3
Activity - Number of workload units
Registration activity ______—_______ 1,713 1,737 1,753
Tax returns —— g 3,800 - 8,800 3,800
Collection billings _________________ 240 250 250

Audits 63 60 . 60
Motor Vehicle Transportation Tax ‘

This levy is more commonly known as the ‘‘truck’’ tax. Vehicles using
the highways to transport persous or property for hire are subject to
this tax. The State Controller also participates in the administration of
this tax by collecting delinquencies.

Table 19 shows the manpower and workload involved in administering

this tax.
Table 19

Administration of the Motor Vehicle Transportation (Truck) License Tax
Man-years of staff

Activity . 1965-66 1966-67 1967-68
Registration of taxpayers 36.0 36.2 35.8
Processing tax returns 9.6 9.7 9.7
Collections 4.5 4.5 4.5
Auditing : - 21.5 : 21.6 21.4
Administration 133 13.5 13.4
Total . 84.9 85.5 84.8
Activity : : . ) Thousands of workload units
Registration activity 20.4 20.9 21.7
Tax returns. __ : 124.9 114.5 104.0
Collections billings 1.0 1.0 1.0
Audits - 0 1.0 1.0

Property Taxes

The property tax program consists of (1) advising and assisting
county assessors to promote uniform local property tax assessment
practices throughout California, (2) conducting sample appraisals in
the counties and trending the results of past appraisals to ascertain if
a proper degree of intercounty equalization exists, (3) assessing public
utility and railroad properties and then apportioning the values among
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the counties, and (4) assessing and collecting property taxes on private
railroad cars. Table 20 shows the distribution of manpower among these
activities. The information in this table is a composite which includes
the existing manpower in the property tax department, plus the new
manpower for tax legisiation (AB 80) which is shown on page 411 of
the budget, and in addition it includes the new workload positions for
- AB 80.

Table 20
Distribution of Staff in the Property Tax Frogram
Man-years
Activity 1965-66 1966-67 1967-68
Supervision of assessors:
Publications 8.2 8.8 8.6
Training and certification _________________ 5.4 5.8 9.6
County surveys 1.2 1.3 9.2
Special services 9.7 11.7 12.2
Administration w7 8.5 10.0
Subtotal 32.2 36.1 49.6
Intercounty equalization :
Sample selection N 9 9
Property appraisals __ 54.7 55.2 59.5
Administration 8.1 8.8 9.9
Subtotal 3.5 64.9 - 70.3
Assessment of Public Utilities :
Computation of value indicators____________ 1.8 : 1.8 1.8
Field and office appraisals ________________ 18.3 18.3 18.1
Allocation of assessed values_______________ 16.7 16.7 164
Maintenance of tax code maps . ______ 15.4 15.6 15.1
Administration 54 5.7 6.6
Subtotal . ' 57.6 © 581 58.0
Private Car Tax:
Valuing, assessing and collecting tax________ 3.9 3.9 3.9
Administration 4 4 4
Subtotal 43 4.3 4.3
Total Property Tax Department _____________ 157.6 168.4 182.2

A summary of all the new positions for AB 80 is contained in Table
21. Twenty-three and one-half of these positions are part of the work-
load change. An additional nine of these positions are detailed in the
budget under tax legislation. The remaining five positions will be reim-
bursed. For simplicity, we have treated all of these AB 80 positions as
-if they were part of the property tax department. In reality, this is not
the case. Some of the AB 80 positions will be assigned to the adminis-
tration division, others will be assigned to the business tax department,
and a third group, the office of appraisal appeals, will be a new organiz-
ational unit within the board.
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Table 21
New Positions for the Support of AB 80 in the 1967-68 Budget
) Salaries
Activity Classification Number and wages
1. Property tax administration
Chief of operations___________ 1 $17,292
Senior stenographer__________ 1 6,066
Property tax evaluator_______ 1 13,212
Subtotal 3 $36,570
2. Rules and regulations
Associate tax counsel ________ 1 $14,568
Senior real property appraiser_ 1 13,212
Subtotal ____ 2 $27,780
3. Restricted land appraisals
Associate real property
appraiser _________________ 2 $22,014
4, Audit of out-of-state records
Qut-of-state auditor I1T ______ 1 $11,412
5. Appraisal review process
Senior real property appraiser. 1 $13,212
Associate real property
appraiser _________________ 3 32,616
Subtotal . ____________ 4 $45,828
6. Office of Appraisal Appeals
‘ Chief 1 $16,872
i Senjor stenographer_..________ 1 5,916
3 Real property appraiser______ 6 76,315
Subtotal _______________ 8 $99,103
7. County surveys .
Senior real property appraiser 1 $13,212
Associate real property
appraiser ___._____________ 5 54,360
Associate administrative
analyst 1 11412
Intermediate typist-clerk _____ 1 4,980
Subtotal _______________ 8 $83,964
8. Contract services to counties
Senior property auditor-
appraiser _________________ 1) ($13,212)
9. Welfare exemptions and
property tax forms
Associate property auditor-
_ appraiser . ___________ 1 $10,872
10. Certification and training
Associate real property
appraiser ___._____________ (3) ($32,616)
Intermediate typist-clerk __.___ (1) (4,980)
) Subtotal _______________ (4) ($37,596)
11. Executive staff -
Associate tax counsel_________ 1 $14,568
Associate administrative
analyst 1 11,412

479




Equalization Item 109

Board of Equalization—Continued
Table 21—Continued
New Positions for the Support of AB 80 in the 1967-68 Budget

. Salaries
<. Classification Number and wages

Intermediate typist-clerk____ - (1) - (4,980)

Hearing reporter ____________ 3 4,938

Subtotal - _____________ 33 $36,282

Total 375 $424,633
Reimbursed (5.0) ($50,808)

Net additional staff 32.5 $373,825

] 1(1)ur analysis and recommendations eoncerning these new positions
ollow: :

Property tar adminisiration. The chief of operations would act as
the deputy director of the property tax department and would. assume
day-to-day supervision over the three operating units. The clerical po-
sition would be assigned to the chief. The property tax evaluator would
act as an internal auditor for the department. One of his main tasks
would be to determine if the staff in the three operating units are fol-
lowing standard and uniform assessment practices. We recommend ap-
proval of these three positions. o

Rules and regulations. AB 80 prescribes that the board shall issue
rules and regulations governing the activities of county assessors and
local boards of equalization. The number of regulations might total as
many as 150, covering such areas as exemption procedures, valuation of
property, tax situs, assessment procedures, and local equalization. We
recommend approval of the two new positions for this activity.

Restricted land appraisals.  AB 80 imposed the requirement that
when farmland, timber or unimproved lots are assessed as part of the
intercounty equalization appraisals, then a minimum of five comparable
sales must be obtained to compare values. Prior to AB 80, only three
sales were required. We recommend approval of the two new positions
for this activity.

Audrt of out-of-state records. The board is requesting one out-of-
state auditor -III position to audit the personal property tax records
of firms which are part of the intercounty equalization sample. We
recommend disapproval,of this new position for a savings of $11,412,
budget page 408, line 15. The board currently has 73 auditors in its
out-of-state offices and this property tax workload shoud be absorbed
by the existing staff. ‘

Appraisel review process. This activity refers to the extra work-
load the intercounty equalization unit will experience as the result of
longer conferences over appraisals with the county assessors and the
new time required to explain contested appraisals to the staff of the
Office of Appraisal Appeals. The board is requesting three associate
appraisers for the above workload. A new senior appraiser is requested
to act as a coordinator of all conference schedules. We recommend
approval of two associate real property appraisers, and disapproval

480




Item 109 Equalization

Board of Equalization—Continued

of one associate approiser ( $10,872) and one senior real property ap-
praiser ($13,212) for a savings of $24,084, budget page 408, line 15.

The essence of our recommendation is that the board should exercise a
certain amount of control over the time devoted to conferences in order
to prevent this activity from becoming an unmanageable drain upon
their resources. We also suggest that the supervisors in the intercounty
equalization unit be given the task of explaining contested appraisals to
the staff of the Office of Appraisal Appeals. Regarding the senior ap-
praiser position, we do not believe sufficient workload information was
presented to justify this position. .

Office of Appraisal Appeals. This is a new appeal body which shall
review appeals from the county assessors concerning valuations made
by the staff of the intercounty equalization unit. The board is request-
ing eight new positions to staff this activity. This request. appears rea-
sonable, but at this time it is almost impossible to estimate accurately
the workload which might develop. We recommend approval of these
etght positions. ‘

County surveys. AB 80 requires the board to survey the operations
and practices of each county assessor’s office at least once every six
years. Unlike surveys conducted in the past, the board now has the re-
sponsibility of critically evaluating the practices followed by the asses-
sors. We recommend approval of the eight positions for this activity.

Contract services to counties. This position will coordinate the re-
quests of county assessors to have the board audit business personal
property tax statements. The cost of this service, including that of the
coordinator, will be charged to the counties. We recommend approval of
this position. v

Welfare exemptions and property taw forms.. The board’s responsi-
bility in this area was expanded by AB 80 and we recommend. approval
of the position.

Cermﬁcatwn and training. AB 80 requires all county appraisers to
receive at least 24 hours of training annually. The board also has the
responsibility of certifying county appraisers. The cost of both of these
activities will be charged to the counties which receive the service. We
recommend approvel of the four new positions for this activity.

However, the board has 3.5 existing positions which also are engaged
in providing training services to the county assessors and their staffs.
At the present time, no charge is made for these services. We recom-
mend that the existing training services be placed on a reimbursable
basis for @ net savings of $38,408, budget page 411, line 10.

Executive staff. The 3.5 positions herein requested would be part
of the administration division rather than the property tax depart-
ment. We recommend approval of -the associate tax counsel, the inter-
mediate stenographer and the one-half of a hearing reporter position.
We recommend disapproval of the new- associate administrative analyst
($11,412) position, budget page 408, line 15. The workload information
was not sufficient to justify this last position.

The property tax department is composed of the following three oper-
ating units. ‘
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Operating units Program budget designation
Assessment Standards Division Supervision of assessors
Intercounty Equalization Division Intercounty equalization
Valuation Division Assessment of public utilities

Private car tax

The distribution of manpower among these program units was shown
in Table 20. A discussion of their activities follows,

Supervision of Assessors

Table 20 showed that 8.6 man-years were requested for publication
work in the budget year. This work consists of revising material in the
Assessors’ Handbook which is a 2,100-page document dealing with all
phases of assessment. Many of the revisions are caused by law changes
or court decisions. In addition, the activity consists of preparing circu-
lar letters to the assessors on material which requires immediate atten-
tion. No signifiicant change is made in the staffing pattern for this ac-
tivity.

The second activity is training which was expanded by AB 80, and a
new duty of certifying county appraisers. Training takes three forms:
(1) classroom instruction (2) field instruction and (3) special courses
conducted to introduce new manuals or concepts. Under AB 80, all ap-
praisers will have to receive at least 24 hours of training annually in
order to retain their certification. The board may either conduct this
training or approve the training conducted by others. The budget pro-
poses that the certification function and part of the training be funded
on a reimburseable basis. We recommend that all of the cost of the
trainsng conducted by the board be reimbursed.

The third activity is the survey of county assessors’ offices. In the
past, the board has devoted about one man-year to this work. AB 80
changed the basic concept of these surveys. In the future they will be
in effect an internal audit of the county assessors’ offices. For example,
AB 80 provided that the board shall examine the extent to which intra-
county equalization has been achieved. The proposed staff for this
activity in the budget year was expanded to 9.2 man-years.

The fourth activity consists of providing special assistance to the
county assessors. Included in this category are the review of property
tax welfare exemptions, the board’s assistance on timber maturity
boards, and the use of such specialists as a petroleum and mining ap-
praisal engineer, a valuation engineer, ete. to assist the counties on
assessment problems.

Intercounty Equalization

The first activity consumes less than one man-year of staff time and
it consists of selecting the appraisal sample, and trending the results
of past appraisals to obtain current assessment ratios.

By law, the board is required to make appraisal surveys in each of
the 58 counties at least once every three years. On the average, 300
appraisals are made in each county. The workload of this activity is
expanding because of three factors: (1) AB 80 required more sales
samples to be used when appraising land, (2) the county assessors are
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requesting more time to review the board’s appraisals because the re-
sults could have an effect on the local equalization hearings, and (3)
the establishment of the new Office of Appraisal Appeals subjects this
division’s work to another review process. This activity has 59.5 man-
years of staff in the proposed budget, which is an increase of 4.3 man-
years over the current level. This increase could grow rapidly in the
future if the assessors, the large taxpayers, and the Office of Appraisal
Appeals, demand more time to review the results of these appraisals.

Assessment of Public Utilities

The first activity consists of computing indicators which are used
to value the ‘‘unitary property’’ (ie. the property which is part of
the public utility system). These indicators include over 70 different
cost indexes, each of which is applicable to a different class or type of
utility or railroad property. Table 20 shows that 1.8 man-years of staff
will be devoted to this task. ‘

Tield and office appraisals constitute the second activity. These ap-
praisals serve two purposes: (1) they establish the basis for valuing
nonunitary property (e.g. oil wells owned by a railroad) and (2) they
provide information on unitary properties which facilitates the alloca-
tion of these values among the various counties. In the budget year,
18.1 man-years of staff will be devoted to this activity.

The third activity is the actual allocation of unitary values among
counties and to the more than 20,000 tax code areas within the counties.
This task would consume 16.4 man-years in the budget year.

Maps identifying the boundaries of all tax code areas in the state
are prepared and updated annually to reflect boundary changes and the
formation of new distriets. This task will require 15.1 man-years in the
budget year.

Private Car Tax )

This activity consists of obtaining records from the railroad com-
panies on the movement of certain railroad cars in and out of the
state. The next step is to assess the tax liability and collect the proceeds
which are estimated at $2.7 million in 1967-68. In the budget year,
3.9 man-years are requested for this activity.

: BOARD OF EQUALIZATION
ITEM 110 of the Budget Bill Budget page 408

FOR SUPPORT OF THE BOARD OF EQUALIZATION FROM
MOTOR VEHICLE TRANSPORTATION TAX FUND

Amount requested $1,008,737
Estimated to be expended in 1966-67 fiscal year 1,072,782
Increase (2.4 percent) $25,955
TOTAL RECOMMENDED REDUCTION None

A‘N'ALYSIS AND RECOMMENDATION

The Board of Hqualization assesses and the State Controller collects
the 1.5 percent gross receipts motor vehicle transportation license tax
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on for-hire truck operators. This appropriation is to cover the board’s
cost of administering the tax, the details of which are included under
Ttem 109. i

We recommend approval as budgeted.

BOARD bF EQUALIZATION
ITEM 111 of the Budget Bill Budget page 408

FOR SUPPORT OF THE BOARD OF EQUALIZATION FROM
THE MOTOR VEHICLE FUEL FUND

Amount requested $1,165,945
Estimated to be expended in 1966-67 fiscal year 1,132,979
Increase (2.9 percent) $32,966
TOTAL RECOMMENDED REDUCTION - None

ANALYSIS AND RECOMMENDATION

The Board of Equalization assesses and the State Controller collects
the motor vehicle fuel (gasoline) tax. The board assesses and collects
the use fuel (diesel) tax. This appropriation is to cover the board’s
cost of administering these two taxes, the details of which are included
under Item 109. ,

We recommend approval as budgeted.

) DEPARTMENT OF FINANCE
ITEM 112 of the Budget Bill ] Budget page 414

FOR SUPPORT OF DEPARTMENT OF FINANCE
FROM THE GENERAL FUND

Amount requested in Budget Bill $3,679,605

Budget request before identified adjustments —_________ $3,945,410

Increase to recognize full workload change . __________ 143,019

Budget as adjusted for workload change ___ . _______ $4,088,429

Adjustment—undetailed reduction (10 percent) ________ 408,824
RECOMMENDED RERBUCTION F_RbM WORKLOAD BUDGET___ $543,957
RECOMMENDED REDUCTION FROM APPROPRIATION

REQUEST $135,133

Summary of Recommended Reductions Budget
. Amount Page Line
1 Deputy director, 1 clerk and related costs . ______ $33,206 415 41
Special assistant, systems and ADP 22,808 415 41
Legislative bill, coordinator 13,217 414 13
6 existing auditors and related costs 76,500 415 68
4 new auditors and related costs 51,000 414 13
Economic development agency, entire amount _..__._______ 200,528 417 32
Planning office, 2 positions not established _______________ 23,139 417 39
Planning office, 8 positions, advance planning ____________ 88,299 417 39
Planning office, 4 positions, local planning ______________ 35,260 417 39
Total $543,957
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GENERAL PROGRAM STATEMENT

The Department of Finance is headed by a director appointed by the
Governor, at an annual salary of $30,319, the second-highest salary paid
an administrative officer in the executive branch of state government.
His appointment is subject to Senate confirmation (Government Code
Section 1323).

Under the Constitution the Governor must submit a budget to the
Legislature within the first 30 days of each regular session of the Legis-
lature (Article IV, Section 12) and all state agencies are subject to the
regulations and requirements with respect to the submission, approval
and enforcement of budgets prescribed by law (Article XIII, Section
20). Prior to the November 8, 1966 amendments these provisions were in
Article 1V, Section 34, and Axrticle IV, Section 1a respectively.

The Governor has delegated implementation of these responsibilities
to the Department of Finance, and as further defined by various statu-
tory provisions, including that in Section 13070 of the Government
Code, they constitute the major responsibility of the Department of
Finance. Section 13070 of the Government Code reads as follows:

““The department has general powers of supervision over all matters
concerning the financial and business policies of the State and when-
ever it deems it necessary, or at the instance of the Governor, shall
institute or cause the institution of such investigations and proceed-
ings as it deems proper to conserve the rights and interests of the
State.”’

Other specific statutory responsibilities of the department are dis-
cussed later in this analysis under the functions to which they relate.

The Department of Finance has the following staff, assigned to the
organizational units indicated in Table 1, for 1965-66 to 1967-68, in-
cluding additional positions for 1967-68 to recognize full workload
change.

Table 1
Staff, by Divisions, 1965-66 tc 1967-68
Actual Authorized Proposed
Organizational unit 1965-66 1966-67 1967-68

Executive office . 11.6 14 . 15
Audits Division 110.9 122.3 126.3
Budget Division 101.4 117.1 117.1
Economic Development Agency - _ 0.2 10 10
Office of Planning 30.3 44 43
Program and Policy Office . _________ 8.3 10 10

Total 2627 - 3174 321.4

The increase of $143,019 to recognize full workload change shown on
budget page 414 line 13 is distributed by organizational units as shown
in Table 2, the distribution of expenditures being in part on an esti-
mated basis:
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Table 2
Increase to Recognize Full Workload Change, 1967-68 -
New Total
Organizational unit positions expenditures

Executive office 1 $22,089
Audits Division 4 74,015
Budget Division __ 29,036
Hconomie Development Ageney ______________ __ 2,957
Office of Planning . 13,856
Program and Policy Office — 1,066
Total ‘ 5 $143,019

Except for the additional positions and their related costs, which are
commented on later in this analysis, these increases appear justified on
a workload basis.

ANALYSIS AND RECOMMENDATIONS

Executive Office .
The executive office has the following staff as proposed for 1967-68.

Number of Salary Total

Class ) positions range salaries
Director 1 $30,319 $30,319
Deputy director 3 1,979-2,129 76,644
Assistant director, fiscal affairs_______ 1 1,709-2,028 24,336
Special assistant, systems and ADP___ 1 1,550-1,884 22,608
Legislative bill coordinator___________ 1 1,049-1,275 18,217
Seeretary 1 599- 728 8,736
Seeretary 1 3 518— 629 22,434
Clerical and temporary help__._______ 4 377— 544 20,180
Total 15 $218,474

-In addition to his other responsibilities the Director of Finance
serves on a number of boards and commissions, the more important of
which are the following:

Franchise Tax Board

State Lands Commission

Pooled Money Investment Board

Board of Administration, State Teachers’ Retirement System
Board of Administration, State Employees’ Retirement System
State Public Works Board

California Toll Bridge Authority

State Allocation Board

Of the three deputy positions, one is permanently stationed in Wash-
ington, D.C. We were informed by the former incumbent of this posi-
tion that his primary responsibility was to function as a legislative
advocate for California’s interests in matters pending before Congress,
and that he also served as liaison between the Governor and members
of the California delegation in Congress.

The remaining two deputies and the assistant director, fiscal affairs,
share in varying degrees in supervising the activities conducted by the
Department of Finance.
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Prior to October 1, 1963 most of the service functions now performed
by the Department of General Services were in the Department of
Finanece. During 1962-63 the Department of Finance had a staff of
2,927.5 with gross expenditures of approximately $37 million, including
Service Revolving Fund activities, as compared with a total
staff of 321.4 and expenditures of approximately $4 million as proposed
for 1967-68. At the time the transfer of service activities to the new
Department of General Services took place the deputy director position
in the Department of Finance which had formerly had responsibility
for supervising the service activities was retained in the Department
of Finance. At that time we recommended deletion of the position, on
the ground the reduced responsibility in Finance did not warrant its
retention, but the position has never been deleted.

‘We are still of the opinion that one deputy director (exclusive of
the position in Washington, D.C.) and the assistant director are suffi-
cient to provide all needed top-level supervision and accordingly rec-
ommend deletion of an existing deputy position and a related clerical
position, budget page 415, line 41, $35,026. These positions are further
identified in the Salary Supplement, page 383, lines 54 and 58.

In January of 1967, the State Personnel Board approved specifica-
tions for a new civil service class, Assistant Director of Finance (Staff

Services) with a salary range of $1,709-2,028, the same as that of the

existing civil service class, Assistant Director of Finance (Fiscal
Affairs). ‘

The State Personnel Board job specification for the new class con-
tains the following definition :

““Under administrative direction, to advise and assist the Director
and Deputy Director on specific complex administrative problems
involving program planning, effectiveness, and development; as as-
signed; to coordinate and provide general direction to statewide and
departmental special projects and studies which cross organizational
lines; as delegated to act for the Deputy Director in his absence; and
to do other work as required.’’

This position was filled on January 23, 1967, by the former director
of the Department of General Services who, because of having formerly
held a comparable civil service position had reemployment rights to
such a job. The budget as presented makes no provision for such a posi-
tion in either the current or budget year, and accordingly, as this is
written, we have no basis for making any evaluation.

All we can say, at the present time, is that the establishment of this
new position constitutes additional support for our previous recom-
mendation for elimination of an existing deputy position.

The position, Special Assistant, Systems and ADP was created during
1965-66, as the result of a recommendation contained in a report
entitled ‘‘Management Study of Automatic Data Processing in State
Government,’’ dated November 30, 1964, compiled by a task forece within
the executive branch of the state government (generally referred to as
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the Tieberg report). The recommendation contemplated a high-level
position in the Department of Finance to advise the director in matters
of long-range planning in connection with the development of data
processing in state service as distinet from the service functions per-
formed by the systems analysis staff in the Department of General
Services in the same field.

In a report prepared by our office for the Joint Legislative Budget
Committee, dated January 30, 1967, entitled ‘‘ Automatic Data Proces-
sing in Cahforma Government ” the following statement appears on
page 52:

‘“ Actual accomplishments since implementing this concept appear
to indicate that this may not have been a wise decision. No formal
policy direction has been provided by the Department of Finance
and no long-range master ADP plan exists today.

It is difficult to understand the rationale behind the separation of
service and planning. The Systems Analysis Office has been charged
with the responsibility for approving departmental ADP plans, ap-

"proving departmental ADP equipment acquisition procedures, and
approving contracts to procure such equipment according to the State
Administrative Manual. It would therefore seem that long-range ADP
planning should be a function of the same office in order to insure
uniform compliance by all operating units.”’ :

In view of the foregoing we recommend deletion of the existing. po-
sitton of special assistant, Systems and ADP, budget page 415, line 41,
$22,808. This position is further identified in the Salary Supplement,
page 383, line 56.

A new position, that of legislative bill ecoordinator, $13,217 is proposed
for 1967-68 as a part of the increase to reflect full workload change.

The justification indicates that the position is needed in order that
legislative bill analysis for the executive branch, some of which was
formerly conducted in the Governor’s office and some in the various
operating sections in the Budget Division in the Department of Finance
may be centralized in one spot. In the absence of any showing that the
workload during 1967-68 will- be any greater than that during the
current general session we recommend deletion of this position, budget
page 415, line 13, $13,217.

' Audits Division

This division, as proposed for 1967-68, includes a total staff of 126.3,
consisting of 119 professional and 7.3 clerical positions. Included in the
professional staff are 4 positions contained in the ‘‘increase to recognize
full workload change’’ of $143,019 shown on budget page 414, line 13
at a cost of $51,000.

The major workload of the division stems from Government Code
Section 13294, an activity which accounts for about 70 percent of its
workload. The remainder consists of a variety of activities including
audits of distriet and county fairs, State Treasury cash and security
counts, supervision of school distriet audits, review of University of
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California accounts and assistance to other agencies such as the State
Board of Control, Budget Division of the Department of Finance, Horse
Racing Board, Attorney General, State Controller, ete. Government
Code Section 13294 reads as follows:

““The Department of Finance shall examine the books of the several
state agencies as often as the director deems necessary, taking into
consideration the work done by other auditors, including the internal
auditors of the various state agencies, so that duplication of aunditing
effort may be minimized.’’

"In the past, directors have taken the view that audits should be made
on an average of not less frequently than once every two years, and if
we accept this premise, and accept the fact that resulting workload
generally is geared to total state expenditures, total state revenues, and
total state employees, it would appear that some increase in staff might
be warranted for 1967-68.

However, it appears to us that a considerable degree of flexibility is
possible in assignment of a staff of this size, and that by such manage-
ment devices as decreasing the frequency of audit, greater use of ran-
dom sampling techniques, and greater selectivity, substantial increases
in workload can be absorbed without any increase in staff.

‘We also took this position at the time the 1966-67 budget request
of this division, which proposed an increase of 12 auditors, was before
the Legislature, 6 of which were deleted by the Legislature, We recom-
mend deletion of sixz existing auditor positions, and related costs,
$76,500, budget page 415, line 68.

We also recommend deletion of the proposed four mew positions,
wncluded i the increase for workload, budget page 414, line 13, $51,000.

Budget Division

The Budget Division of the Department of Finance, through the Di-
rector of Finance, assists in the preparation of the state budget. The
division assists and monitors the budget requests of each agency in the
formulation of a budget document and assists the Legislature in the
evaluation of the Governor’s Budget. Division staff attends budget hear-
ings held by committees of the Legislature and explains and defends the
appropriation requests contained in the budget. .

During the fiscal year the division staff approves contracts, leases and
other transactions or expenditures of state agencies, where Department
of Finance approval is required by law. The division staff also passes
on agency budgets or requests (other than for highway purposes) that
are to be submitted to the federal government.

The financial and population research section of the division prepares
population estimates and makes long-range population projections. This
section is currently engaged in preparing a population projection of
counties extended to the year 2000 based on recent research on inter-
county and intracounty migration patterns. Under the city estimating
program this staff supervises the preparation of city population esti-
mates to be used in the apportionment of certain motor vehicle rev-
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enues. Other important respons1b111t1es include the estimation of state

revenue, principally tax revenues in reference to continuing tax pro-

grams and tax proposals. This section also drafts the Governor’s Eco-

nomic Report and compiles statistical information of economic interest

that is published in the California Statistical Abstract issued once each
ear.

7 The Economic Development Agency

This agency was created by Chapter 1911, Statutes of 1959 and was
given a broad legislative mandate to concentrate on four main areas of
economic interest: ‘‘stimulate job creation, broaden state tax base;
increase levels of income; and reduce burden of unemployment com.
pensation,’’

The enabling legislation provided for the Governor to appomt a Com-
missioner of the Economic Development Agency subject to Senate
confirmation. The commissioner heads the Fconomic Development
Agency and serves as the Governor’s principal economic advisor on
matters pertaining to economic development. Under this legislation the
Governor may also appoint one or more technical advisory committees
to advise the commissioner in carrying out his functions. The member-
ships of these committees (or committee) may not exceed 20 members
and the members are nominated by the commissioner.

The broad purview of the functions and responsibilities of the Beo-
nomic Development Agency has presented difficulties in assessing the
effectiveness of past programs undertaken by this agency. The inability
of this agency to demonstrate the effectiveness of past programs re-
sulted in criticism which culminated in the Legislature denying the
budget request supporting the activities of the Economic Development
Agency for fiscal year 1965-66.

Following a year of inactivity the Legislature authorized an appro-
priation of $190,000 for the current year. Of the total amount appro-
priated $40,000 was intended for the support of a council of economic
advisors which would serve in an advisory role to the Governor.

The agency resumed activities in September 1966 when it first
acquired professional staff and an assistant commissioner was appointed
on a temporary basis. In October a new commissioner was appointed
by the Governor to head the reinstated EDA and an activities plan
proposal was formulated. The new commissioner’s program consisted
of the following major elements.

The agency was to function in a liaison role between state govern-
ment and industry to bring about ‘‘close cooperation between various
state agencies and the department in matters of special economic con-
cern.’” In furtherance of this objective the Governor was to appoint a
20-member Governor’s Commission on HEconomic Development that
would be comprised of men having recognized business stature and rep-
resenting a cross section of California industry. One of the functions of
this commission would be to recommend legislative proposals that the
commission feels would improve the business environment of the state.

The staff of the EDA was to handle ad hoc requests for information
made by representatives of firms considering locating or expanding
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facilities in California. To assist the activities of the staff in this
capacity the staff was to assemble an index of source material ‘‘relating
to statewide and regional information.’’ It was also proposed that the
EDA contract for special studies on topics of interest to business and
industry in California with the expectation that part of the costs of
these studies would be paid for by interested industries.

The commissioner appointed by the Governor in October submitted
his resignation to be effective December 31, 1966. At the time of the
commisgioner’s resignation little progress had been made on the pro-
gram outlined above, as both time and staff limitations prevented a
successful initiation of an agency program. Neither the Governor’s
Commission on Heonomic Development nor the Council of Economie
Advisors were constituted. At present the three professional staff mem-
bers of the EDA are engaged in ad hoc assignments flowing from infor-
mation requests made of the EDA and are beginning work in setting
up a library of reference source materials.

Owing to the broad mandate of this ageney and the individual stamp
imposed by the Commissioner of the EDA because of the wide discre-
tion he has in devising means to accomplish the broad objectives of the
agency, we feel we have insufficient information on which the Legisla-
ture can make an evaluation in the absence of a commissioner. To con-
tinue the agency without a well-defined program that can be evaluated
will amout to continuing an undirected effort which is likely to dissipate
itself in terms of effectiveness.

We recommend the deletion of the proposed appropriation for the
Economic Development Agency, budget page 417, line 32, $200,528.

, The State Office of Planning

The State Office of Planning was established in 1959 (Chapter 1641,
Statutes of 1959) within the Department of Finance and charged with
two principal functions. The primary function was the preparation of
an overall long-range development program for the state (the State
Development Plan) and the secondary function was the administration
of local planning studies financed jointly through local-federal plan-
ning study grants under the Urban Planning Assistance Program.

Federal matching grants for the long-range development plan of the
state have amounted to over $2.6 million and have helped to finance
over 100 major research studies that were to be used in the preparation
of the State Development Plan.

The matching formula under the Federal Urban Planning Assistance
Program for state comprehensive planning is a two-thirds federal and
one-third state contribution for state planning purposes. The state’s
share of the funding of the state development plan has to a large extent
been in the form of services. Various state agencies have contributed
over $750,000 in services by providing research studies to the State
Office of Planning. The Resources Agency has figured most prominently
in these studies.

The State Office of Planning is s headed by a Planning Officer who is
appointed by the Governor at a yearly salary of $20,000. The legislation
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establishing the State Office of Planning also established a Planning
Advisory Committee consisting of 11 members appointed by the Gov-
ernor and serving at his pleasure. The Planning Advisory Committee
provides policy guidance for the office but its principal function has
been in providing approvals for local planning study applications.

The Planning Office has 44 positions authorized during 1966-67, as
detailed in the Salary Supplement, page 384. It is proposed to continue
the same positions during 1967-68 less the senior planner eliminated,
budget page 417, line 43. Of the 44 positions authorized for 1966-67 a
total of 10 had not been established as of February 10, 1967, as detailed
in Table 3.

Table 3

Authorized Positions, 1966-67 and Positions Established at 2/10/67
(Salaries are as projected for 1967-68)

(1) (2) (3) (4 (5) (6)
Salary Authorized Hstablished Not established

Class Range 1966—67 2/10/67 Number Salary
Planning officer________ $20,000 i 1 — —
Assistant chief ________ 1,214-1,476 8 3 — —
Administrative .

assistant ___________ 1,049-1,275 1 __ 1 $13,212
Senior planner —_______ 1,049-1,275 3 3 — —
Associate level ___.____ 863-1,049 12 - 6 6 68,068
Assistant level ________ 711-863 7 6 1 9,927
Junior level __________ 585-711 1 1 — —
Trainee level _________ 530-585 1 1 — —
Senior delineator ——...__ 677-823 1 1 — —
Clerical ______________ 342-544 14 12 2 9,967

Total . __ 44 34 10 $101,164

As of February 10, 1967, 4 of the 34 established positions were
vacant, the planning officer, two assistant level positions and one
clerical position.

One of the senior planner positions included in Table 1 is to be
abolished as of June 30, 1967, as indicated on budget page 417, line 43;

Of the 10 positions not established, 8, the 6 associate planners and
the 2 clerical positions were authorized by the Budget Act of 1966 for
a federal project to be financed by a federal grant from the Economic
Development Administration, U.S. Department of Commerce and are
the 8 positions indieated on budget page 417, line 80. As this is written
the grant has not been implemented.

The administrative assistant position has not been established because
the funds have been used to finance, during the current year, the posi-
tion of legislative bill coordinator proposed for continuance during the
budget year in the executive office. This position was established and
filled on December 1, 1966.

We recommend delet'wn of the administrative assistant position
$13,212 and the assistant level position $9,927, total $23,139, budget
page 417, line 39, on the basis that failure to use these posnwns as
budgeteol indicates o lack of need.
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The 34 positions which were established as of February 10, 1967, were
distributed organizationally as follows:

Administrative and clerical - 9
Local planning section — 9
Advance planning:
Eiconomic section 5 —
Resource economies section 5 —
Urban section 6 —
Total, advance planning 16
Total 34

Advance Planning
The Advance Planning Operation is staffed as indicated in Table 4.

Table 4

Advance Planning, by Class and Sections
(Salaries are as budgeted for 1967-68)

Resource

Selary  Economic economics Urban Total
range section  section  section Positions Saleries
Assistant chief __ $1,214-1476 1 1 1 3 $52,926
Senior planner ___ 1,049-1,275 1 1 15,300
Associate _._____ 863—1,049 1 2 2 5 56,715
Assistant . ____ 711~ 863 1 1 9,927
Junior __________ 585— 711 1 1 8,396
Trainee __—______ 530- 585 1 i 7,020
Delineator —_——___ 677— 823 1 1 9,876
Clerical _________ 405~ 493 1 1 1 3 16,437
Total ————___ 5 5 6 16 $176,597

The State Development Plan is partially completed at the date of
this writing and a final draft of this document is scheduled for com-
pletion by April of 1967. Preliminary drafts of all chapters in Part
II of the State Development Plan Document were made available to
this office and an outline of the contents is shown below:

OUTLINE
STATE DEVELOPMENT PLAN DOCUMENT

Part I—Planning and Policy

Chapter 1—California Planning Issues

Chapter 2—California’s Future and the Planning Challenge
Part II—Patterns of Growth

Chapter 3—Population Growth and Economic Development

A. Population Growth
B. Economie Development
C. Unemployment Among the Non-white Minorities

Chapter 4—The Development of Urban California
A. The Dimensions of Urban Growth
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B. The Implications of Urban Growth
C. Policy Formulation and Implementation
Chapter 5—Resources: Their Management and Utilization for the
Urban State .
A . Introduction
B. Goals and Objectives
C. Functional Resource Objectives and Issues
D. Policy Formulation and Plan Implementation
Chapter 6—Growth and the Governmental Sector
A . State Planning and State Fiscal Policy
B. The Financial Data Bank and Its Uses
C. Budgeting in a Multi-jurisdictional Context
D. Methodology for Fiscal Decision Making
Chapter 7—A Comprehensive View of Public Works
A. A Summary of the Issues
B. Present State Efforts in Public Works Planning
C. The Virtues of Coordination and the Future Requirements
D. A System of Coordinated Public Works Plannmg A Recom-
mendation

Part IT11—Plan Implementation
Chapter 8—The Role of the State in Development Planning
A. Introductory Statement
B. Concept of the Development Planning Process
C. Decision Making : Application of the Process
Chapter 9—Improving the Process
A. Analytical Processes

B. Information Collection and Processing
C. Information Flow (Communications)

Part I'V-—Conclusions and Beginnings
Chapter 10—Research Findings and Research Needs
Chapter 11—The Time Dimension

The State Development Plan was conceived as an attempt to produce
a study that would contain within it a number of policy recommenda-
tions. These would identify and relate state goals and objectives to
specific measures selected to achieve the designated goals. Upon reading
this material we find little specificity in either the expression of goals
or the means to achieve these goals.

This lack of clear identification of goals is compounded by a corres-
ponding vagueness in the statement of means or policy recommenda-
tions. F'rom Chapter V we have this example which typifies most policy
recommendations found in the State Development Plan. ‘It is recom-
mended that the Resources Agency analyze the State Water Program
for its potential as a tool for implementing a statewide land use policy
and achieving the goals for California’’ (Chapter V, page 39).

This policy recommendation is typical in that it proposes further
study to be made and only hints at what this study is to seek to iden-
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tify. Indeed, if there is one common thread which runs throughout the
State Development Plan it is that planning is necessary and that fur-
ther study is needed. All of this suggests that there are few solutions
offered to the problems that the State Plan was to consider with the
intent of formulating policy recommendations.

A lack of attention to many important state problems is to be found
throughout the study. For example, in Chapter IV, Development of
Urban California, almost 14 pages are devoted to a discussion of trans-
portation problems facing the urban state and the only conclusions
offered are those recommending further study; this in view of the fact
that four of the major studies which formed a part of the research
background to the State Plan were devoted to transportation needs and

problems. On the basis of past performance in the use of studies we

would estimate that these studies could go on ad infinitum without ever
reaching a conclusion. To greater or lesser degree summary treatment
is given to all of the ‘‘selected areas of state interest’’ discussed in
Chapter IV.

The preliminary draft of Chapter VI ‘‘Growth and the Governmental
Sector’’ is merely a copy of a consultant’s study, and is inadequate as
anything but a reference or background document sinece mostly it is
concerned with statistical and research methodology for developing
data series on ‘‘growth and the government sector.’’

The State Office of Planning is charged in its enabling legislation
with assisting the eoordlnatlon of public works pro,]ects The office,
however, has never attempted an active role in thi§ area, in large meas-
ure because such a role would be superfluous since the major public
works programs of the state, in water resources and highways, are pro-
ceeding according to long-range plans that are invested with consider-
able planning sophistication. The State Office of Planning has not
evinced a planning sophistication that could compete with the planning
activities of the major public works agencies of the state. Chapter VII,
““A Comprehensive View of Public Works’’ is the first real attempt by
the Office of Planning to formulate a position on public works coordi-
nation. Its proposal is essentially one of providing a central information
séurce on all public. works projects for the use of state and local officials

s well as other interested researchers “The information would be col- !

lected from all levels of government involved in pubhe works or. eapltal
investment projects and published periodically in a Public Works in
California report. This information would specify (1) the location of
projects, (2) status of projects, e.g., in planning stage, capital program
or budgeted, (3) proposed magnitude, e.g., total project costs, amount
of land involved, (4) timing, project start and anticipated completion
dates, and (5) project purpose.

The informational value of this report could well exceed the cost of :

collecting and compiling this information in a single document. Chap-
ter VII provides tabular summaries incorporating the above-mentioned
information for several north coast counties (Del Norte, Liake and Hum-
boldt). This information, was compiled from all levels of government
(federal, state, and local including special distriets), and is an example
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of a valuable service that a planning office can perform, representing
planning in the specific and informational aspects rather than general
ill-defined pronouncements which characterize so much of the State
Development Plan.

Based on our evaluation of the material presented in the State De-
velopment Plan document we feel there are serious inadequacies in the
state planning function. This poses the question of basic justification
for the continuation of this function, as it is presently conceived and
conducted. In our view the state planning program must rest on the
value of this program’s end product to date, which is the State Develop-
ment Plan. OQur previous discussion indicates our dissatisfaction with
the bulk of this material.

We recommend that eight positions be deleted from the advance
planning staff, & reduction of $88,299, budget page 417, line 39. This
represents one-half the positions and one-half the salaries shown for
this activity in Table 4.

It is the intent of this recommendation that the individual positions
to be eliminated be determined by the agency and the Budget Division
in the Department of Finance, and that the reduction is to include all
related costs, as well as any related positions in the general administra-
tive activities of the Planning Office, the workload of which will be
reduced by this cut.

‘We realize that this reduction in the planning staff would seriously
curtail the advance planning activities of this office. However, in view
of the serious deficiencies in the quality of the State Development Plan
on which we have commented, we feel this points to the questionable
value of any advance planning study proposals for the budget year.
The proposals that we have received in large measure represent a con-
tinuation of the State Development Plan, in its refinement and updat-
ing; and therefore, these proposals cannot be separated from an evalua-
tion of the material contained in the plan document we have before us.

Furthermore, there is as yet no indication of the role of the Planning
Officer under the present administration. The Planning Officer is ap-
pointed by the Governor and as previously noted this position is vacant
at the time this is written. ;

The legislation which established this office provided that at the time
of completion of the plan document, which is presently scheduled for
April 1967, a copy of the plan will bé submitted to the Director of
Finance for his comments and recommendations. The Director of Fi-
nance in turn will present the plan to-the Governor who will then
review, and upon his approval, shall transmit the plan together with
his comments and recommendations to the Legislature. The Legislature
may by appropriate resolution adopt the plan in prineiple. _

We recommend that the studies contracted and paid for under the
State Development Plan program be made available to interested re-
searchers and be distributed to the libraries of the University and state
college campuses for this purpose.

496




Item 112 Finance

Department of Finance—Continued
Local Planning

Since 1956 the Department of Finance has been charged with the
responsibility of administering a joint federal-local program of urban
planning studies. The urban planning assistance program was initiated
under terms of Section 701 of the Federal Housing Act of 1954. The
intent of this legislation was to stimulate planning ‘. . . in order to
assist state and local governments in solving planning problems result-
ing from the increasing concentration of population in metropolitan
and other urban areas, including smaller ecommunities; to facilitate
comprehensive planning for urban development, including coordinated
transportation systems, on a continuous basis by such governments; and
to encourage such governments to establish and improve planning
staffs . . .”’ ‘

Planning grants are to be made through an appropriate state agency
which may be either a state planning agency or other agency designated
by the Governor and acceptable to the federal administrators as capable
of carrying out the planning function.

The State Office of Planning since its creation in 1959 has been the
designated state agency for the administration of this program.

Under the State Planning Law, which is included in Sections 65000
to 65651 of the Government Code, the State Office of Planning may pro-
vide planning assistance in the form of planning surveys, land use
studies, urban renewal plans, and other planning work, but excluding

-plans for specific public works (specifically not eligible under 701
grants), whenever such planning assistance is requested by the govern-
ing body of a city, county or planning district. The office, under the
policy guidance of the Planning Advisory Committee, may contract for,
receive and make use of federal money or private money for the above-
mentioned planning assistance. The office may also contract with private
persons (i.e., planning consultants) or public agencies for the prepara-
tion of plans.

The local planning section has the staff indicated in Table 5 for
196768, the salaries shown being those budgeted for that year.

Table 5
Local Planning Section Staff, 1967-68
Salary
Class range Position Salaries
Senior planner $1,049-1,275 1 $17,824.
Associate planner i 863-1,049 1 11,343
Assistant planner 711- 863 4 39,708
Senior stenographer 447- 544 1 6,078
Intermediate stenographer ________________ 405~ 493 2 10,958
Total 9 $85,911

The urban planning assistance program has had proliferous if not
profound effects on community development studies in California. The
Department of Finance since 1956 and through its Office of Planning
since 1959, has played an active role in administering over 300 small
area grants. In the great majority of cases, these studies were primarily
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for the purpose of preparing community general plans and were per-
formed under contract by private planning consultants. The State Plan-
ning Law (Government Code Section 65302) provides that:

““The general plan shall consist of a statement of development
policies and shall include a diagram or diagrams and text setting
forth objectives, principals, standards and plan proposals. The plan
shall include the following elements :

a. A land use element which designates the proposed general dis-
tribution and general location and uses of the land for housing,
business, industry, agriculture, recreation, education, public buildings
and grounds, and other categories of public and private uses of land.
The land use element shall include a statement of the standards of
population density and building intensity recommended for the vari-
ous districts and other territory covered by the plan.

b. A ecirculation element consisting of the general location and ex-
tent of existing and proposed major thoroughfares, transportation
routes, terminals and other local public utilities and facilities, all
correlated with the land use element of the plan.’’

The general plan may and often does include other aspects or ele-
ments of study which may range from a consideration of adequate busi-
ness distriet parking facilities to the visual amenity and appearance of
the locality. The State Planning Law assures that, at a minimum, a
local jurisdiction’s general plan will have a land use element and a
circulation- element before it can be adopted. However, these require-
ments do not insure that more than a cursory treatment will be given
to existing and projected land uses and that the circulation element
will be more than a street map of the city along with proposed route
projections. The planning studies which support the general plan pro-
posal have varied greatly in depth and quality even though meeting the
two statutory requirements.

The direct cost of the studies have been borne by both the federal and
the local jurisdiction on usually a two-thirds federal and one-third loeal
funding basis. The total cumulative cost for these federal-local funded
studies has been over $9 million in the 10-year history of the program
in California. The main thrust of the federal program was directed at
stimulating communities to think seriously about planned community
development in order for cities to gird themselves for expected increased
urbanization. To the communities their participation in the 701 grant
program meant an opportunity to assure that their development was
along well considered and rational lines. For some communities a 701
planning study was regarded as a necessary measure in order to qualify
the city for other federal aid programs that required the city to have a
study program similar to that required in a general plan formulation.
The state has an interest in the quality and usefulness of these planning
studies especially as they pertain to the overall physical development of
the state. The state’s interest is expressed in the State Planning Law
which requires cities and counties to prepare and adopt a general plan.
(Government Code, See. 65300). ‘
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As to the quality of the plan documents prepared under the 701
assistance Program, there is very little federal review. The Advisory
Commission on Inter-governmental Relations reported the following on
federal planning review.

‘“State and local plans prepared under this program are reviewed
by the federal government mainly to assure proper scope, coordinat-
ing procedures, and legal compliance with the grant contract, rather
than for merit of the plan itself. The state, metropolitan, regional,
and local planning agencies are relied upon to judge the quality of
plans in most cases. However, the administrator’s responsibility to
judge reasonable progress in the development of the elements of com-
prehensive planning allows a qualitative judgment and could lead
to a refusal of further planning grants until there was some evidence
of progress.”’

On the basis of interviews with the federal administrators of the 701
program in California it was learned that the federal administrators
do not review the final studies in terms of the quality or usefulness
of the studies for local planning purposes. Principally the federal re-
view at the completion of a study contract has been an auditing fune-
tion as stated above. It is only at the approval stage of a local planning
contract application that the federal administrators exercise a policy
guide over the quality of the study.

The federal administrators have recently taken action to upgrade the
quality of local planning studies by requesting the states to apply a
quality rating system to planning applications. This was prompted by
the need to develop a more selective process in sereening applications
due to the excess of planning applications over the available federal
funds for urban planning grants. The State Planning Officer received
the following telegram from the acting Regional Administrator, Urban
Renewal, in October 1966 :

‘‘Please hold all applications for 701 grants pending further informa-
tion conecerning quality rating system which is to be applied to all
such applications received since July 1, 1966. Details on that system
- are expected to be made available to your office in about two weeks.
You may continue to receive applications and process them in your
office so they may be acted on more promptly at a later date.”’

A system of quality rating has since been developed by the State
Office of Planning, generally following guidelines established by the
federal administrators, and a number of planning applications have
been reevaluated before being submitted to the federal administrators.
This still leaves a large backlog of lower priority grant applications
under the new quality rating system which had been approved by the
Planning Advisory Committee.

. We feel that the local planning section in Office of Planning is over-
staffed in regard to the limited functions it performs under the local
planning grant program. The office has carried over 32 applications
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from the past calendar year, and it anticipates that 45 new applications
will be filed during the present calendar year.

Many of these new applications, however, will not be able to qualify

for federal grants as the total amount of grant applications will exceed
the limits of available federal funds. The work of the office reviewing
new applications is to a large extent redundant as many of the applica-
tions approved by the Office of Planning will contribute to an already
~ existing backlog.
" In its. role of supervising ongoing studies we also feel that the office
is performing very little service. The office has heretofore given rubber
stamp approval to all work submitted by the private consultants who
are under contraect to perform the studies and, therefore, plays a very
limited role in supervising loecal planning studles In progress.

We recommend the reduction of three assistant planmers, $29,781,
and one intermediate stenographer, $5,479, total $35,260, budget page
417, line 39.

It is the intent of this recommendation that the cut is to also include
all other related costs, including any related positions in the general
administrative activities of the Planning Office, the workload of which
will be reduced as a result thereof.

Program and Policy Office

Prior to the creation of the Department of General Services effective
September 1, 1963, the Division of Organization and Cost Control ex-
isted in the Department of Finance. This division was a statutory divi-
sion created by Chapter 1957, Statutes of 1955, and had a staff of 50 as
of July 1, 1963, most of which was transferred to the Department of
General Services. The existing staff of 10, in the Program and Policy
Office represents the residue.

The legislation which created the Department of General Services,
Chapter 1786, Statutes of 1963, deleted from the law the requirement
that there be a ‘‘Division of Organization and Cost Control’’ in the
Department of Finance but left in the Department of Finance the
responsibility for performance of its functions, Government Code Sec-
tions 13877 to 13881.

One of the functions performed by the old OCC division was to make
outside organlzatlonal studies on request for individual state agencies, a
function which is not now being performed except as an incident to
other activities by any of the existing units in state government. In this
respect, a void appears to exist with respect to needs of those agencies
which are not equipped with management analysis staffs of their own.

Section 13877 of the Government Code, as it reads today, places a
definite responsibility on the Department of Finance ‘‘to provide con-
sultation and coordination to the departments and agencies of the state
with respect to organization and planning and the development and
application of controls over manpower and costs, as directed or re-
quested to conduct studies in such fields, and in the field of application
of classifications to jobs and positions. . . .”” It does not appear to us
that this function is being performed to the extent contemplated in
the law.
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The office currently has eight professional and two clerical posi-
tions. The Program and Policy Office serves in a staff capacity and is
charged with advising the executive staff of the Department of Finance
and the Governor, generally, in program and policy areas. In the past
the office has served on special task forces for the development of pro-
gram budgeting, waste management proposals, administrative reorgan-
ization, and a work measurement pilot program. This office also has
assumed responsibility for keeping an information file on all legislative
proposals that may be of interest to the executive staff of the Depart-
ment of Finance or to the Governor’s Office.

DEPARTMENT OF FINANCE
ITEM 113 of the Budget Bill . Budget page 414

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

Amount requested $125,547
Bstimated to be expended in 1966-67 fiscal year 125,647
Inerease _ None

ANALYSIS AND RECOMMENDATIONS

This item is for the cost of auditing district and county fairs, as
mentioned under Item 112,

Department of Finance
STATE LANDS DIVISION
ITEMS 114 and 115 of the Budget Bill Budget page 419

FOR SUPPORT OF THE STATE LANDS DIVISION
‘FROM THE GENERAL FUND

Amount requested in Budget Bill $1,436,650
Budget request before identified adjustments____________ $1,534,326
Increase to recognize full workload change_____________ 61,952
Budget as adjusted for workload change_______________ $1,596,278
Adjustment—undetailed reduction (10 percent) ________ 159,628
RECOMMENDED REDUCTION FROM WORKLOAD BUDGET._.___ $71,135

BALANCE OF UNDETAILED RE\DUCTION—-F{EVIEW PENDING $88,403

Summary of Recommended Reductions Budget
Amount Page Line
Long Beach Operations :

1 general auditor II, Ytem 114 $9,951 421 43
U.8. ». California:

1 intermediate stenographer, Item 115_________________ 5916 422 7
Reduce increase to recognize full workload change:

Item 114 51,773 419 15

Item 115 3,495 419 15

GENERAL PROGRAM STATEMENT

The activities of the State Lands Division are financed by two Gen-
eral Fund appropriations, Item 114 for general support and Item 115
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for support of U.8. v. California which for purposes of this analysis

are treated together. The printed budget includes three sections, Admin-

stration, Long Beach Operations and U.S. ». California Court Case.
The proposed Budget Bill appropriations are caleulated as follows:

Item 114 Item 115 Total
Expenditures before adjustment ____________ $1,434,506 $99,820 $1,534,326
Increase to recognize full workload change_..__ 58,457 3,495 - 61,952
Total $1,492,963  $103,315 $1,596,278
Less 10 percent reduction 149,296 110,332 159,628
Appropriation requested $1,843,667 $92,983 $1,436,650

Another major element of support comes from reimbursements from

revenues from the Long Beach tidelands which finance that part of ad-
ministration which furnishes administrative support to Long Beach
operations as well as the entire activity under Long Beach operations
except $30,279 which eonst1tutes that part attributable to the Alamitos
Beach Park lands.
" Table 1 is a summary of total expenditures, by sources of funds for
the fiscal years 1963-64 to 1967-68 inclusive. The expenditures for
196768 are exclusive of the net adjustment of $97,676 shown on budget
page 419, line 18.

Table 1
Total Expenditures by Source of Funds, 1963-64 to 1967-68
Reimbursements
General -Long Beach
Fund tideland Total
. support revenues : Other expenditures
1963—64 _______________ $1,297,011 $166,339 $107,270 $1,5670,620
1964-65 . ___________ 1,028,443 - 449,262 121,599 1,599,304
1965-66 . ____ 1,014,121 628,820 87,200 1,730,141
1966-67- (est.) ——______ 1,442,182 854,677 44,000 2,340,859
1967-68 (proposed) ____ 1,534,326 779,706 46,243 2,360,275

The adjustment to recognize full workload change of $61,952 shown
on budget page 419, line 15, includes one additional delineator for the
Mineral Resources Section, $6,684. This position appears justified on a
workload basis, The remainder of $55,268 cannot be identified.

‘We have not received sufficient justification for the remainder of
$55,268 on which to base an evaluation and accordingly recommend
that $55 268 be deleted.

Thig is distributed as follows, by 1tems:

. Ttem 114 - v . $51,773
" Item 115 : ’ _ 8,495
Total : $55,268

The State Lands Division of the Department of Finance provides
administrative and staff services to the State Lands Commission. The
commission, composed of the Lieutenant Governor, the Controller, and
‘the Director of Finance, has the general responsibility for the adminis-
tration of state school lands, tide and submerged lands, swamp and
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overflow lands, and the beds of navigable rivers and lakes. In its policy
direction of the administration of state sovereign lands the commission
has the authority as provided by law, to sell, lease, dispose or provide
for the extraction of minerals, oil and gas from these lands.

. One of the principal functions of the State Liands Division conecerns
the profitable use of state lands and the sale and leasing of these lands
when in the public interest as well as supervision over the exploitation
of the valuable mineral resources of these lands. Table 2 shows the
revenues received from the sale and leasing of state lands and revenues
received from the sale of oil and gas and other mineral deposits for a
six-year period, while Table 3 shows detail of the revenue from oil and
gas only for a like period.

Table 2
Total Revenues, 1962-63 to 1967-68
Land sales and leases Ol and gas Other minerals Total
196263 __________ $787,653 $49,114,730 $1381,070 $50,083,453
1963-64 __________ 956,522 62,274,590 122,148 63,353,260
1964-65 . __.____ 449,021 67,776,049 345,231 68,570,301
1965-66 . ________ 752,744 44,729,929 336,764 45,819,437
196667 (est.) __—-. 796,860 44,469,358 570,000 45,836,718
196768 (est.) ____ 855,016 47,006,497 435,000 48,296,513

The decrease in oil and gas revenues starting in 1965-66 from the
first three years shown reflects a sharp reduction in revenues from bid
bonus offers on tideland oil and gas leases. This will receive further
comment later in this analysis. This reduction would appear greater
except for some offsetting inereases in revenues that have resulted from
the development of the entire Wilmington oil field. The state received
over $20 million in 1965-66 from royalties on the Wilmington field,
part of which are attributable to the initial development of East Wil-
mington, and it is estimated that the state will receive nearly $21 million
in advance payments and oil and gas royalties for the current year and
approximately $22 million in the budget year from the Wilmington
field. The state’s share of Wilmington revenues will increase greatly
after 1968, and together with the rapid increase in Wilmington produc-
tion the state will be receiving approximately $114 million in revenues
from the Wilmington oil field by 1970-71.

Table 3
Revenue from Oil and Gas, 1962-63 to 1967-68
Bid bonuses

0il and gas royalties on oil .
Fiscal year ILong Beach State lands School lands leases Total
196263 ___._.. $11,210,069 $16,728,843 $8,164 $21,167,654 $49,114,730
1963-64______ 10,689,983 17,795,529 7,506 83,781,572 62,274,590
1964-65_____._ 14,231,575 19,429,433 7,029 34,108,012 67,776,049
1965-66______ 20,228,062 17,146,103 6,430 7,349,334 44,729,929
1966-67 (est.) 20,788,358 22,675,000 6,500 1,000,000 44,469,858
1967-68 (est.) 21,914,997 23,085,000 6,500 2,000,000 47,006,497
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Royalties Oil and Gas Leases

A major revenue-producing activity of the division concerns the leas-
ing of state tidelands for the extraction of oil and gas under Section
6871 of the Public Resources Code.

The state receives continuing royalties .on oil produced from leased
tidelands which in the current year are estimated to earn $22,675,000
in revenue for the state. The following table provides a comparison with
previous years and shows estimates for the current and budget years
on royalties for state oil and gas leases.

Year ) Royalties
1962-63 $16,728,848
1963-64 : 17,795,529
196465 19,429,433
196566 17,146,103
1966-67 22,675,000
196768 - 23,085,000

The division maintains a staff of 27 professional positions to monitor
offshore oil production activity and for computing the state s royalties
on oil produced from state tidelands.

Sequential L.easing

In 1958 the commission initiated a ‘‘sequential leagsing program’’
whereby leases on potential oil-bearing tidelands are offered on a con-
tinnous basis at the rate of approximately five per year. These leases
are awarded on the basis of competitive bid bonus offer. The bid bonus
is an initial sum of money which the lessee agrees to pay the state for
the right to lease and develop a parcel. This method of awarding leases
has the advantage of assuring that the state will receive some revenue
(the cash bonus) regardless of whether any oil is found or produced
after the lessee develops the parcel. The state has received approxi-
mately $170 million since 1958 in cash bonuses. Table 4 shows the
yearly magnitude of the sequential leasing program sinee 1960-61.

[X3

Table 4 .
Year ’ Number of leases Value of bid bonus
1960-61 _— 3 $10,905,111
1961-62 — 3 6,655,518
1962-63 6 21,167,654
1963-64 5 33,781,572
1964-65 —- 4 34,108,012
1965-66 _— 7,349,334
1966-67 (est.) —_— 1,000,000
196768 (est.) - 2,000,000

‘We have serious questions concerning budget estimates of yearly state
revenues from cash bonus payments which are geared to arbitrarily
established budget requirements. For example, in the 1966-67 printed
budget the estimated bid bonuses on oil leases was unrealistically high as
demonstrated by the following comparisons:

1965-66 1966-67
Budget estimate ______ $25,000,000 $30,000,000
Actual . _____ 7,349,334 52,000 (Actual as of Dec. 1966)
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The revised estimate for 1966—67, appearing in the 1967—68 budget,
has been reduced from $30 million to $1 million. )

Since the estimating of oil and gas potential in the undeveloped stat
tidelands is the principal task assigned to the three-man geological eval-
uation section, we fail to see why estimation errors of this magnitude
should appear in the budget document. This section has access to all con-
fidential data that is developed by oil companies under state-issued
geological permits which allow seismic surveys and core-hole drillings
on state tideland parcels. The budget estimates should realistically be
based on an analysis of this information by the staff of the division
rather than an arbitrarily predetermined amount.

The current practice is for the division staff to adjust the leasing
program in order to try to achieve the budget estimate of bid bonuses.
The fallacy of this procedure is amply demonstrated by the magnitude
of the difference between the estimated and the actual figures in the
last two years.

We recommend that the division undertake a thorough study of its
sequential leasing program in order to determine realistically the oil
potential of undeveloped state tidelands that may be leased wunder
existing state law.

Table 5 shows the authorized positions, by operating unit, for 1966-67
and 1967-68, exclusive of the proposed additional position for deline-
ator, previously referred to, as well as the filled and vacant positions at

January 18, 1967.
Table 5
Authorized positions, 1966-67 and 1967-68, and filled positions and
vacancies at January 18, 1967, by operating units
(proposed new position of delineator for 1967-68 not included) i
Filled positions and vacancies

Authorized positions 1/18/67
1966-67 and 196768 Filled positions
. Profes- Profes- COler- Vacan-
Opérating unit sional COlerical Total sional dcal Total cies
1. Executive ____________ 8 3 i1 6 3 9 2
2, Legal . __________ 3 _ 3 3 — 3 0
3. Administrative services. 4 19 23 4 18 22 1
4. Data processing _______ 3 — 3 2 - 2 1
5. Audits® . __________ 3 __ 3 2 — 2 1
6. Cadastral and ocean
engineering _________ 20 — 20 13 _— 13 7
7. Mineral resources _____ 39 1 40 37 1 38 2
8. Geological evaluation___ 8 _— 3 3 — 3 0
9. Commercial and recrea-
‘tional leasing _______ 6 i 6 5 _— 5 o
10. Land sales and records. 10.5 5 15.5 105 4 145 1
11. U.8. v. California______ 3 _— 3 2 . 2 1
12. Long Beach operations__ 82 6 38 20 4 24 14
13. Temporary help and
overtime ___________ 4.6 — 4.6 4.6 - 46 __
Totals ——__________ 139.1 34 1731 1121 30 1421 31

% This vacant supervision state financial examiner II position has been transferred to Long Beach operati
and the position will be reclassified to Chief of Management Control. ¢ ’ P ons
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Table 5 shows the operating units of the State Lands Division as
identified in the budget, and the Salary Supplement, pages 385 to 387.
Of particular interest is the total number of authorized positions that
were vacant as of January 18, 1967. A total of 31 authorized positions
or approximately 18 percent of the division’s approved positions have
not been filled. Mainly this problem stems from delays in securing
position classification by the Personnel Board in the case of Long Beach
operations and from a genuine problem of recruitment for the Cadastral
and Ocean Engineering Section. The division is currently in the process
of negotiating with the Personnel Board for position reclassification of
positions in its Cadastral and Ocean Engineering Section in order that
it may more easily recruit personnel. The personnel of this section are
mostly civil engineers and the principal work of this section concerns
surveying, mapping, boundary research and writing of legal descrip-
tions for the division. The Legislature approved six positions for this
section in the last budget request for the creation of a new survey party
to help reduce a backlog of survey projects. This survey party has not
been constituted since the division has not been able to reeruit qualified
personnel for these positions. The division is now in the process of
negotiating with the Personnel Board to have the professional qualifi-
cations for these positions changed from civil engineering to ‘‘boundary
engineering.’’

In view of the recruitment problem the division has experienced in
filling these positions and also because in large measure this recruitment
problem reflects the limited promotional opportunities for civil engi-
neering professionals that exist in the division, we recommend that the
diviston investigate taking out contract services with other state agen-
cies that have staffs of qualified engineers for surveying and mapping
work particularly with reference to reducing the large backlog of in-
completed survey projects.

The division is currently undergoing a reorganization that will com-
bine the Land Sales and Records, Commercial and Recreational Leasing
and Cadastral and Ocean Engineering into a Land Operations Section
in order to better achieve a functional coordination of division activities.

Long Beach Operations

The second largest known oil field in the United States, the Wilming-
ton oil fleld, which has an estimated 1 billion barrels of crude oil
reserves, principally underlies state sovereign tidelands extending sea-
ward of the City of Long Beach. A large tract of these tidelands con-
taining approximately 90 percent of the Wilmington oil is held in
trust by the City of Long Beach under provisions of legislative grants
made by the State of California in 1911, 1925, and 1935. The tide and
submerged lands granted by the State of California to the City of
Long Beach were subject to certain trusts and conditions which
limited the used of these lands (or proceeds from these lands) to the
public trust of developing navigation, commerce, and fisheries. The
trust- purposes set forth in the acts of 1911, 1925, and 1935 were
prescribed prior to the discovery of oil in the granted lands and

506




Items 114, 115 Finance

State Lands Division—Continued

therefore were conceived without regard to the exploitation of the vast
hydrocarbon resources of these lands. After oil was discovered at
Wilmington in 1937 a dispute arose between the city and the state as
to the proper sharing of oil revenues. The City of Long Beach main-
tained  that it had possessory rights to all of the oil underlying the
lands since mineral resources were not excluded under the terms of
the grant deeds. It was found that the City of Long Beach had the
right to produce cil and gas from the granted lands in City of Long
Beach v. Marshall (11 Cal. 2d 609) and subsequently a portion of
the Wilmington field was opened to development in 1939 when the
City of L.ong Beach submitted two tideland parcels to competitive
bids. Riehfield Oil Corp. and the Liong Beach Oil Development Corp.
were the successful bidders and became the operating contractors for
the City of Long Beach. LBODC is owned by Standard Oil Co. of Cali-
fornia, Signal Oil and Gas Co., and Humble Oil and Refining Co. How-
ever, it was not until 1956 that a final determination was made on the
allocation of oil revenues between the city and the state from this de-
veloped portion of the Wilmington field. This uncertainty resulted from
litigation that arose over the interpretation of a 1951 act of the Legis-
lature which released approximately half of the city’s trust revenues
from expenditures on trust-related purposes. In Mallon v. City of Long
Beach (44 Cal. 2d 199) decided in 1955 the Supreme Court of Califor-
nia held that oil revenues received by Long Beach from the trust deeded
lands were in excess of moneys that could be legally spent for trust
purposes by the City of Liong Beach. The Legislature in 1956 acted to
implement the ruling in the Mallon decision by stipulating a settlement
with the City of Long Beach rather than await lengthy court proceed-
ings in arriving at a settlement under the Supreme Court ruling. In
Chapter 29, Statutes of 1956, 1st Extraordinary Session, the Legislature
made a determination that the City of Liong Beach and the state would
share equally in the future oil revenues from the developed portion of
the field and for oil revenues accumulated prior to January 31, 1956,
fixed a sum of $120 million that the city was to return to the state as
this was determined to be the amount of revenues held by the city that
was in excess of trust related expenditures and hence rightfully should
revert to the state as trustor.

The. provisions of this law did not apply to the major portion of
the Wilmington field; the southeast extension of Wilmington (East
Wilmington), which had remained undeveloped. In order to prepare
the way for the inclusion of East Wilmington in the development of
the Wilmington field the Legislature in 1964 substantially revised the
relative proportion of oil revenues that could be retained by the City of
Long Beach for trust related expenditures. Chapter 138, Statutes of
1964, First Extraordinary Session, which applies to both the old and
new East Wilmington areas, stipulated that the city and state are to
share equally in all advance royalties paid by the field contractor
responsible for the development of East Wilmington and established
a yearly schedule of royalty payments that are to be retained by the
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City of Long Beach for the proposed 35-year development contract. The
city was receiving about $12 million a year from the prior tideland de-
velopment. Under Chapter 138 the city will receive half of the advance
royalties and retain half of Wilmington oil revenues received prior to
January 1, 1969, and will receive yearly, not to exceed the following
amounts per year, through 1988:

million a year for the calendar years 1969 through 1980
million a year for the calendar years 1981 through 1983
million for the calendar year 1984

million for the calendar year 1985

million for the calendar year 1986

4.5 million for the calendar year 1987

3.4 million for the calendar year 1988

1.0 million a year for the calendar years 1989 and thereafter.

TSy =1 o o

The amount of oil income going to the City of Long Beach under
terms of Chapter 138 is effectively guaranteed to total approximately
$250 million dollars over 35 years. This is approximately $50 million
more than the city had received over the prior 25-year period from the
development of the old Wilmington field. The sharing of the advance
royalties and the yearly revenunes guaranteed to the City of Long
Beach will apportion oil revenues on an approximate 85 percent state
and 15 percent city distribution over the 35-year period. After pay-
ments to the city and deductions for development and operating
expenses it is estimated that the state will receive upwards of $1,500
million in revenues over the 35-year life of the development contract.

Chapter 138 contained provisions relating to the problem of sub-
sidence or land sinkage in the Long Beach area that granted the City
of Long Beach several important protections from possible subsidence
problems resulting from the extraction of oil from the Wilmington
field. First, the city as the unit operator (acting in its capacity as state
trustee) shall be responsible for initially adopting yearly plans of de-
velopment and operation which will include expenditures for subsid-
ence control measures which the city deems necessary and appropriate
in the development of tlie field. In these plans of development, field
pressure maintenance measures and water injection costs are to be
considered a cost of production and not a subsidence cost and the State
Lands Commission may not modify those parts of the plans dealing
with field pressure maintenance which the city feels are necessary for
subsidence control. Furthermore, the city may stop or curtail produc-
tion if the city determines that there is evidence of subsidence or a
significant diminution of underground pressure. Except in emergencies
the city will give the State Lands Commission 30 days’ notice of such an
action (Section 5e).

Second, the law provides that the ¢ity is to retain out of oil revenues
monthly expenditures up to an amount of 50 percent of all expendi-
tures made by the city for subsidence control and ameleoration. These
subsidence expenditures, however, must be approved by the State Lands
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Commission to insure that subsidence costs are justifiably related to sub-
sidence control. In addition, a subsidence contingency fund is to be
provided out of oil revenues as a cost of production and is to accumu-
late at the rate of $2 million a year for a period of 20 years starting
after the termination of advance payments. This fund is to be invested
in either state bonds or federal securities. These moneys will be released
following a joint determination by the city and the state that there is
no further hazard of subsidence or claims arising from subsidence.
Upon termination the city will receive an amount equal to 50 percent
of the subsidence costs disbursed by the city prior to December 31,
1968. The remainder of the fund will go to the state. Finally, the City
of Long Beach will have eontrol over the field contractor in day-to-day
operations and the city’s costs associated with this function are to be
paid from the undivided oil revenues.

In summary, the 1964 legislation (Chapter 138) enacted a compro-
mise solution to the disagreement between the City of Long Beach and
the state over the sharing of oil revenues from state tidelands held in
trust by the city, whereby the city (1) was guaranteed a total of $250
million in revenues, (2) was allowed control over the plans of develop-
ment and operation particularly in regard to subsidence control meas-
ures, (3) was granted reimbursement for direct subsidence control
costs, and (4) was reimbursed out of oil revenues for its cost of ad-
ministration as the unit operator. The state for its part was assured the
greater share of oil revenues (approximately 85 percent) and in addi-
tion this legislation reserved for the state the final powers to approve
or amend the plans for development and operation (except those plans
relating to subsidence) with the State Lands Commission, assisted by its
Long Beach operations staff, acting to enforce the state’s interest. With
the questions in dispute between the City of Long Beach and the state
settled by Chapter 138 the city and the state were then able to draw
up a contractor’s agreement and submit East Wilmington to com-
petitive bids among the several groups of interested oil corporations.

The then undeveloped portion of the Wilmington field, East Wil-
mington, is divided into three major subdivisions according to prin-
cipal ownership. Tract 1 is that portion of East Wilmington which is
under trust grant to the City of Long Beach and is currently estimated
to contain 85.9 percent of the total Hast Wilmington reserves; Tract 2
is the tidelands extention of the state’s Lios Alamitos Park lands and is
estimated to contain 6.2 percent of the East Wilmington pool ; the third
subdivision which comprises Tracts 3 to 94 or townlots are those tracts
which are on the upland portion and have an estimated 7.9 percent of
the Hast Wilmington oil underlying them.

On February 9, 1965, the City of Long Beach opened bids under the
contractor’s agreement for the field contractors’ undivided 80 percent
share of Tract No. 1. THUMS Long Beach, Inec., a five-company group
which included Texaco Ine., Humble Oil and Refining Co., Union Oil
Co. of Calif., Socony Mobil Oil Co., Ine. and Shell Oil Co., submitted
the winning bid (the only other bid offer was the joint bid of Standard
0il of California and Richfield Oil Corp.) by jointly bidding 95.56 per-
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cent. The bidding was on a profit sharing basis and the successful bid
thus established the state’s share of all net profits from the oil revenues
of the 80 percent portion of Tract 1 at 95.56 percent leaving the
THUMS participants to receive 4.44 percent of these net profits. The
remaining 20 percent portion of Tract 1 was divided into five percent-
age allotments and put out in five separate bids for nonoperating con-
tractors’ shares. Table 6 summarizes the results of the total bidding on
Tract 1 and lists the companies submitting the winning bids.

] Table 6
Bids Submitted on Tract |, Long Beach Unit—February 1965
Percent of Tract I Winning bid Company group

80% 95.56 THUMS

10.0 98.277 Pauley Petroleum, Inc.
Allied Chemical Corp.

05.0 100.00 Standard Oil Co. of California
Richfield Oil Corp.

02.5 99.54 Standard Oil Co. of California
Richfield Oil Corp.

01.5 99.54 Standard Oil Co. of California
Richfield Oil Corp.

01.0 99.55 Standard Oil Co. of California

Richfield Oil Corp.

100% 96.25%

. The weighted average of the winning bids thus guaranteed the state
96.25 percent of the total net profits on Tract No. 1 of the East Wil-
mington field.

The Richfield Oil Corporation’s participating share is now owned by
Atlantic-Richfield.

Tract 2, the state tidelands extending from Alamitos Park Liands was
submitted to bid on April 1st, 1966, and brought into the unit for devel-
opment under the unit operating agreement as provided by Section 3(j),
Chapter 138. Atlantic-Richfield submitted the winning bid whereby
they agreed to pay the state 96.25 percent of the net profits plus an
overriding royalty of 23.677 percent on the first 6 million barrels of
oil. This effectively guaranteed the state an amount of revenues in excess
of the net profits from Tract 2. The state does not share any revenues
from this parcel with the City of Long Beach.

Townlots, Tracts 3 to 94, are principally under lease to several of
the major participants in’ Tract 1. The state’s participation in the
townlot tracts is minor, being limited to pro rata shares assignable to
several upland sites owned by the state.

The amount of oil assignable to the three major pareels of ERast
Wilmington (Tracts 1 and 2 and the townlots) is determined by a
complex oil sharing formula or equity formula and this formula will
be administered by a three member equity committee with one member
representing the City of Long Beach as unit operator for Tract 1,
one member representing the state for Tract 2, and one member repre-
senting the townlot parcels. After January 1, 1968, the state will direct
the city’s vote which will give the state the voting interests for both
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Tracts 1 and 2 and hence the controlling vote on the equity committee.
. Net profits equals the state’s share of total oil revenues, less the

cost of production incurred by the field contractors (THUMS, LBODC
and Richfield), less subsidence cost, and less costs of administration.
The state’s share of total oil revenues equals total oil revenues (exclud-
ing gas revenues which go entirely to the state) less the advance royal-
ties and the yearly income committed to Long Beach by schedule in
Chapter 138. Cost of production by the field contractor includes both
capital investment and operating costs for extraction of oil and pres-
sure maintenance of the field. Subsidence costs are those costs incurred
by the City of Long Beach for the prevention or repair of land surface
subsidence damage.

Costs of administration oceur at three sources: (a) The city and
THUMS receive an administrative overhead allowance computed as
4 percent of THUMS’s production costs. The city receives an additional
allowance for administrative overhead for the developed portion of
Wilmington.

(b) The city receives reimbursements for its costs that are directly
attributable to its activities as unit operator.

(¢) The state is reimbursed out of oil revenues for its administrative
costs which represent the cost of the Long Beach operations of the
State Lands Division and other state cost assignable to Long Beach
(e.g., Attorney General services).

The total cumulative cost for oil field development by THUMS since
the start of activities in April of 1965 to December 1966, has been
approximately $45 million. Over $38.5 million represents investment
costs (islands, oil wells, injection wells, ete.) and 5.4 million represents
operating expenses. The 4 percent administration overhead for the same
period came to approximately $1.7 million, of which $1.3 million was
paid to THUMS and approximately $400,000 was retained by the City
of Long Beach. Other costs which were deducted from oil revenues in
1966 are shown in Table 7.

Table 7
Costs of Administering Oil
Operation by the City of Long Beach_____._.______ $1,313,681
State administrative costs - 742,724
Subsidence costs (January-November) .. _______ 1,708,824
Total $3,760,229

Role of the State Lands Division in the Supervision of the Operation
Of the Wilmington Field

The principal control and supervision powers of the state as exercised
by the State Lands Division stem from the power of approval and modi-
fication of the yearly plan of development and operation that is pre-
pared by the Department of Oil Properties of the City of Long Beach
for submission to the THUMS contractors. This is both a plan of activi-
ties and the itemized budget document which governs the field contrac-
tor, THUMS. In relation to THUMS the State Lands Division seeks to
control the development and operating costs to insure that development
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and operating costs are kept reasonably in line with efficient oil field
practices. The rationale for the state having a costs supervising funetion
vis-d-vis the city and THUMS is that (1) the city’s oil revenues are in
effect guaranteed regardless of whether costs are somewhat in excess
of costs necessary for efficient operations, (2) THUMS share of the net
profits (approximately 4.5 percent) is sufficiently small as to constitute
a lesser incentive to control costs than the state, which has the para-
mount interest in controlling costs as it is the primary beneficiary of
cost savings. Approximately 96 percent of any cost reduction will di-
rectly increase state revenue by increasing net profits. )

In addition to budgetary review (i.e. possible savings through cost
controls) the state’s review of the plans of development and operations
also includes technical evaluation to insure that the plan of develop-
ment conforms to efficient oil field practices and achieves the maximum
economic recovery of oil and gas. However, the State Lands Commission
may not unilaterally modify the plan of development and operation if
the City Council of Long Beach determines that these plans (or por-
tions thereof) are necessary for subsidence amelioration or control. In
the event of a disagreement the matter will have to be litigated and
ruled on by a court of competent jurisdiction for a final determination
as to whether the city is justified in the subsidence control features of
the plan pursuant to Chapter 138.

The State Lands Division staff also has the responsibility to review
expenditures out of oil revenues made by the City of Long Beach for
project costs relating to subsidence control. This review is to insure
that these expenditures are reasonably related to problems of subsidence.

The state through the State Lands Division staff has responsibility
for establishing tract assignments of oil in connection with the state’s
representation on the Unit Equity Committee (after January 1, 1968
the state will have the majority vote). This involves the application of
the complex equity formula, however, most if not all of the technical
computations contained in the formula may be programmed on elec-
tronic data processing equipment and at least two of the participating
oil ecompanies have already done so. However, staff analysis will be
required independent of the technical computations that can be pro-
vided by the oil companies on technical interpretations that will have
to be made in the application of the equity formula.

The above-mentioned duties and responsibilities of the Long Beach
staff of the State Lands Commission relate to continuing monitoring
functions over the plans of development of the Wilmington field. Prin-
cipally these duties involve cost control supervision in conjunction with
technical evaluations to insure a development strategy that will gain
the state added profits on the Wilmington oil revenues. The state also
has an important responsibility to insure that the price paid for Wil-
mington crude is fairly arrived at in the setting of posted prices by the
oil companies since this directly determines the total amount of oil
revenues realized from any given level of oil production. The procedure
for arriving at the prices paid for Wilmington oil is spelled out in
Article IX of the Contractor’s Agreement for the Long Beach Unit.
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The state can make periodic audits of oil company records (Contractor’s
Agreement, Article IX; Section d) to satisfy itself that correet price
postings are being used by the oil companies wher arriving at the price
of Wilmington crude. Furthermore, the state has the power in any
12-month period to require the field contractor to sell off 12.5 percent
of the oil otherwise committed to THUMS if the state feels that this
action would increase oil revenues.

Policy Questions

The three-tier administration over the Wilmington field inherently
involves duplications of administrative and technical functions. How-
ever, this is necessary and unavoidable to a large extent because the
interest of the three principal groups are not parallel and each has to
be in a position to make independent evaluations and judgments re-
specting the development of the field. In instances where the state’s
interests do coincide with those of either the field contractor or the City
of Liong Beach a cooperative arrangement should be established in order
to avoid unnecessary duplications of effort. For example, in a report on
auditing practices of the State Lands Division performed by Lybrand,
Ross Bros. & Montgomery, a national firm of certified public account-
ants, dated June 1966, an instance of unnecessary duplication of field
audits was found. Both the City of Long Beach and the State Liands
Division were making audits of field contractors, gas plants and other
operators independently of each other. The Lybrand report recom-
mended that the State Lands Division manage these audits on a coop-
erative basis with the City of Long Beach, The report stated the follow-
ing on page II-1.

““In the case of field contractors and gas plants, the city and the state
have similar interests. The city auditor makes thorough audits of field
contractors and examines each expenditure. The division’s auditors re-
view the city auditors’ working papers and then repeat to a large extent
the work the city auditors have already done.”’

The consultants estimated an annual savings of two man-years of
auditor’s time if the division established a working liaison with the city
by avoiding duplications of the city’s audits as the city’s audits are
both impartial and competent.

In view of the important position the state occupies as proprietary
owner of the largest oil field on the West Coast the State Lands Divi-
sion management should be kept well informed on oil industry develop-
ments which affect either the crude oil supply or demand for erude oil
products. The manager of Long Beach operations should have cap-
able staff assistance in order for the state to conduct a financial strategy
survey as a complement to the technical evaluations and strategies now
being employed. The Liybrand study previously referred to placed stress
on the need for such a staff advisory funection in the state’s evaluation
of the yearly plans of development and operation and recommended
that a staff position be established in the Long Beach operations. The
staff position they suggested would be designated a chief of management
controls. We agree that there is need for a high level staff finanecial
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analyst who would be respounsible for reporting on financial and statls-
tical data supplied either from industry sources or the field contractor,
that has a bearing and significance on financial decision making for
strategy development.

We recommend that the currently authorized but unfilled position of
Superwvising State Financial Examiner I1 be filled by a Chief of Man-
agement Control and that of the seven auditor positions authorized for
Long Beach, two auditor II positions be filled with Management
Information Analysts to assist the Chief of Management Control and
one general auditor IT position be deleted on the basis of duplicating
workload, budget page 421, line 44, as further identified in the Salary
Supplement, page 385, line 17, $9,951.

United States v. California No. 5 Original

The positions designated under this heading in the budget are for the
continuation of a special task group that was established in March of
1963 to assist the Attorney General in the defense of United States vs.
California. The purpose of this litigation was to determine the offshore
boundary of lands under the jurisdiction of the state. In May of 1965
the Supreme Court handed down a decision generally upholding the
claims of the United States. A petition for rehearing failed. On Janu-
ary 31, 1966 the Supreme Court issued a final decree which established
the general criteria for the boundary determination and requested the
state and the federal governments to work cooperatively in determining
the physical location of the boundary.

The division has three currently authorized positions for the per-
formance of task group services;

1 senior civil engineer
1 associate civil engineer
1 intermediate stenographer

The senior civil engineering position has not been filled. Since the
future workload of this task group can be administratively handled by
the Cadastral and Ocean Engineering section we recommend that the
separate identification of this task group in the budget not be continued.
‘We do not think that full-time clerical help is required for the presently
filled associate civil engineer position.

We recommend the deletion of an intermediate stenographer for a
savings of $5,916.

POLICY OPTION

The State Lands Commission should review methods for delegating
responsibilities to the division’s staff for making administrative deci-
sions respecting right-of-way easements and public land sales and leases
which are made according to provisions of the Public Resources Code,
Division 6, Public Lands. The current practice is for most actions of
the State Lands Division respecting the administration and disposition
of state lands to be brought before the State Lands Commission at the
monthly hearing before these actions can be approved. A large portion
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of the workload of the 11 engineers assigned to the Mineral Resources
Section in Los Angeles involves staff preparation of calendar items that
are to be submitted before the commission in a document that typically
runs to 60 or 70 pages of text and exhibits. Many of these calendar
items coneern only routine actions and are given only pro forma atten-
tion by the State Liands Commission as the commission relies on its
staff recommendations. Therefore, the commission should direct the
executive officer of the division to examine methods by which the com-
mission may legally delegate authority for the staff to make determina-
tions on matters of a routine nature and only present in detail before
the commission agenda items requiring a policy determination.

. FRANCHISE TAX BOARD
ITEM 116 of the Budget Bill Budget page 423

FOR SUPPORT OF FRANCHISE TAX BOARD
FROM THE GENERAL FUND

Amount requested in Budget Bill ’ $12,083,334
Budget request before identified adjustments ___________ $13,169,501
Increase to recognize full workload change . ________ 256,425
Budget as adjusted for workload change_______________ $13,425,926
Adjustment—undetailed reduction (10 percent) ________ 1,342,592
RECOMMENDED REDUCTION FROM WORKLOAD BUDGET.__ $360,874

BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $981,718

Summary of Recommended Reductions Budget

Increase to recognize full workload change: Amount  Page Line

Delete 3 auditor I positions : $20,052 423 40
Delete assistant personnel officer 8,532 423 40
Operations :
Delete 5 existing auditor I positions, salary supplement;
page 389, line 22 36,780 425 26
Delete 2 existing junior-intermediate typist-clerks, salary
supplement, page 389, line 48 10,510 425 26
‘Work measurement and controls :
Delete unallocated appropriation 285,000 423 34

GENERAL PROGRAM STATEMENT

The Franchise Tax Board is a three-man board composed of the State
Controller, the Director of Finance and the Chairman of the State
Board of Equalization. This body has in fact delegated the exercise of
its powers to the executive officer appointed by it, except for the formal
setting of the tax rate for banks and financial corporations, the adoption
of rules and regulations promulgated by the agency, and the appoint-
ment of the executive officer.

The agency administers the state personal income and bank and cor-
poration tax laws. Together, these taxes raised General Fund revenues
totalling $890 million, or 36 percent of all General Fund revenues in
1965-66. Its stated objective is to administer these laws in such a
manner as to assure equity for the taxpayer and to maximize the state’s
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potential within the statutory framework. It is organized so as to pro-
mote the concepts of self-assessment and voluntary payment by the
taxpayer.

The growth of the agency may be seen in broad perspective by
examining the numbers of returns filed, the total of agency assessed
revenue and the total budget expenditures, over a five-year period, as
shown in Table 1.

Table 1

Indices of Growth, 196364 through 1967-68
(numbers to nearest thousand)

Returns filed Net agency .

Fiscel year PIT* B & OT? assessed revenue Ezpenditures
1963-64 _______________ 5,046 118 $41,070 $10,318
1964-65 . _________ 5172 124 48,956 10,984
1965-66 _______________ 5,411 119 47,946 11,696
196667 (est.) _________ 5,647 133 — 12,894
196768 (est.) _________ 5,892 138 — 13,426 *
Average annual percent ’

increase ____________ 4.29, 4.29, 8.49, 7.5%

1 Personal Income Tax.
2 Bank and Corporation Tax,
* Includes workload increase.

The agency is organized into four major units under an October 1965
reorganization. These units and the number of positions within each are

summarized in table 2.
Table 2

Total Proposed Positions, 196768, by Organizational Units
(Includes Workload Increase)

Authorized
Permanent man-years of Total

Unit positions temporary help positions
1. Executive 6 - 6
2. Legal 34 1.0 35
3. Program 65 5.8 71.8
4. Electronic data processing_______ 97 46.6 143.6
5. Operations:

a. Headquarters _______________ 634 159.3 793.3

b. Los Angeles region ___________ 213 135 226.5

c. San Francisco region ________ 122 8.8 130.8

d. Chicago office _______________ 21 — 21

e. New York office._____________ 21 — . 21
Subtotal, Operations Unit__________ 1,011 181.6 1,192.6
Total : 1,214 235.0 1,449.0

Programs. The agency groups its present activities into three pro-
grams, described below in general terms. . .

I. Personal Income Tax. The ageney has the statutory obligation of
administering and enforcing the Personal Income Tax Law (Sections
17001-19500, Revenue and Taxation ‘Code). This law, enacted in 1935,
taxes the income of individuals, estates and trusts in excess of statutory
minimums. These taxpayers are required to self-assess, report and pay
their taxes. The agenecy maintains a service function to aid taxpayers

'selffassess, report and pay taxes and also compliance and audit activi-
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ties indirectly designed to promote voluntary compliance with the law.

I1. Bank and Corporation Tax. The agency is also charged with the
administration and enforcement of the Bank and Corporation Tax Law
(Sectmns 23001-26481, Revenue and Taxation Code). Enacted in 1929,
this law i Imposes a franchlse tax on corporations doing business in Cah-
fornia and an income tax on those not licensed to do business in California
but having income from California sources. The agency performs
subprograms in the areas of assisting taxpayers in self assessment,
compliance and auditing of returns.

III. Deparimental Administration. The objective of this program
is to provide general management and planning and research services
to the agency as a whole. Included is the work measurement and control
operation which had its inception during 1966-67.

Program expenditures and personnel man-years, after deducting for
salary savings, are presented in Table 3. Except for the authorized
1966-67 funds for the work measurement and controls subprogram, all
Departmental Administration program expenditures and staff have
been allocated to the other two programs on the basis of time reporting.
However, costs of the administrative program before allocation are
shown in parentheses for informational purposes only. The 1967-68 in-
formation includes an adjustment for workload increase.

Table 3
Expenditures and Man-years by Program
1965-66 196667 ' 196768
Man- Man- Man-
Program years Bap. years Eap. years Exp.

I." Personal In- .
come Tax 1,043.1 $8,593,075 1,077.3 $9,317,362 1,085.3  $9,810,996
II. Bank & Cor-
poration Tax 306.8 3,102,918 318.6 3,350,795 331.7 3,614,930
I11. Departmental

Adminis-

tration ____ (51.0) (610,237) (57.5) (873,906) (61.0) (846,783)
Work Meas- .

urement and .

Controls ___ — — 19.0 225,900 — _

1,349.9 $11,695,993 1,414.9 $12,894,057 1,417.0 $13,425,926
Details of Workload Increase

Tables 4 and 5 give a detailed breakdown of ‘‘Increase to recognize
full workload change . . . $256,425,”” budget page 423, line 40.

Table 4

Detail of Workload Increase, 1967-68
Personal Services:

Salaries and Wages (see Table 5) $153,475

Staff benefits 15,347
Subtotal, Personal Services $168,822
Operating Expenses : - 83,920
Equipment 3,683
Total Workload Increase ‘ $256,425
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Table 5
Proposed New Workload Positions, by Program, 1967-68
Number of positions

Program Total
Class Total P.IT. B.& C.T. Admin. salary
Auditor 9.5 2.5 7.0 — $63,498
Junior counsel ____________ 1.5 0.2 0.3 1.0 13,302
Assistant personnel officer___ 1.0 . — 1.0 8,532
Intermediate clerk ——_______ 1.0 _ —— 1.0 5,106
Computer operations
sSupervisor ... ________ 1.0 - — 1.0 8,532
Senior account clerks_______ 2.0 __ 2.0 o 10,464
Calculating machine operator 1.0 1.0 —— __ 4,752
Temporary help ——_________ 7.7 51 1.0 1.6 39,289
Total _________________ 24.7 8.8 10.3 5. $153,475

ANALY SIS AND RECOMMENDATIONS
1. Personal Income Tax
The personal income tax is administered in three phases, or subpro-
grams: (1) self-assessment activities, (2) compliance activities, and
(3) audit activities.
Expenditures and net man-years for these subprograms and included
activities are presented in Table 6.

Table 6

Personal Income Tax Program Expenditures and
Personnel Man-years, by Subprogram and Function
(Includes 1967-68 Workload Increase)

Expenditures (in thousands)

Man-years Actual Estimated Proposed
Subprogram 196566 1966—67 1967—68 1965-66 1966-67 1967-68
A. Self-assessment _______ 407 427 438 $3,219 $3,542 $3,750
B. Compliance
1. filing enforcement __ 230 234 226 1,758 1,880 1,934
2. resident identification 4 4 4 46 49 52
3. investigations ______ 7 7 7 115 123 130
4. collecting delinquent
tax 137 141 143 1,041 1,122 1,190

Subtotal, Compliance 378 386 380  $2,960 $3,174 $3,306
C. Audit

1. desk audit ——_______ 158 161 164 $1,375 $1,475 $1,568

2. field audit —————____ 89 92 93 902 976 1,026

3. protests and appeals 11 11 11 137 150 161
Subtotal, Audit ____ 258 264 268 $2,414 $2,601 $2,755
Totals — 1,043 1,077 1,086 $8,593 $9,317 $9,811

A. Self-assessment Activities

The objective of this subprogram is maximum voluntary action by
taxpayers in the reporting of income and information and the self-
assessment of their tax liability.

Program activities include (1) forms demgn prmtmg and distribu-
tion, (2) publicity and public information service, (3) receipt and
processing of personal income tax returns and assoelated payments,
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(4) accounting for over and underpayment of tax liability and (5)
processing of taxpayer initiated claims for refund or credit.

These activities helped produce $431.5 million in personal income
tax revenue in 1965-66, at an average cost of three-fourths of one cent
per dollar of revenue. Costs of this program total roughly one-fourth of
the entire agency budget.

We have reviewed the requests for 4.2 years of temporary help for
processing and filing of returns and one auditor position for claims,
and recommend approval.

B. Compliance Activities

This subprogram has as its objective the preservation of California’s
personal income tax base by insuring that individuals who have a legal
obligation to file returns and pay taxes, do so. It is divisible into four
identifiable activities: (1) collection of delinquent accounts, (2) com-
parison of the returns filed with information from employers and the
federal government (599-FCP), (8) analysis of residence status of
persons claiming to be nonresidents, and (4) investigation of fraud
and willful nonfiling with a view to eriminal prosecution.

Collection of Delinquent Accounts

It is appropriate at this point, in order to properly evaluate the
filing enforcement and the audit activities of the personal income tax
program, to examine in detail the collections activity. It is this activity
whiech is finally responsible for collecting much of the so-called ‘‘reve-
nue’’ claimed by other personal income tax activities. This activity’s
costs should be charged to those activities creating the collection work-
load. In addition, the agency’s data on ‘‘net revenue’’ of other activities
should be reduced by the amounts written off as uncollectable.

Prorating Collection Costs to Specific Program Activities

The collections inventory is composed of basically four types of
assessment items: (1) Incomplete remittance assessment, 29.9 percent
(the taxpayer has filed but has paid a tax liability in part or not at
all), (2) Notice of error assessments, 9.1 percent (reflecting a simple,
usually mathematical taxpayer error in the computation of his liability),
(3) Deficiency assessments, 6.8 percent (developed from a more com-
plete audit of the taxpayer’s return) and (4) Arbitrary assessments,
47.1 percent (the setting of a maximum tax liability where the taxpayer
is apparently liable but information is not complete enough to allow
determination of the exact liability). The percentages were arrived at
by comparing inventory at two points during 1965-66, and taking its
average breakdown.

The actions which cause each type of assessment are shown below.

(1) Incomplete remittances—All of these assessments result from the
self-assessment activities.

(2) Notice of error—80.4 percent of these assessment items result
from errors discovered in the mathematical verification process, while
the remaining 19.6 percent result from the board’s audit of small
returns. '
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(3) Deficiency—35 percent of these assessments result from the
board’s audit of large returns, 41 percent result from the examination
of federal audit reports, six- percent from the board’s special desk
audits and 18 percent from field audit. »
- (4) Arbitrary—98.5 percent of these assessments result from the
board’s 599-FCP filing enforcement activity, and 1.5 percent from the
audit of large returns.
By relating the causes of assessments to the collection inventory it is
possible to discover the degree to which each activity contributes to the
collection inventory. This relationship is shown in Table 7.

Table 7

Percentage of 1965-66 Personal Income Tax Collection
Inventory Resulting From Various Persona! Income Tax Activities

Percentages of Total Collections Inventory Assessment Items

Incom- ' Notice

plete of Defic-  Arbi- Percent of
Activity . : remit. error  iency trary Mise. inwentory
Self-assessment ———————_____ 299% - i — — 29.99,
Filing enforcement ________ — — — 4649, __ 46.4
Math verification ————._____ — 73% _- — — 7.3
Small return audit ——-_____ — 1.8 — B - 1.8 -
Large return audit —.______ . _— 249, 0.7 — 3.1
Federal report audit _______ — - 2.8 _— - 2.8
Field audit o ——______ _ _— 1.2 _— — 1.2
Special desk aqudit ——_______ — — 0.4 _— - 04
Unidentified ____________ — — _— _— 7.19% 71

Total 29.9% 91% 68% 4719% 719 100.09%

If the assumption is made that each type of assessment is processed at
equal cost, the total program budget costs of the collection activity can
be prorated among other personal income tax activities, as follows:

Self-assessment _ $311,000
Filing enforcement 483,000
Mathematical verification 76,000
Small return audit : 19,000
Large return audit 32,000
Federal report audit 29,000
Field audit 12,000
Special desk audit : 4,000
- Unindentified 74,000

Total PIT collections cost $1,040,000

Loss of Personal Income “Revenue” Through Collection Activity Writeoff
In 1965-66, the agency gave up as uncollectible the following amounts
of personal income tax assessments.

Abated assessments $3,255,000.
Assessments discharged from accountability (writeoff) ________ 5,088,000
Total _ $8,343,000

The amount of abated assessments is the amount to which the agency
decides the state has no legal right. These amounts are deducted from
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gross revenues in arriving at agency estimates of the net revenues of the
various activities.

The amount of writeoff represents both an amount to which the state
has no legal right, and an amount which is legally owed to the state.
This amount should be prorated among the various activities and de-
ducted to arrive at a truer statement of net revenue of such activities.

Concerned about the increasing size of writeoff over the past few
years, we recommended last year that the agency study the nature and
cause of writeoff. Some of the findings of that study are shown in Table
8, based on a sample of 612 assessment items discharged in June, 1966.

Table 8

Personal Income Tax Assessments Discharged from Accountability on
June 21, 1966, by Type of Assessment

Number (%) Dollars %
Type of assessment Assessment items Amount of assessment
@) (2) (3) ) (4)
Arbitrary . ___________ 396 64.7% $34,351 30.49,
Incomplete remittance _____ 96. 15.7 6,926 6.1
Deficiency — e 55 9.0 . 68,028 60.2
Notice of ervor _________.. 26 4.2 1,233 1.1
Other 39 6.4 2,515 ‘ %.2
Total _ 612 100.0% $113,053 - 100.0%

" Table 9 shows the estimated amount of 1965-66 personal income tax
(PIT) writeoff attributable to each PIT activity by type of assessment.
This is calculated by applying the percentages shown in Table 8, col-
umn (4) to total writeoff of $5,088,000, to give totals by type of assess-
ment. These totals in turn have been prorated to activities on the basis
of assessed net revenue produced by each activity.

Table 9

Estimated Amount of 1965-66 Personal Income Tax Writeoff,
by Activity and Type of Assessment
Type of Assessment

Arhitrary Incomplete . Notice of

Activity assessment remittance Deficiency error Misc. Total
Self-assessment ________,. __ $310,000 — — _— $310,000
Math verification — $6,000 —_— —_— — — 50,000
Filing enforcement __ 1,426,000 — -— $44,000 — 1,426,000
Small return audit__ — - —— 12,000 _ 12,000
Large return audit__. 51,000 _— $502,000 — — 553,000
Federal report audit____ 6,000 _— 1,274,000 — — 1,280,000
Special desk audit_______ 3,000 - 153,000 — — 156,000
Field audit —— 43,000 — 1,127,000 - —— 1,170,600
Other . 12,000 _— 7,000 — $112,000 131,000

Total e $1,547,000 $310,000 $3,063,000 $56,000 $112,000 $5,088,000

Other findings of the writeoff study demonstrate the following:

(1) Reason for discharge of account: (a) hardship of taxpayer—45
percent of the amount written off, (b) taxpayer could not be located—
28.9 percent, (c¢) taxpayer located, but assets were unreachable—25.2
percent, and (d) the account was cons1dered too old and too small to be
further pursued—0.9 percent.
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(2) Taxpayers with delinquencies in more than one year (repeaters) :
30.9 percent of all taxpayers studied had delinquencies in more than
one year; 11.5 percent had delinquencies in three or more years.

(3) Accounts over $100 constitute the major share of writeoff. This
finding is based on a study of all PIT accounts discharged over a four
months period.

Total % of
No. of emount of Total
Size of account accounts discharge amount
$0—20 ___ 5,641 $55,639 2.5%
$20—100 6,421 257,798 11.3
over $100 _________________ 1,704 1,951,560 86.2
Total, all accounts_..______ $13,766 $2,264,997 100.0%

Filing Enforcement

Through a largely computerized process, the agency matches state re-
turns with federal returns filed in California (Federal Comparison
Project) and with wage and salary information required to be reported
by California employers (599 project). The match is primarily per-
formed by a computer, but is augmented by a mannal process following
the:mechanical process.

‘Where federal or state employer information does not disclose a eor-
responding state return, and where a tax liability is indicated, machine
produced letters are sent to the individual taxpayer. After 30 days,
cases not disposed of are sent to the Los Angeles and San Francisco
regional offices to allow for follow-up contact with the taxpayer. Where
the follow-up does not result in the filing of a return or an adequate
-explanation, an arbitrary assessment is prepared and referred to the
headquarters collection activity.

Revenue per dollar of cost of this activity in 1965-66 is noted in
Table 10. The agency’s program budget reports a high net revenue
per dollar of cost ($4.99). By modifying the data prorating collection
writeoff and collection activity cost, a much lower net revenue per
dollar of cost figure is obtained.

Table 10
Filing Enforcement Activity, Revenue and Cost Data, 1965-66
Net revenue

Net revenue Cost per $1 cost
Agency data ____ $8,779,000 $1,758,000 $4,99

—1,426,000 (writeoff) +483,000 (collection costs) __
Modified data ___ $7,353,000 $2,241,000 $3.28

Increasing efficiency in the matching process has enabled the agency
to eliminate 10.6 temporary help positions used in headquarters from
its 1967-68 budget. Although unreflected in the budget, efficiencies have
eliminated 14.4 man-years of clerical and temporary help time from
the field follow-up process since the 1964 year. This manpower goes into
other activities carried on by regional and branch offices, and should be

identified.
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Identification of Residents

The agency identifies and collects tax liabilities from California resi-
dents who claim legal residence outside the state. Payers of income to
these nonresidents are required to withhold in advance the amount of
the tax and remit it to the ageney. This activity conducted 307 investi-
gations of taxpayers and reported net revenue of $299,000 in 1965-66.

Investigations

Cases involving an aggravated abuse of the requirement fo file a tax
return constitute the major share (80 percent) of the workload of this
activity. Seven investigators performed 89 investigations, including
fraudulent return and illegal activity cases, in 1965-66.

C. Audit Activities

Activities of this subprogram are designed to determine the mathe-
matical and legal accuracy of taxpayer computations, leading to the as-
sessment of additional tax liability, or refund or credit where the
taxpayer has erroneously assessed or paid a tax liability or credit.

Costs and revenues of the various personal income tax audit activities
are shown in Table 11. The net revenue per dollar of cost after adjust-
ment includes a proration to each activity of collection costs and loss
of revenue through writeoff, as shown in data immediately following
Table 7 and in Table 9, respectively.

Table 11

Audit Activities 1965-66. Cost, Net Revenue, and Net Revenue per Dollar
of Cost, before adjustment for collection costs and writeoffs, and
Net Revenue per Dollar of Cost after adjustment for these factors
Before adjustment
Net revenue Net revenue

Net per dollar  per dollar of cost
Activity Cost revenue of cost  after adjustment
1. Mathematical verification ___  $365,600 $2,045,000 $5.59 $4.51
2. Small return audit . ______ 537,500 1,342,000 2.50 2.39
3. Large return audit —_______ 134,400 1,796,000 13.37 7.49
4. Federal report audit ________ 203,100 3,874,000 19.07 11.18
5. Special desk audits _________ 133,900 683,000 5.10 3.82
6. Field audits ______.________ 902,400 4,297,000 4.76 3.42
7. Protests and appeals _______ 137,300 — — ——
Totals _____ $2,414,200 $14,037,000 $5.81
Plus collection cost, less writeoff +1,040,000 —5,088,000
Adjusted cost and net revenue .. $3,454,200 $8,949,000 $2.59

General Desk Audits

All personal income tax returns, with the exception of 2.5 million
“fully paid small returns,”’ pass through a preliminary audit stage
after they are received and information extracted for the filing enforce-
ment activity. During this stage, the taxpayers’ computations are math-
ematically verified by calculating machine and other basic return in-
formation is clerically reviewed.

Returns are then filed alphabetically into ‘‘small refurn’’ and ¢‘large
return’’ files, depending upon the amount of reported adjusted gross
income and the source from which it is derived.
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~ The small returns receive some mathematical verification, are audited
a year at a time, and the audit begins 11 months after receipt. The
total coverage goal is 50 percent.

The large returns receive 100 percent mathematical verification, are
audited two years at a time, and the audit begins 14 to 26 months after
receipt. The coverage goal is 100 percent.

We recommend approvel of two calculating machine operators re-
quested for use in mathematical verification.

We recommend deletion of siz auditor I positions and two associated
junior intermediate typist-clerks in small return audits. One auditor
is in the adjustment for workload increase and five are existing posi-
tions. Total salary savings are $53,974.

The agency estimates that it will require 20 man-years of auditor time
1o maintain 50 percent audit coverage in the small return file for
.1967-68. Our recommendation is based on the finding that 30 percent of
auditor time here is employed in auditing low income returns which
produce far less than a dollar of revenue per dollar of cost.

The finding is based upon a sampling by the agency of 70,000 1962
income year returns audited in 1965-66, of which 30 percent or 21,000
returns reported income of $5,000 or less. ,

These 21,000 returns produced a total of $2,068 in net revenue, or an
average of $.10 per return. However, the average audit. cost was $.18
per return. Therefore, this activity resulted in a net loss of $.08 per
return.

The average cost per return was obtained by dividing the total cost of
all small returns audited during 1965-66, which was $537,500, by the
total number of such returns, which was 3,041,000.

_Federal Report Audit

The agency audits returns upon which the state has received an audit
report from the federal Internal Revenue Service. The federal audit
report is the most productive of all personal income audit activities, net-
ting $11.18 per dollar of cost in 1965-66 after prorating collection cost
and writeoff.

Special Desk Audits
These include audits of returns made on estates and trusts and re-
turns on which eredit is claimed for income tax paid to other states.
Workload data submitted showing a 7 percent annual increase in re-
turns for trusts support the workload increase request for half an audi-
tor position in the estates and trusts audit activity, and we recommend

approval.

" Field Audit

- High income and other selected returns are sent for audit from

.headquarters to Los Angeles and San Francisco regional offices, and
their 12 included branch offices, plus the Sacramento field office. '
- Five auditor positions were added to the Lios Angeles regional staff

- in the 1966-67 budget. During the current year, the Bakersfield branch
office was transferred from the Los Angeles region to the San Francisco
region, giving each of the regions six branch offices.
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Protests and Appeals
By law, the agency must receive and act on protests of taxpayers to
proposed assessments. Normally protests arise out of audit activities
assessments. Informal hearings are held with taxpayers to develop faec-
tual issues and to bring about the settlement of disputes. Agency de-
cisions on protests adverse to the taxpayer may be appealed to the
State Board of Equalization for a final administrative ruling.
Expandmg workload im the nuwmber of appeals and a resultmg
growth in backlog justifies the addition of 0.2 of a junior counsel posi-
tion, based on past workload standards.

Il. Bank and Corporation Tax

Administration of the Bank and Corporation Tax Law is performed
in three subprograms: (1) self-assessment activities, (2) compliance
activities, and (8) audit activities. These activities closely parallel those
of the personal income tax program.

Personnel man-years and net expendltures for these subprograms and
included activities are presented in Table 12. The 1967-68 adjustment
to recognize workload increase is included.

Table 12

Bank and Corporation Tax Program, Personnel Man-years and Expenditures
by Subprogram and Activity

Expenditures (in thousands)

Man-years Actual  Estimated Proposed
Subprogram 1965-66 1966-67 1967-68  1965-66  1966—67  1967-68
A, Self-assessment ___. 95 97 99 $785 $834 $891
B. Compliance .
1. filing enforce-
ment _______.__ 2 2 2 15 16 17
2. exempt orgamza- .
tiom ___________ T 12 12 67 103 109
8. collections _____ 21 21 21 169 180 190
Subtotal, Compliance__ 30 35 . 35 $251 $299 $316
C. Audit . :
1. math verification 16 16 18 $112 $119 $136
2. nonallocation ___ 64 67 72 700 761 836
3. allocation ______ 91 92 95 1,087 1,154 1,235 -
4. protests and
appeals __.______ 12 12 13 168 184 201
Subtotal, Audit _.____ 183 187 198 $2,067 $2,218 $2,408
Totals ——— . 308 319 332 $3,103 °  $3,351 $3,615

A. Self- Assessment Activities

This subprogram seeks to maximize voluntary compliance of corpo-
rate taxpayers with the reporting and taxpaying requirements of
the law.

Program activities include (1) forms design, printing, and distribu-
tion, (2) publicity and public information service, (3) receiving and
processing corporate returns and estimates, (4) accounting for over and
underpayments of tax liability, and (5) processing of taxpayer initiated
claims for refund or credit.
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We have reviewed the request for 1.3 years of temporary help for
processtng and filing services and one auditor position for processing
_ of clatms, and recommend approval.

B. Compliance Activities

The objective of this program is to see that all corporations having a
legal obligation to file returns and estimates and to pay a tax liability
to the state, do so.

Table 13 presents 1965-66 revenue and cost data for individual activi-
ties. Revenue cannot be totaled because of duplication in counting it,
for example, part of the revenue developed in filing enforcement is
potential only and is counted again as revenue when collected as a de-
linquent account. Furthermore, collections revenue is generated in sub-
stantial part by audit activities, and such amounts as are collected as
an end product of audit assessments represent a double count.

Table 13
Net Revenue and Cost, Corporate Compliance Activities, 1965-66
Net Net revenue
A ctivity revenue Costs per dollar of cost
1. Filing enforcement-  $308,000 $15,300 $20.10
2. Exempt organizations __ 66,700 _
3. Collections . ____ 3,535,000 169,400 20.90

Exemption from the bank and corporation tax is granted to organiza-
tions qualifying under an exempt purpose specified in Section 23701,
Revenue and Taxation Code. About 33,000 exempt organizations are
subject to the requirement of filing annual information returns if their
annual gross income exceeds $25,000. An additional 30,000-35,000 ex-
empt organizations are exempt from the filing requirement. Of the total
of 67,000 exempt organizations, there are 6,000 charitable organizations
that are required to annually file detailed information with the Attor-
ney General’s office.

In 1965-66, this activity was limited to maintaining exempt organ-
ization files, passing on applications for exemption, desk auditing infor-
mation returns, and revoking exempt status primarily on the basis of
reports received from the federal government. Four positions were
added by the Legislature for 1966—67 to permit a more extensive exami-
nation of exempt organization activity.

The board has undertaken the study of the roles of the State Attorney
General and the federal Internal Revenue Service with a view toward
defining areas of responsibility and eliminating duplication of effort.
Commumnication of this office with the IRS indicates that duplication
may be substantial.

We recommend that the agency be directed to continue conducting
a study of the role of the IRS and the State Attorney General in this
field, and to report to the 1968 Legislature. The report should include
an analysis of the scope and depth of the federal audit program wn
California, peculiar aspects of California law or other factors justi-
fying a meed for an independent program distinct from the federal,
and methods whereby the functions of the Attorney General and the
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board may be integrated to insure adequate accomplishment of both at
the least cost.

C. Audit Activities

This subprogram is designed to determine the mathematical and legal
accuracy of corporation taxpayer self-assessments.

Cost and revenue data for 1965-66 operations are included in Table
14. These have not been modified by collection activity or writeoff infor-
mation.

Table 14
Cost and Revenue Data, Corporation Audit Activities, 1965-66

Net
revenue

Net per $1

Activity Cost revenue cost
Mathematical verification $111,800 $773,000 $6.90
Nonallocation audit 699,600 9,648,000 13.75
Allocation audit 1,087,300 14,102,000 12.95

Protests and appeals 168,000 — —

Totals $2,066,700 $24,523,000 $11.85

Mathematical Verification

All corporate returns and estimates of corporate taxes are reviewed
initially upon receipt for mathematical accuracy.

The adjustment to recognize workload increase includes two senior
account clerk positions to meet a workload deficiency in the processing
of tax estimates. The increase appears justified on the basis of data
submitted by the agency.

Nonallocation Audit

Returns of corporations doing business wholly within California are
desk audited to determine whether the tax is properly computed and
meets the requirements of the bank and corporation tax law. When
returns are especially complex or suitable for audit in the field, they
are sent to the regional offices.

Workload factors and personnel man-years for the routine headquar-
ters desk audits are presented below:

Actual Estimated Proposed
) 1965-66 1966-67 1967-68
Number of audits 63,624 92,500 92,750
Man-years 7.2 105 10.5
Audits per man-year 8,837 8,809 8,833

In addition to the 3.3 man-years indicated for increased routine head-
quarters audst activity, workload increases relating to other than rou-
tine audits support the agency’s request for a total of four auditor
positions. :

All returns filed by corporations doing business both within and
without California are audited to determine the correct amount of in-
come allocable to their California operations. Returns believed warrant-
ing a field audit are sent to California field offices and to out-of-state
branch offices in Chicago and New York.
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Two auditor I posmons are included in the a,dgustment for workload
change to be used in the headquarters office in order to make the audit
more timely. We recommend deletion of these positions, $13,368, budget
page 423, line 40. Although a large backlog exists, the audit is being
accelerated with existing manpower. The backlog was reduced by 4,800
returns in 1965-66 and the number of additional returns per year is
only about 1,000. Efficiencies created by a declining backlog should lead
to inereased production and in turn further accelerate the audit.

Protests and Appeals

This activity performs identically to the parallel activity in the per-
sonal income tax program. Addition of 0.3 jumior counsel position for
appeals, included in the workload increase adjustment, appears justified
on the basis of workload standards.

I11. Departmental Administration

This program consists of management and staff services providing
overall planning and administrative support to the personal income tax
and bank and corporation tax programs.

Expenditures and personnel man-years of this program and its activi-
ties are identified in Table 15, even though they have been allocated to
other programs for purposes of this analysis.

Table 15

Departmental Administration Program Man-years
and Expenditures, by Activity
(Includes 1967-68 Workload Increase)
EBazpenditures (thousands)

Man-years Actual Hstimated Proposed

Activity 1965-66 1966—67 196768 1965-66 1966-67 1967-68
Executive _____ . _______ 5.3 6.0 6.0 $118 $125 $133
Legal Services .. __ 8.5 7.0 8.0 119 126 143
Data Processing ________ 4.5 5.0 6.5 41 45 63
Personnel _______________ 8.2 85 9.5 ‘64 68 84
Statistical reporting______ 4.0 4.3 5.0 ¢ 41 43 52
Program planning _______ 20.5 20.7 21.0 227 241 257

‘Work measurement and

controls . __ 14.0 5.0 — 226 115
Totals . ___ 51.0 65.5 61.0 $610 $874 $847

Legal Services

One junior counsel position is included in the adjustment for work-
load primarily to free one attorney man-year to work on proposed
legislation. We recommend. approval.

Data Processing
The major share of the costs of the EDP unit is specifically allocated
to activities in other programs on the basis of machine time charged to

those activities.

A computer operations supervisor I position is included in the work-
load increase to head a night shift presently operating without overall
supervision. We recommend approval.
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The demand ereated by the recent installation of more sophisticated
EDP equipment for programming services, appears to warrant the pro-
grammer trainee position requested as a part of the adjustment for
workload increase, and we so recommend.

Per‘sonnel

The workload increase ad;yustment includes one ass1stant personnel
officer position. The Legislature disapproved the agency’s request for
an associate pergonnel analyst in the 1966-67 budget. No signiﬁcant
changes have occurred since that time which improve the agency’s
justification. We recommend deletion of the assistant personnel officer
position, $8,552, budget page 423, line 40.

Statistical Reporting

" An additional 0.7 of a position of temporary help is requested for
coding of personnel income tax returns, transeription of corporate re-
turns, and compilation of escaped and supplemental personal property
tax assessments having a potential effect on the computatlon of the
bank tax rate. We recommend approval.

Program Planning

This activity includes planning in methods and organization, audit
and compliance activities, and budgeting. Major accomplishments dur-
ing the past year include a study of potential EDP application to
personal income-tax return processing, a study of the feasibility of
mathematical verification and clerical audit selection for fully paid
small returns, formulation of a program budget for 1967-68, and the
first steps in development of an EDP based master file and new pro-
cedures for the processing of corporate returns and estimates.

We approve of the request for 0.3 of a temporary help position for
budget planning on the basis of increased Department of Finance
demands.

Work Measurement and Controls

Last year the Legislature approved an appropriation of $225,900,
Item 158 of the Budget Act of 1966, for initiation of the work measure-
ment and controls program in 1966-67. The board contracted with H.B.
Maynard & Co., a management consulting firm, to train analysts and
supervisors in the measurement and reporting of motion and time,
especially that involved in highly repetitive clerical operations. The
object of the program is to accurately identify unproductive time so as
to provide agency management with information allowing it to elimi-
nate personnel on a rational basis and without loss of work output.

The program proposes to measure 1,244 positions out of a total of
1,449, as shown in Table 2, or 85.9 percent by February 1968. 1t is pro-
posed to measure the positions by units or groups of units suecessively,
starting with 478 positions in 10 clerical units during November 1966,
and ending with 30 positions in three regional units during January
1968.- The measurement process will last from two to four months in
each unit or group of units, with the controls to be installed one to two
months later.
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During the measurement phase, the analysts will determine the ratio
of time needed to perform the tasks of the section, according to measure-
ment standards, to the total of personnel time allotted to the section. In
the control phase, employees will be trained to record the type and
number of specific work tasks performed, EDP will compile the data,
and supervisors will utilize the data, to increase production. In the
third phase, management will translate the inereased produetion into
budgeted personnel savings.

Language in the Budget Bill provides that $285,000 shall not be
available for expenditure until allocated by executive order of the
Director of Finance. This, together with $115,000 identified on budget
page 425, line 17, is intended to measure the total savings to be realized
from the Work Measurement and Control Program during 1967-68.

We recommend deletion of $285,000 in order to insure realization of
savings from this program, budget page 423, line 34.

DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT
ITEM 117 of the Budget Bill Budget page 427
FOR SUPPORT OF THE DEPARTMENT OF HOUSING AND

COMMUNITY DEVELOPMENT FROM THE
GENERAL FUND

Amount requested in Budget Biil $1,733,958
Budget request before identified adjustments____________ $1,790,192
Increase to recognize full workload change___.__________ 136,428
Budget as adjusted for workload change_______________ $1,926,620
Adjustment—undetailed reduction (10 percent)._______ 192,662
RECOMMENDED REDUCTION FROM WORKLOAD BUDGET___ $120,157
BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $72,505
Summary of Recommended Reductions Budget
Existing positions: Amount Page Line
1 Intermediate stenographer $5,354 428 4
From increase to recognize full workload change;
6 Area representatives and related costs $72,283 427 14
2 Clerks and related costs 11,553 427 14
Increase not justified 30,967 427 14

GENERAL PROGRAM STATEMENT

The Department of Housing and Community Development was
established by Chapter 1222, Statutes of 1965, in effect September 17,
1965. By this act the Legislature broadened the responsibility of the
state in housing and expressed greater state interest in housing prob-
lems. The responsibility for enforcement of housing standards was
previously lodged in the Division of Housing in the Department of
Industrial Relations. With the creation of the Department of Housing
and Community Development this funection was transferred from the
Department of Industrial Relations to the Department of Housing and
Community Development and established in its Division of Building
and Housing Standards. Activities in this division represent a continua-
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tion of programs of primary and secondary enforcement responsibili-
ties under various provisions of state law regulating housing standards.
The Department of Housing and Community Development was cre-
ated with broadly defined responsibilities in housing but focuted on
the mandate to assist local jurisdictions upon request in applying for
federal assistance in housing development and community development
programs. To accomplish these objectives the department has centered
these new programs in the Division of Housing and Community De-
velopment.

Chapter 1222 also created a nine-member Commission of Housing
and Community Development to set policies for the department and to
promulgate appropriate rules and regulations in the enforcement of
housing standards. Members are appointed by the Governor for four-
year staggered terms and the chairman is designated by the Governor
and serves at his pleasure.

The department is headed by a director, appointed by the Governor,
at a salary of $18,000 per year. Each of the two divisions is headed by
a chief, appointed by the Governor on recommendation of the director
at a salary of $15,500 per year.

ANALYSIS AND RECOMMENDATIONS

From information which has been furnished us as to calculation of
the ‘“‘increase to recognize full workload change’’ of $136,428, budget
page 427, line 14, we are able to identify the following amounts:

Price increase, operating expenses $10,875
Increased per diem for travel 10,750
6 new district representatives and related costs_——__________ 72,283
2 new clerical positions and related costs 11,553

Total $105,461

We recommend deletion of the remainder of $30,967, budget page

427, line 14, since the amount cannot be identified and accordingly we-

have no basis for making an evaluation.

‘We recommend approval of the first two adjustments relating to price
increases and increased per diem rates, the latter resulting from Board
of Control action in December 1966. We are recommending against
the additional positions, for reasons discussed later in this analysis.

Table 1 is a summary of the staff of the Department of Housing and
Community Development, from 1964-65 to 1967-68, including com-
parable activities formerly assigned to the Division of Housing in the
Department of Industrial Relations, from 7-1-64 to 9-17-65.
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Staff of the Departnient of Housing and Community Development, b¥ Division,
Including Comparable Activities of the Department of Industrial

’ Relations From July 1, 1964, to September 17, 1965
Actual Actual Authorized Proposed
Division : 196465 1965-66 196667 196768
Administration :
Director - — 0.8 1 1
Technical : — 1.2 3 3
Clerical — _— 2.9 7 7
Total — none - 49 11 11

Division of Housing and Commu-
nity Development :

Chief — __ 1 1
Coordinator __ 1.1 3 3
Area representative —_______.___ — 1 6 6
Clerical _— _ 0.6 6 5
Total none _2-'—7 16 15
Division of Building and Housing
Standards:
Chief 0.9 1.1 1 1
Technical and supervisory______ 9.0 10.0 12 12
District representative ________ 51.1 51.6 65 71
Clerical : 283 . 282 315 - 33.5
Total ‘ S 89.3 90.9° 109.5 1175
Total 89.3 98.5 136.5 143.5

Note: Proposed positions for 1967—68 include eight new positions included in ‘‘increase to recognize full work-
load change,”” budget page 427, line 14.

Division of Housing and Community Development

The legislation creating the Department of Housing and Community
Development enlarged the state responsibilities to provide consultative
and technical assistance to urban areas. This technical assistance is
provided primarily in the form of informing the local governments
of the various types of federal aid programs available and assisting
them in preparing applications for submission to the federal adminis-
trators. The general need for such a function is shown by the com-
plex array of federal grant programs that bear on community develop-
ment and the further complexities of the application procedures. The
state has no administrative responsibility under the federal grant
provisions for those grant programs where cities or other local govern-
mental authorities may apply directly to the federal government, Chap-
ter 1222 specifically limits the role of the Department of Housing and
Community Development in this area to one of advising and providing
technical assistance to enable local governments in California to re-
ceive the full benefit of available federal monies but without the state
attempting to control the basic programs these funds support (Section
37111, Health and Safety Code).

In addition to consultative activities in assisting local governments
the division staff is engaged in preparing miscellaneous reports and
studies on federal legislation affecting housing and community develop-
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ment, Staff is also assigned to provide research background for special
committees of the Commission of Housing and Community Develop-
ment.

The division has entered into construction contracts for the erection
of prototype low cost housing units in three communities under a
federal demonstration grant of $243,000 which the division is adminis-
tering. The purpose of this demonstration project is to examine the
feasibility of alternative low cost methods of constructing homes par-
ticularly in reference to providing housing for low income rural resi-
dents.

The division has concentrated its activities thus far in helping to
qualify various farm labor communities for the financial assistance
available through the Farmers Home Administration. The division has
also assisted in the preparation of applications under the Urban Re-
newal program and the Public Housing program particularly in the
latter program with regard to the leased housing pr0v1s1ons of the
Housing and Urban Development Act of 1965.

In the process of preparing an application under provisions of
several of the programs administered by the U.S. Department of
Housing and Urban Development, the applicant community as a condi-
tion- of eligibility must have developed a ‘‘workable program,’’ a
document which sets forth the community’s plan for dealing with the
problem of urban slums and blight. The division’s staff, as an example
of technical assistance, assists the local eommumty in preparing docu-
ments of this type.

The division 1s currently staffed with 10 professional and 5 clerical
positions.

1 division chief

3 coordinators, community development
6 area representatlves

5 clerical

The three community development coordinators have staff and line
responsibilities which are specialized in the areas of federal grant
programs, urban renewal, and housing standards and technology. Each
coordinator directs two area representatives and the area representa-
tives make most of the direet contacts with local communities.

One area representative and one clerical position are currently va-
cant.

We recommend the reduction of one existing intermediate stenog-
rapher posmon budget page 428, line 4, $5,354. This position is one
of those shown in the Salary Supplement page 391, line 26.

There are currently 10 professional positions to 5 clerical positions
in this division whereas the generally accepted standard is a ratio of 3
professional to- 1 clerical which indicates that this division is over-
staffed by ‘1 elerical position.

The Division of Building and Housing Standards

The Standards Division has both primary and secondary enforcement
- responsibilities in carrying out a program of physical inspection of
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housing structures to enforce state health and safety regulations re-
garding construction and maintenance. We will first discuss the divi-
sion’s enforcement activities under the State Housing Law and related
statutes.

The division has secondary enforcement responsibilities under the
State Housing Law (Health and Safety Code, Sections 17910-17995),
the Earthquake Protection Law (Health and Safety Code, Sections
19000-19170), and Labor Code (Sections 1460-1486).

State Housing Law

The State Housing Act prior to 1961 appeared in Sections 15000
through 17902 of the Health and Safety Code and dealt with hotels,
apartment houses and dwellings. It had its origins in the Tenement
House Act of 1909 which was limited in its application to incorporated
areas only. In 1923 provisions dealing with apartment houses and hotels
were extended into unincorporated areas as well. In 1959 dwellings in
unincorporated areas were brought under the act but only where the
board of supervisors had by appropriate resolution adopted the state
act relating to dwellings.

From the inception of this legislation, it was provided that loeal
authorities were to enforce the state provisions. A change was made in
1953 whereby any local authority having and enforcing a local ordi-
nance prescribing minimum standards equal to or greater than the
provisions of the state act could enforce its own ordinance in lieu of
the state’s. This rule applied if (a) the local ordinance was, in fact,
more stringent, and (b) the local authority notified the appropriate
state department that such an ordinance was in force and effect

All rules and regulations governing the buildings brought under
this state act were statutory in nature and could only be modified by
an act of the Legislature.

In 1961 the old State Housing Act was repealed and a new act called
the State Housing Law (Health and Safety Code, Sections 17910-17995)
was enacted. The State Housing Law encompassed the following major
changes :

(a) Changes in the rules and regulations that were to be enforced
would be made by administrative action rather than by legislative
enactment.

(b) An administrative agency, the Department of Industrial Rela-
tions through its Division of Housing, was given the power to adopt
rules and regulations in furtherance of certain standards set out in
the act.

(e) Counties were no longer permitted an option in the application
of the State Housing Law to dwellings.

The rules and regulations enforced under the State Housing Law
are for the purpose of protecting the ‘. . . the public health, safety,
and general welfare of the occupant and the public governing the ereec-
tion, construction, enlargement, conversion, alteration, repair, moving,
removal, demolition, occupancy, use, height, court, area, sanitation,
ventilation and maintenance of all hotels, motels, apartment houses,
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and dwellings, and buildings and structures accessory thereto. Such
rules and regulations may include a schedule of fees to pay the cost of
enforcement under Sections 17952 and 17965.” (Health and Safety
Code, Section 17921.)

The law also provided that the rules and regulations adopted will be
reasonably consistent with recognized and accepted standards contained
in various industry codes, (e.g., the Uniform Housing Code and the
Uniform Building Code, as adopted by the International Conference of
Building Officials, ete.).

Under the 1961 State Housing Liaw local officials were still charged
with enforcement and hence the primary enforcement agencies are city
and county building departments or city and county health and fire
departments if there is no housing department in a city or county.

Secondary enforcement responsibilities under the State Housing Law
requires the division to carry on inspection and code enforcement pro-
grams when there is no local enforcement or where the local enforce-
ment agency is not enforcing housing standards at least equal to those
established under the state statute. The division is currently carrying
on an inspection program in three counties, Trinity, Mariposa and
Tuolumne since there are no local enforcement agencies in these coun-
ties. In the remainder of the state local agenecies have the primary en-
forecement responsibility for the State Housing Law. In addition to the
limited direet enforcement responsibilities under the State Housing
Law, the division acts in an advisory capacity to assist local jurisdie-
tions in the enforcement of the State Housing Law and the Earthquake
Protection Law.

Table 2 shows actual man-years of district representatives, by ac-
tivity, for 1963—64 to 1965-66. The man-years shown for 1964-65 and
1965-66 are in excess of those shown for district representatives in
Table 1, because of the inclusion of overtime. All of the activity for
196364 and that from July 1 to September 17, 1965 was carried on
when this function was in the Department of Industrial Relations.

Table 2
District Representatives, by Activity
Man-years (actual)

Activity 196364 196465 1965-66
. State Housing Law . 11.00 8.41 6.42
Employee Housing Act 6.70 7.24 8.14
REarthquake Protection Law __ .. ________ 0.44 0.66 1.54
Mobilehome parks 11.67 15.90 17.52
Mobilehomes y 11.55 16.05 18.29
Labor Code (Sec. 1477) . 0.91 1.19
Special projects, misc. 2.64 3.39 3.27
Total 44.00 52.56 56.37

The primary enforcement responsibilities of the division concern the
physical inspection of employee housing under Sections 2610-2645 of
the Labor Code (Employee Housing Act) and inspections of mobile-
home and mobilehome parks (Health and Safety Code, Division 13,
Part 2).
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Under the provisions of the Emplpyee Housing Act the division has
housing standards enforcement responsibilities for all employer-pro-
vided housing where the employer is providing housing for five or more
employees. Generally these are labor camps for migrant farmworkers.
In 1965 there were slightly more than four thousand registered labor
camps throughout the state. The Employee Housing Aet requires all
labor camps in use or anticipated for use to be registered.

Under the Mobilehome and Mobilehome Parks Law the Standards
Division has both primary and secondary enforcement responsibilities,
The Department of Housing through its Standards Division has sole
jurisdietion of mobilehome and trailer coach manufacturers. All house
trailers sold in California must be approved by the division as to the
safety of plumbing, heating and electrical equipment. This approval is
represented by insignias affixed to all trailers (mobilehomes) manu-
factured in California since 1958 when the law went into effect. The
principal mode of enforcement is one of plan checking production line
models for compliance with the division’s equipment regulations fol-
lowed by periodic onsite factory inspections to insure that the trailers
are being manufactured aceording to the approved plans. Trailers or
mobilehomes that are being built according to custom requiremients
must be individually inspected in order for them to bear the official
insignia. This program of plan approval and factory inspections is
supported by fees levied on the manufacturers and in 1965-66 $430,352
was collected in fees under this program.:

This program is supplemented by dealer lot 1nspect10ns for resale of
trailer coaches to enforce the law’s requirement that all trailers sold in
California have a state insignia.

Included in the ‘‘increase to recognize full workload changes’” of
$136,428, budget page 427, line 14, are six new district representatives, -
salary range $746-906, and two clerical positions for the inspection of
mobilehome manufacturers and dealers. The division proposes to in-
crease its inspections of the 291 manufacturers of record from once
each month to twice each month. On the basis of the division’s estimates
this will add 4.5 man-years of workload. We do not see any justification
in this proposal and the division has not presented any information
that the present policy of inspeeting each manufacturer once a month
is inadequate in terms of maintaining a quality level of enforcement.
Moreover, the division’s field representatives also respond to request
for custom trailer approvals (trailers that are not constructed accord-
ing to approved plans of plan-checked or standard models) which
brings the field representative to the manufacturers’ premises in many
cases more than once a month and certain additional onsite inspection
of the premises may be made when these situations oceur. The fact
that fees are charged for these mspectlons under Section 18371 of
the Health and Safety Code, does not in our opinion justify increasing
the number of inspections beyond that which is necessary to enforce
mobilehome health and safety regulations.

The division is ecurrently carrying on a program of dealer lot in-
spections and has the policy objective of inspecting each dealer once a
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year. Before a dealer can sell a trailer which does not show the divi-
sion’s insignia the dealer must contact the division and have the trailer
inspected. The inspection is fee supported. This service compliments
the division’s enforcement respecting sales since the dealer’s entire
inventory may be inspected after the scheduled trailer inspection has
been made. In dealer lot inspections the trailers are only visually in-
spected from the outside and the inspection is generally satisfied by
the display of an insignia on the trailer.

We recommend disapproval of siz district representatwes and two
clerks, $72,283 and $11 553 respectively, or a total of $83 836, budget
page 427, line 14. -

Under the Mobilehome and Mobilehome Parks Act (Health and
Safety Code, Sections 18000-18475) the division shares enforcement
responsibilities with local jurisdictions respecting mobilehome parks.
The enforcement program for mobilehome parks concerns the physical
inspection of the mobilehome park for compliance with the division’s
rules and regulations. These rules and regulations apply to size of
yvards and lots, distance separating trailers, construction and width
of driveways, sanitary facilities, electrical installations, water supply
and occupancy of trailer lots. The division is designated in the law as
the enforcement agency ; however, the law also allows for local enforece-
ment by cities and counties if they have by specific legislative action
assumed this responsibility. Local enforcement has assumed a large
portion of this workload. Currently out of a total of 4,485 parks with
188,981 spaces (lots), local enforcement has respons1b111ty over 2,720
parks and 124,548 spaces and the division has enforcement responsi-
bility over 1,7 45 parks with 64,505 spaces.

The mobilehome owner pays annual fees established under the Mobile-
home and Mobilehome Parks Act (See. 18202, H. & 8. Code) to the
enforcement agency for an operating permit. Construction and plan
approval fees are also collected. The division collected $131,488 in
fees for its mobilehome parks inspection program in 1965-66.

Policy Option

The Standards Division furnishes consultative services in assisting
local agencies in their enforcement activities under the State Housing
Law and Earthquake Protection Law. The cost of these services is not
now reimbursed. However, Section 17966 of the Health and Safety Code
provides that the division may enter into contracts with local agencies
in providing assistance and that these contracts shall contain provision
for the payment of the cost of such enforcement, or portion thereof, as
may be determined by the division. Since the local agencies’ enforce-
ment activities are supported by fees charged for construction permits
and plan approvals we feel that the division should be reimbursed for
the technical assistance it provides to local enforcement agencies under
the State Housing Law and the Earthquake Protection Law.

We recommend that the division enter into coniract arrangements
with local agencies when providing emforcement assistance under the
State Housing Law and the Earthquake Protection Low and that these
contracts contain provisions to reimburse the division for the costs
of these services.
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: STATE TREASURER
ITEM 118 of the Budget Bill’ Budget page 429

FOR SUPPORT OF THE STATE TREASURER
FROM THE GENERAL FUND

Amount requested in Budget Bill $481,886
Budget request before identified adjustments __________ $517,415
Increase to recognize full workload change ____________ 18,013
Budget as adjusted for workload change _______._______ $535,428
Adjustment—undetailed reduction (10 percent) ________ 53,542
RECOM MENDED REDUCTION FROM WORKLOAD BUDGET___ $25,986
BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $27,556
Summary of Recommended Reductions Budget
‘ Amount  Page Line
Delete Assistant State Treasurer $19,536 429 52
Delete one senior stenographer 6,450 429 52

GENERAL PROGRAM STATEMENT

The State Treasurer is a constitutional officer who has the following
responsibilities: (1) to maintain accountability for all money, securi-
ties and pledges belonging to or held in trust by the state, (2) to pay
warrants and checks drawn by the State Controller, (3) to invest sur-
plus state funds under the general direction of the Pooled Money In-
vestment Board, and (4) prepare, sell, and redeem the general obliga-
tion bonds of the state.

The following table shows the growth of the Treasurer’s office over a
five-year period.

Table 1

A Five-Year Comparison of Staff and Expenditures in the
State Treasurer’s Office

General Fund
Fiscal year . . Man-years support
1963-64 48.9 $410,412
1964-65 50.4 435,233
1965-66 52.0 447,849
1966-67 (est.) 52.3 488,892
1967-68 (proposed) 52.3 517,415 *

#* Not adjusted for workload change or 10 percent reduction.

Table 2 shows our estimate of the distributioﬁ of the Treasurer’s
staff by programs for the budget year.

Table 2
Distribution of the Treasurer’s Staff by Programs,
1967-68
Program Man-years
General administration 9.2
Debt service 9.5
Investment service 5.2
Accounting and cashiering 15.7
Trust service . 12,7
Total : 52.3
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ANALYSIS AND RECOMMENDATIONS
General Administration

This program consists of the State Treasurer, the Deputy State
Treasurer ($19,536) which is an exempt position, the Assistant State
Treasurer ($19,536), another exempt position, an administrative assist-
ant ($13,212) and supporting clerical positions. In the past the Deputy
State Treasurer has acted as the office manager and chief consultant
to the Treasurer. The Assistant State Treasurer position was estab-
lished by executive action in January of 1957 supposedly on the justi-
fication that it would be filled by a financial expert who would assist
the Treasurer in the sale of state bonds. However, this Assistant State
Treasurer position has consistently been used in a public relations
capacity rather than as originally justified. In previous analyses we
have recommended that this position be abolished because the Office
of State Treasurer does not have the state responsibilities which war-
rant a public relations type of position. Our position on this subject
has not changed, therefore, we recommend that the Assistant State
Treasurer ($19,536) and one supporting clerical position ($6,450) be
abolished for a saving of $25,986, budget page 429, line 52.

Debt Service

This program includes the selling, issuing, servicing and redeeming
of state bonds. Part of the cost of servicing and collecting state bonds
and coupons is reimbursed, the amount of reimbursements estimated at
$115,890 in the budget year. Table 3 shows the actual and estimated

workload of this activity.
Table 8

Number of Bonds and Coupons Redeemed (In Thousands)
Veterans, harbor,

) water, and recreation All other Total
1965-66 _ 2,818 2,774 5,687
1966-67 2,772 2,802 5,674
1967-68 2,790 2,757 5,547

The workload has been kept fairly constant by converting coupon
bonds to registered bonds and by issuing bonds in larger denomina-
tions.

This program also involves the preparation and advertising of bonds
for sale. The cost of this function, estimated at $122,500 in the budget
year, is financed from the bond proceeds and these costs are not in-
cluded in budgetary totals.

No change in staffing for this program is contemplated for either
the current or budget years.

Investment Services

The Treasurer, under the direction of the Pooled Money Investment
Board, consisting of the Treasurer, State Controller, and Director of
Finance, is responsible for the investment of temporarily idle state
moneys. There are three investment programs, the Pooled Money
Investment Account, the Surplus Money Investment Fund and the
Condemnation Deposit Fund. Table 4 shows that the average daily
investments in these three funds totaled over a billion dollars in
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1965-66, an increase of 12 percent over the prior year, while interest
earnings increased by 25 percent to $47.8 million.

Table 4 :
Investments by the Pooled Money Investment Board (M|Il|ons)
1964-65 : 1965-66 - -
Average . Average '
daily daily S
Investment amount Percent amount ~ Percent.
program invested Earnings yield invested Earnings yield
Pooled monéy - $611.9 $24.0 3.92 $680.5 $29.9 4.39
Surplus money —_ 316.6 12.5 3.94 358.0 15.9 444
Condemnation ——_ 38.1 1.5 4.04 44.8 2.0 441
Total ___——_ $966.6 $380 $1,083.3  $47.8

A discussion of each of these funds follows :

Pooled Money Investment Account

The source of funds for this account is the excess General Fund
moneys and certain bond proceeds in the Treasurer’s- demand (check-
ing type) account. The amount of excess available for investment is
determined monthly by comparing the total receipts (revenues, bond
proceeds, and maturing investments) and the estimated total disburse-
ments (redeemed warrants). These idle balances, however, fluctuate on
a day-to-day basis and therefore investments must be adjusted for these
changes which is accomplished by buying and selling short term fed-
eral securities. Of greater importance is the monthly and seasonal:var-
iations in the amount of idle state funds. Principally this is due to
the scheduled timing of state bond issues and the fact that a large
share of our tax receipts are received during a three-month period
(February to April). In 1965-66, the excess available for investing
was at a high of $1 billion on August 4, 1965, whereas by December
14, 1965 they stood at a low of $495 million. The average daily amount
of idle funds was $729.2 million in 1965—66. However, Table 4 showed
that not all of these funds were invested. Part of these idle funds
were left in noninterest bearing bank acecounts to compensate 10 banks
for the banking services they perform to the state. These funds are
called the compensating balance. Another part of these funds were
left in a noninterest bearing time bank account to compensate one bank
for the bond and coupon collection services it performs for the state.
Table 5 shows the total distribution of the average daily amount of

idle funds in 1965-66.
Table 5
Distribution of the Average Daily Amount of ~
Idle Funds in the Pooled Money Investment
Account During 1965-66 (Millions)
: ' Average daily + Interest

Distributibn ) balances earnings
Compensating balances - $48. 5 ) none
Bond and coupon collection service ) none
Investment in securities . ~  480. 5" $21.2
Investment in time (savings) deposits - -200.0 8.7

Total : ' $729.2 $29.9
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The magnitude of the compensating balance is determined in the fol-
lowing manner. First, a cost formula is established which stipulates
cost figures for six basic banking services performed for the state by
the depository banks. Calculations are made on the basis of the number
of transactions (i.e., checks deposited, etc.) times the cost factor in
setting the total cost of bank services that are to be reimbursed through
the compensating balances. Second, the board imputes an interest rate
that is used in determining the amount of money that will be required
to be left in these accounts to compensate for the bank’s charges. This
interest rate is set to approximate the bank’s cost of borrowing money
which could be either the federal reserve discount rate or the federal
funds market rate. Third, a calculation is made to adjust for ‘‘float.”’
The term ‘‘float,”’ refers to the time lag between the date a check or
receipt is deposited with a bank and the date on which the check is
cleared. During the interval, which the board estimates at 13 working
days on the average, the bank receiving the check or receipt eannot
use these funds until they have cleared the account of the issuing bank.
During 1965-66, about $36.2 million of the compensating balance was
for the float adjustment, while the remaining $12.83 million was left
idle to compensate the banks for the banking services they performed
for the state. '

In addition to the compensating balances, the state maintains a non-
interest earning time account in a bank in Sacramento to compensate
it for the bond and coupon collection services it provides for the state.
A sum of $189,000 was held idle for this purpose during 1965-66.

After deducting the compensating balances and the idle deposit for
bond ‘and coupon services, the remainder of the excess cash in the
Pooled Money Investment Account is free to be invested. These funds
are distributed between two types of earning investments, time (sav-
ings) deposits and federal securities. It has been the policy of the board
since 196263, to invest $200 million of these funds in time deposits.
These deposits are distributed among 142 banks in California and they
are deposited for one year periods. The Treasurer has arranged to have
approximately 1/12 of these deposits mature each month,

During a period of tight money this policy makes it possible for the
maturing portion of these accounts to be redeposited at higher earning
rates. The last fiscal year 1965-66 was a period of tight money and the
Treasurer was able to increase thé earning rate on time deposits by
renegotiating these deposits. In July of 1965 these accounts were dis-
tributed over a range of interest rates that ran from 3% to 4% percent.
In June of 1966 these deposits had been shifted to a higher range which
ran from 4} percent to 5 percent. Consequently earnings on state time
deposits averaged a high 4.33 percent in 1965-66, as compared, for
example, to 1964—65 when earnings averaged 3.96 percent.

Each month the Pooled Money Investment Board designates the sums
to be invested in securities. As we have explained, the amount of idle
state cash available for investment in securities for a particular month
is the total Pooled Money Investment Account less that month’s com-
pensating balance and less the $200 million maintained in bank time
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deposits. This amount varies from month to month because of changes
in the total amount of idle state funds as well as changes in the monthly
compensating balance. For the most part these funds are invested in
short-term notes and securities of the federal government. For example
over 70 percent of the security holdings on June 30, 1966, were for 90
days or less. The average yield on these investments for fiscal 1965—-66
was 4.42 percent.

The Surplus Money Invesiment Fund

These moneys come from the available cash of a number of special
funds which either have no investment authority of their own or have
elected to join the Surplus Money Investment Fund. The board de-
termines whether participating funds have cash balances in excess of
current needs and these funds form the basis for the actual investment
program administered by the Treasurer. Earnings are prorated to
participating funds twice yearly in contrast to the Pooled Money In-
vestment Account, which contributes all of its earnings to the General
Fund.

The Surplus Money Investment Fund averaged $358 million a day
In 1965-66. Total earnings for that year were $15,885,000 which repre-
sented a return of 4.44 percent to the 41 participating funds at year
end. Earnings derive primarily from security transactions, although in
fiscal 1965-66, earnings of $1,203,000 came from loans made by this
fund to the General Fund, a new proeedure amsmg out of 1965 legis-
lation.

Condemnation Deposits Fund

This fund is similar in most respects to the Surplus Money Invest-
‘ment Fund with one major exception, the moneys of political sub-
divisions other than the state are included in the fund. These moneys
consist of funds deposited by court order in the State Treasury as a
result of eminent domain proceedings. In 1965-66 this fund averaged
$44.9 million per day and had total earnings of $1,976,000 and an ap-
portioned earnings rate of 4.41 percent.

Recommendation: Consolidate Pooled Money Investment Account
and Surplus Money Investment Fund.

The Treasurer’s office has proposed that the resources of the Pooled
Money Investment Acecount and the Surplus Money Investment Fund
be consolidated. This change would require legislation. This consolida-
tion would offer several clear advantages in improving the earning
potential of these funds and in simplifying the Treasurer’s handling
of investment transactions. For example :

1. It would reduce the high and low swings in the amount of avail-
able funds and therefore, combining the portfolios of the two programs
would allow securities to be invested for a longer time period at higher
interest rates.

2. This combination would simplify the determination of loan re-
quirements for loans that are made from the Surplus Money Invest-
ment Fund to the General Fund, Under the present requirements Sur-
plus Funds must be converted to cash (i.e., security holdings liqui-
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dated) before the General Fund may borrow the money. With the
pooling of the two programs these borrowing determinations would
not directly depend on security liquidations of special fund invest-
ments.

3. This combination would allow the Surplus Fund to be invested
‘“closer.”’ Smaller amounts for small funds could be declared as avail-
able through the Surplus Fund without involving actual transactions
in such amounts. Under existing praotices the Treasurer does not at-
tempt to make market purchases in denominations less than $100,000.
Usually, the Treasurer is investing in even millions.

4. Since General gnd Special Fund surplus moneys are invested in
the same types of securities, the combination of these two funds would
not adversely affect the earning potential of either fund. In fact, the
consolidation probably would improve the earning potential of both
funds.

5. This consolidation would also simplify the Treasurer’s adminis-
tration of these funds and would eliminate the need for numerous inter-
program investment transactions. In the Pooled Money Investment
Account between 20-25 percent of the total investment activity involves
interprogram transactions, principally with the Surplus Money Invest-
ment Fund. In 1965-66 there were 221 of these transactions. Hach
transaction involves a number of steps such as, ‘‘purchase document,’’
“‘sales document,’’ ‘‘invoice,”’ ete., so elimination of the separate
identification of the ‘‘pool’’ account and the Surplus Fund for invest-
ment purposes would simplify investment operations.

We recommend that appropriate legislation be enacted. for the con-
solidation of the Pooled Money Investment Account and the Surplus
Money Investment Fund.

Trust Services

This activity is also closely related to the investment program in that
after the decision to buy or sell is made by the investment section the
actual accountmg for the documents and warrants is made under the
trust services program.

Bank collateral consisting of securities of the types specified in Gov-
ernment Code Section 16522, is required to be deposited in the Treas-
urer’s vault or other approved depositories by all banks holding state
deposits. These securities must have a value of at least 10 percent in
excess of the amount deposited with any bank. Daily adjustments are
necessary to account for varying portfolios and values of collateral
items.

State-owned securities and pledges required for other purposes such
as those required by the Department of Insurance are kept in the
Treasurer’s vault. The timely collection of interest on the state-owned
seeurities and the clipping of coupons on bonds held as pledges are a
part of this program.

" The Treasurer estimates they will receive $60,000 in reimbursements
for the current year and $55,000 for the budget year for bond collee-
tion expenses.
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Accounting and Cashiering
This section is responsible for the redemption of warrants issued
by the State Controller and aceounting for deposits in the state’s ‘de-
pository banks. This activity supplements the investment program by
providing daily reporting on the state’s cash position. Actual and esti-
mated workload growth is shown in the following figures:

Deposit and

Warrants paid deposit reports " Total items
Fiscal year (thousands ) (thousands) {thousands)
1964-65 5,194 306 i 5,500
1965-66 5,352 1822 5,674
1966-67 (est.) 5,516 338 5,854 .
196768 (est.) 5,685 354 6,039

HEALTH AND WELFARE AGENCY ADMINISTRATOR
ITEM 119 of the Budget Bill o . Budget page 432

FOR SUPPORT OF HEALTH AND WELFARE AG‘ENCY
ADMINISTRATOR FROM THE GENERAL FUND

Amount requested in Budget Bill I - $183,664
Budget request before identified adjustments___________ $200,914
Increase- to recognize full workload change_____________ 3,157 -

Budget as adjusted for workload change_________;,____ $204,071
Adjustment—undetailed reduction (10 percent)________ . 20407 _
RECOMMENDED REDUCTION FROM WORKLOAD BUDGET___. $2,000
BALANCE OF UNDETAILED REDUCTION—REVIEW PENDING $18,407

Summary of Recommended Reductions Budget
Amount Page Line
‘Workload adjustment, in-state travel $1,000 432 18
‘Workload adjustment, out-of-state travel ’ 1,000 432 18

ANALYSIS AND RECOMMENDATIONS

The Health and Welfare Agency Administrator supervises, and for
the Governor, coordinates the operation of the Departments of Social
Welfare, Mental Hygiene, Public Health, Rehabilitation,. Office of
Health Care Services, the Citizens Advisory Committee on Aging, the
Office of Atomic Energy Development and Radiation Protection and
the Mental Retardation Services Development and Coordination Pro-
gram. g

The budget estimates workload costs of $264,971 in 1967-68, com-
posed of $60,900 of federal funds and a General Fund amount of
$204,071 which after an undetailed reduction of $20,407 amounts to
a net General Fund appropriation of $183,664. This can be compared
to estimated costs. of $523,812 for 1966-67. The decrease is primarily
the result of the termination during the budget year of the federal
grant for initial mental retardation planning made available to. the
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