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to be submitted to the Legislature in the 1968 Session. The three subject
areas chosen for this report are: (1) communications—how the people
can be better informed about job training opportunities, (2) industrial
planning—how private industry might be involved in job training, and
(3) policy—what should be the criteria for a program’s effectiveness
or an applicant’s qualifications, ete. The staff is attempting to develop
a standard of cost benefit analysis for job training programs.

Under the provisions of Chapter 1105, Statutes of 1967, the council
has proposed two major studies for the current fiscal year which will
carry over to the budget year. One study is dependent upon the
$100,000 federal grant shown in the 1967-68 Budget. The other study
is contingent upon obtaining three professionals in the job training
field and one clerk on loan from existing state agencies.

No report has been submitted by the counecil, thus results of its efforts
cannot. be adequately assessed at this time. More information in this
regard should be available after the council’s report to the 1968 Legis-
lature.

The proposed budget requests a sum of $10,660 for travel expenses
for the six-month period of July 1 to December 31, 1968. This is an in-
crease of $2,756 or 3.5 percent over the amount authorlzed for 1967-68,
a 12-month period.

We recommend a reduction of $5,000 in the travel portion of oper-
ating expenses.

Records of expenditure have shown that in the period beginning
July 1 and ending November 7, 1967, a total of $1,102 was spent on
travel. During this four-month period, four meetings were held at an
average cost of $275.50 per meeting. At a cost of $50 per person, all
eligible personnel could meet once a month for six months at a cost of
$4,350. With a reduction of $5,000, the amount remaining of $5,660
should be adequate to provide travel for the council and staff for a
six-month period. This reduction will not lower the level of service
of the agency.

BOARD OF CONTROL
ITEM 109 of the Budget Bill Budget page 542

FOR SUPPORT OF THE BOARD OF CONTROL
FROM THE GENERAL FUND

Amount requested $103,266
HEstimated to be expended in 1967-68 fiscal year 97,510
Increase (5.9 percent) . $5,756
TOTAL RECOMMENDED REDUCTION None

Summary of Recommended Administrative Improvements
Integration of clerical duties.

Summary of Recommended Studies

Board should study methods of inereasing uniformity and eliminating arbitrary de-
lays in evaluation of employee suggestions by agencies, with report on alternative
proposals to the 1969 Legislature.
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Board of Control—Continued
GENERAL PROGRAM STATEMENT.

The Budget Act of 1967 transferred the merit award funetion and
staff from the Department of General Services to the Board of Control.

The combined staff now serves two separate boards: (1) Board of
Control—consisting of the Controller, the Director of the Department
of General Services, and a member appointed by the Governor from the
public at large, charged with claims adjudication, rulemaking and other
miscellaneous functions, including action upon recommendations of the
Merit Award Board. (2) Merit Award Board-—consisting of seven mem-
bers, including a representative of the Department of General Services,
two state employees at or below the first-line supervisory level, one
management-level employee (public or private), two persons from state
employee organizations, and a member of the staff of the State Person-
nel Board. This board recommends awards for employee suggestions,
superior accomplishments, and meritorious acts to the Board of Control
for the latter’s approval. ' '

The following table shows how the staff is allocated between the
boards. The budget figures for 1967-68 understate the agency’s actual
staff by 0.6 man-year of temporary help which were obtained by the
conversion of other personnel funds within the agency.

Actual Hstimated Proposed
‘ 196667 1967-68 1968-69
Board of Control
Man-years 4.9 4.9 5.0
Costs __ $39,319
Merit Award Board )
Man-years 6.0 5.0 5.3
Costs $69,445
Combined man-years ______._______.____ 10.9 9.9 10.3
Combined costs . $108,764 $108,298 $114,054

The combination of the staffs of the Board of Control and the Merit
Award Board was initiated in order to eliminate the need for the ex-
empt position ‘‘Secretary of the Board of Control’’ and to reduce at
least temporarily the need for additional clerical assistance.

ANALYSIS AND RECOMMENDATIONS

The budget lists the Board of Control’s proposed expenditures in
1968-69 at $114,054. However, only $103,266 will be an appropriation
from this item.. The remaining $10,788 will be received from Item 264
to cover the administrative costs relating to tort liability claims.

The workload of the combined staff is divided among four program
areas: :

1. Claims against the state.

2. Awards to state employees.
3. Rulemaking.

4. Miscellaneous fiscal matters.

1. Claims

The staff of the Board of Control receives, processes, refers to the
Attorney General for investigation, and presents to the board for its
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Board of Control-—Continued

action all claims made against the state. The board adjudicates tort
liability claims and, in the event of approval, directs payment from the
tort liability fund appropriated under Item 264. Other types of ap-
proved claims are referred to the Legislature for payment out of various
funds under the legislative claims bill Item 264. The board meets
bimonthly.

The total number of claims filed is the primary indicator of workload
for that part of the staff servicing the Board of Control. 1967 legislation
(Chapter 1546) added a new workload area for the board consisting of
claims to aid victims of violenee. This program, which is designed to
indemnify needy citizens who are injured as the result of crimes,
formerly was administered by the Department of Social Welfare. The
amount of indemnification is limited to expenses incurred for medical
care, loss of wages and other necessary expenses directly related to the
injury, but in no event can any award exceed $5,000. Potentially this is
a large source of claims. The funds for these claims will be paid out of

Ttem 264.
Actual Estimated

1966-67 1967-68 1968-69
Claims received 2,000 2,300 2,600
Man-years authorized 4.9 4.9 5.0%
Claims/man-year i 408 469 520

* Includes requested position.

The 4.9 man-years estimated for 1967—68 includes all the time of the

~ new Secretary of the Board of Control (former secretary of the Merit
Award Board).

The new clerical position, which consists of the conversion of 0.9 man-
year of temporary help to a permanent position, will be assigned to the
claims program.

The inereased efficiency of clerical personnel anticipated as part of
the combination of staff has not oecurred, because each section has re-
tained the duties it had under the former boards.

We recommend approval of the requested clerical position. We also
urge thot the board be directed to integrate the clerical staff into one
clerical pool, in an attempt to keep staff requirements for increasing
claims workload within manageable limsts.

2. Awards to State Employees

The staff duties relating to this program include the receipt, refer-
ence to agencies, review and recommendations on employee suggestions
and the recognition of superior accomplishment and meritorious acts
of employees. Recommendations of the staff are made to the Merit
Award Board, and, whether approved or disapproved by the latter,
are carried forward to the Board of Control for final decision. Awards
approved by the Board of Control for more than $150 can only be
made by concurrent resolution of the Legislature. The Board of Con-
trol adopts rules and regulations for the operation of the employee
award program and appoints the Merit Award Board, under the au-
thority of Government Code, Section 13926.
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Board of Control-—Continued

The staff assigned to the Merit Award Board must rely heavily on
the agencies for evaluation of the suggestions as it is not of sufficient
size to make independent evaluations. Each agency is required to desig-
nate a management level employee to be responsible for its employee
suggestion program and to work with the Merit Award Board staff.
However, neither the Merit Award Board nor the Board of Control
has authority to compel agencies to act promptly on requests for eval-
uation of suggestions and can only hope that the agencies maintain
an interest in the priority of this program. The result is a lack of
uniformity in the agency processing of employee suggestions.

Another defect is that some agencies are not complying with Board
of Control Rule 829 (f), which provides that agencies shall report their
findings and recommendation on each suggestion within 30 days. This
situation is illustrated by the following statisties:

Number of suggestions outstanding, November 80, 1967_________________ 945
Hxtension of time requested by agency, cases 342
Outstanding 30 days or less 201
Outstanding 31-60 days, without explanation 109
. Outstanding more than 60 ‘days, without explanation 293

We recommend that the Board of Control examine the problems of
lack of uwiformity and delay in the suggestion program, and make
alternative proposals to the 1969 Legislature for their correction.

3. Rulemaking

The Board of Control adopts rules and regulations governing travel
and meal expenses, merit awards, claims administration, and various
other matters of general state interest, The staff supports this function.

4. Miscellaneous Fiscal Matters

The Board of Control also performs miscellaneous functions, includ-
ing the processing of refunds and cancellations, discharge of accounts
receivable of the state, the sale and disposal of unclaimed property,
and the transfer of funds between certam state institutions. The staff
provides support.

We recommend approval of the amount requested.

STATE CONTROLLER
ITEM 110 of the Budget Bill Budget page 543

FOR SUPPORT OF STATE CONTROLLER
FROM THE GENERAL FUND

Amount requested $5,392,868
Estimated to be expended in 1967-68 fiscal year 5,076,757
Increase (6 percent) $316,111
Increase to improve level of service, $71,116
TOTAL RECOMMENDED REDUCTION $14,360
Summary of Recommended Reductions Budgei
. Amount Page ILine
Associate research analyst, Administration Division-_.____ - $10,860 544 7
Equipment—automobile 3,500 544 27

437



Controller Item 110

State Controller—Continued
Summary of Recommendations

Eliminate the present inheritance tax appraiser system and substitute self-assess-
ment.

Transfer tax collection function of Division of Tax Collection and Refund’to State
Board of Equalization.

GENERAL PROGRAM STATEMENT

The State Controller carries out his constitutional and statutory
duties through an ageney composed of elght divisions and by being a
member of numerous boards and commissions. The constitution makes
him the state’s disbursing officer and a member of the State Board of
Equalization and the Reapportionment Commlssmn All of his other
duties are statutory in origin.

The major duties of the Controller’s office consist of the following
programs (together with subprograms).

1. Fiscal Control, including: (a) aeting as the state’s chief account-
ing officer, (b) makmg apportionments to local government, (¢) col-
lecting ﬁscal information and preparing financial statements, (d) pre-
auditing expenditures from the State Treasury, (e) auditing subvention
payments to local government, (£) maintaining records of outstanding
warrants drawn on the Treasury, and (g) admlmsterlng the Uniform
State Payroll System.

2. Tax Administration, including: (a) administration of inheritance
and gift taxes, (b) administration of the refund of gasoline taxes to
nonhighway users, and (e) collection of miscellaneous taxes.

3. Fiscal Affairs of Local Government, including: (a) administering
uniform accounting procedures for counties, (b) collection and publi-
‘cation of local government finanecial information, (e¢) assisting special
districts in developing uniform auditing and accounting practices, and
-(d) administering laws relating to tax-deeded property.

4. Escheat to State of Unclaimed Property.

The growth of the agenecy as a whole, both in man-years and in
expenditures, is demonstrated in Table 1.

The man-year request for the budget year generally is lower than the
current year because (1) salary savings have been increased from an
amount equivalent to 2 percent of the staff in 1967-68 to 3.15 percent
in 1968-69, and (2) existing positions totaling 7.7 man years have been
deleted from the proposed budget. This reduction occurred in the
audits, tax collection and refund, and tax-deeded lands divisions.

The Controller’s total expenditures have increased an average of 3.9
percent annually during the last four years.

Table 1
A. Man-Years by Division
1964-65 Through 1968-69

1968-69
: Estimated Proposed over

" Division 196465 1965-66 1966-67 ~ 196768 1965—69 196465
Administration ___.___ © 321 332 . 332 32,9 32.7 0.6
Accounting __________ 55.3 54.7 53.7 61.2 62.2 6.9
Disbursements ____.... 168 172 170.9 - 175 1745 6.5
Inheritance and gift tax = 110.2 118 119.3 1221 119.5 9.3
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State Controller-——Continued
Table 1-—Continued
A. Man-Years by Division
1964-65 Through 1968-69

1968-69
Y Estimated Proposed  over
Division 1964—65 1965-66 1966—67 1967-68 1968-69 196465
Tax collection and )
refund —— 724 71.9 721 712 68.2 —42
Local government fiscal :
affairs _.______.____ 33 35.6 35.8 39.1 38.6 5.6
Tax-deeded land . _.. 19.2 18.2 17.7 87 8 —112
Total __ 561.5 574.8 577 586.8 577.8 16.3
B B. Expenditures by Fund (in thousands)
Fund
General ______ ______ $4,720.7 $4,790.1 $4,930.6 $5,076.8 $53835 $662.8
Motor. vehicle fuel.____ 7938.2 835.3 900.5 981.8 956.8 163.6
Motor vehicle transpor-
tation __ . __._____ 136.5 126.4 122.2 156.1 161.3 24.8
School building aid__..  169.1 177.3 1794 203 1602  —8.9
Aeronauties _________ . 13.6 42.2 58.3 58.6 58.6
Cigarette tax _________ — _— — 150 . -
Total $5,819.5 $5,942.5 $6,174.9 $6,626 $6,720.4 $900.9
ANALYSIS AND RECOMMENDATIONS
Administrative Division .
Positions
Actual Authorized Proposed
Function 1966-67 1967-68 1968-69
1. General administration ____.___._____ 115 11 12
2. Legal and management analysis ______ 4 4 4
8. Accounting and personnel ___________ 10 11 11
4. Service and supply (i 7.7 .7
Totals 33.2 33.7 34.7

This division supplies legal, research, personnel, accounting services
and general administrative direction to the agency, as well as assistance
to the State Controller in his capacity as a member of various boards
and commissions.

The budget proposes to restore an associate research analyst p0s1-
tion which was deleted by the 1967 Legislature. This new position is
submitted on the basis that it will be used to: (1) assist the Controller
in his responsibilities as a member of various boards and commissions
and (2) provide analysis regarding governmental financing. In our
1967—68 Analysis (Page 445), we pointed out that the Controller has
two exempt deputy positions which are capable of providing the neces-
sary staff support for his board and commission workload. The task
of analyzing governmental finances has been assigned to a newly estab-
lished 5.5 man unit in the Controller’s Division of Accounting. This
position, therefore, would duphcate the new -unit’s area of- respon-
sibility.

We recommewd deletion of the proposed ¢esearoh analyst position,
$10,860, Budget page 544, line 7.

The equ1pment allowance for the division mcludes $3,500 for the
replacement of the State Controller’s official automobile. This automo-
bile, a 1965 Lincoln Continental; cost $5,073 new and as of January
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State Controller—Continued

1, 1968 had been driven only 30,260 miles. The following table shows
the average mileage on automobiles most recently turned in by six
other constitutional officers.

Mileage of Automobiles Turned in by Constitutional Officers

Title . Mileage
Secretary of State 55,000
Former State Controller 81,000
Board of Hqualization member 47,000
Board of Hqualization member 83,000
Board of HEqualization member : 69,000
Board of Hqualization member 54,000

Average 64,833

‘We know of no mechanical difficulties or major defects which would
make an automobile of such recent vintage and low mileage unservice-
able. Nor has it been demonstrated that replacement is justified on the
basis of economy. Therefore we recommend a $3,500 reduction in the
equipment item, Budget page 544, line 27.

Accounting Division

Actual Authorized = Proposed
Unit 196667 1967-68 1968-69
1. Control accounts 36 37 37
2. Financial analysis : 7 8 8
3. Fisecal audit _ 5.5 5.5
4, Unclaimed property .. . ... _______ 6.7 8.2 10.2
Administrative—unallocated —___________ 4 4 4
Totals . 53.7 6. 64.7

1. Control Accounts

The Controller maintains control accounts on all funds in the State
Treasury. The workload is relatively stable and consists of processing
deposits into and claims upon approximately 160 funds in the State
Treasury.

2. Financial Analysis

This unit prepares annual, semiannual, quarterly, and monthly re-
ports of the state’s financial affairs. It compiles data to guide the ap-
portionment to local agencies of revenues from both state and federal
sources. It administers the Judges’ Retirement System and plans future
transactions under the Pooled Money Investment Program.

3. Fiscal Audit

Chapter 963, ‘Statutes of 1967 added Section 12427 to the Govern-
-ment Code, requiring the Controller to ‘‘audit all records of the De-
partment of Finance for the preceding fiscal year’’ and to report the
results to the Legislature on the first day of the following legislative
session. Based upon this directive and upon an August 8, 1967 letter
from the Assembly Committee on Revenue and Taxation interpreting
the statutory language, the agency sees its function as including an
audit review of the amount and timing of expenditure and allocation
programs, the methods of acecruing revenues and expenditures, cash
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flow and borrowing capacity, accuracy of past Department of Finance
revenue forecasts, a post-audit determination of whether expenditures
were made within the intent of the Legislature, and examination of‘
the sources of miscellaneous General Fund income.

A professional staff of five, including a supervising auditor, a senior
administrative analyst, three audltors plus 0.5 man-years of temporary
clerical help, was created during the current fiseal year at an estimated
cost of $75,000. In addition, the Controller is authorized, and has hired,
a private consultant to examine the revenue estimating techniques of
the Department of Finance.

It is too early to examine the accomplishments of the new unit. In
January 1968, this unit delivered a preliminary report on the scope
of its activities to the Assembly Revenue and Taxation Committee.
However, its first official report required by statute has not yet been
submitted to the Legislature. We understand that it is scheduled for
release in March 1968.

4, Unclaimed Property

The escheat of property to the state is administered under two statu-
tory provisions: (1) unclaimed estates of deceased persons, and (2)
abandoned property.

The activities of this section may be viewed as constituting a unique
program of the agency. Table 2 gives the net receipts and costs (in-
cluding divisional and ageney overhead) for the past, current, and
budget years. The receipts are transferred to the General Fund.

Table 2
Net Receipts and Costs of Controller’s Unclaimed Property Program
Actual Estimated
Receipts 196667 196768 1968-69

Hstates of deceased persons _____________ $548,638 $565,000 $417,550
Abandoned property 1,130,165 3,344,000 940,000
Total Net Receipts ________________ $1,677,803 $3,909,000 $1,357,000
Costs - $106,663 $115,581 $147,526

The sizeable increase in unclaimed and abandoned property in 1967-
68 resulted from a favorable judicial decision as to the state’s escheat
rights to unclaimed bank and corporation dividends, stocks, travelers’
checks and other miscellaneous assets. Since these assets will be claimed
by the state on a continuing basis, two positions are requested in order
to ingure proper reporting by banks and corporations. We have always
supported the addition of these positions in the event the state won the
litigation. Therefore we recommend approval of the two auditor com-
pliance positions, Budget page 545, lines 53 and 54.
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o Division of Audits

Positions
Actual Authorized Proposed
Unit 196667 196768 1968-69
Claim audits 36.3 37 37
Field audits — 33 35.9 33.9
Administrative—unallocated —_________ . 5 5 5
Totals N 74.3 779 75.9

1. Claim Audits ‘
This bureau insures, prior to payment, that warrants drawn upon
the State Treasury are legally valid and that an appropriation exists
from which the claims may be paid.
- In 1966-67 there was a total of 182,716 claim schedules. Disallow-
ances amounted to $£613,564. An estimated 192,902 claim schedules
will be received in 1968-69 and processed by the same number of posi-
tions as in both the past and current years.

2. Field Audits

Funds distributed by the State Controller to local agencies under
subvention programs are post audited for proper accountmg and dis-
bursements by local officials.

Two positions were added in 1967-68 to audit two new subvention
programs created by the Junior College Construction Acts of 1963 and
1965 and the Legal Assistance to Indigents Act of 1965. The major
audit programs together with a measure of their costs and benefits
are pregented in Table 3. Exceptions taken to local operations amounted
to $578,000 in state money and $541,000 in federal money.

Table 3
Field Audits, State Controller
Man-Years and Recovery per Dollar of Cost
by Audit Program, 1966-67
Recovery Per

Program Audited : Man-Years Dollgr Cost

State: ’

"~ State school building aid 8.49 $2.14
Emergency flood relief _ - 1.52 1.95
Airport assistance 1.05 4.10
Local flood control plOJecN 3.32 219
Loecal water projects .. 82 N/A
Community mental health services - 3.25 1.97
Public health .84 93
Social welfare 1.33 N/A

Federal :

Civil defense - 1.55 $1.63
Federal disaster assistance - 2.60 9,23
Other 531 N/A

In 196566 three auditor positions were administratively established
to audit flood relief programs adopted as a result of flood damage
during 1964—65. These positions were limited in duration through the
last day of the 1967-68 fiscal year. Because of continuing activity in
flood contrel and flood relief programs the agency is asking that one
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of the three positions be retained on a permanent basis. We recommend
approval of the one flood control auditor position, Budgel page 546,
line 44.
Disbursements Division
The three sections of this division contain the following number of
authorized positions:

Positions
Actual Authorized Proposed
Section 196667 196768 1968-69
1. General disbursements ___.__._______ 30.2 32,5 35
2, Payroll _ 120.8 126 125
3. Automatic data processing _______ _— 168 145 15.5
Administrative—unallocated _____.______ 3.1 4 4
Totals 170.9 1T 179.5

1. General Disbursements

Master controls are maintained on all state disbursements. Bank
reconciliations; agency trust accounts and fund accounting transactions
are subject to daily controls. The issuance of warrants is performed
by computer operation in Sacramento.

Startmg January 1, 1968, both the federal and state income tax
agencies are requiring the state to furnish information on certain
nonsalary payments to individuals and partnerships. These reports
will cover such items as commissions, fees, rents and royalties, pensions
and annuities. The Controller is requesting 2.5 keypunech operators to
handle this new workload, and we recommend approval of these posi-
tions.

2. Payroll

The State Controller will issue salary and wage payments totaling
over $1 billion in 1967—68. This section maintains state employee rosters
for payroll preparation, accounts for and applies nearly 6 million pay-
roll deductions and issues approximately 250,000 U.S. savings bonds
annually. The workload of this section has stabilized since the beginning
of 1967 due to the statewide hiring freeze and 1967-68 budgetary re-
strictions.

3. Automatic Data Processing

This seetion, which covers only a portion of the Disbursements Divi-
sion’s total ADP costs, provides assistance to other units within the
agency and to other state ageneles All its services are charged back to
the originating source, as shown in Table 4.
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Table 4
Reimbursements for ADP Services
Originally
estimated Revised Proposed
Source 1967-68 1967-68 196869
Controller’s office : _
Division of Accounting _——__________ $73,510 $80,907 $96,604
Division of Inheritance and Gift Tax__ 30,000 38,600 33,027
Division of Local Government Fiscal
Affairs 46,000 40,831 33,063
Division of Tax Collection and Refund 9,061 4,955 5,202
Subtotal, Controller ____________~__ $158,571 $164,793 $167,896
Other state agencies __________________ 85,848 95,018 99,772
Total Reimbursements ___.________ $244.419 $259,811 $267,668

The charges for the Division of Accounting reflect mechanization in
the printing of the Controller’s Annual Report. The increase -of
$15,697 for 1968-69 is principally a one-time programming cost. Bene-
fits from these expenditures are measured by the release of the report a
month earlier than the present January date, and a gradual reduction
of the contraet service expense of approximately $9,000 paid annually
to the Department of Finance.

Division of inheritance and Gift Tax

Pogsitions
Actual Awuthorized Proposed
1966-67 1967-68 1968-69
1. Inheritance tax 102.8 105 105
2. Gift tax 145 155 155
Administrative—unallocated ._.___________ 2 3 3
Total ‘ 11938 - 123.5 1235

Despite steadily increasing workloads in both inheritance and gift
tax reports, the agency seeks to maintain its present level of service
through improvements in the division’s internal processes rather than
through an increase in manpower.

Two tax counsel II positions, one in Lios Angeles and the other in
San Franeisco, are being used to develop statewide rules and guidelines
for the conduct of legal and audit reviews of closely held businesses,
trusts and powers of appointment.

When the agency fills the vacant assistant chief position in Sacra-
mento (it has been vacant over a year), the position will be assigned
the task of installing a uniform system for reviewing work of the in-
heritance tax attorneys in the three district offices. This review would
supplement the post audit currently being made of the examiner (ac-
countant) workload in the district offices.

Inheritance Tax Appraisers

Inheritance tax appraisers are appointed by the State Controller,
serve at his pleasure, and act as officers of the probate courts. They are
required to appraise all property included in estates to determine the
inheritance tax, and to submit their reports to the Inheritance and Gift

Tax Division.
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On November 4, 1967 the State Personnel Board condueted an In-
heritance Tax Appraiser Qualifying Examination for 939 applicants,
including 132 incumbent appraisers. The test was the first of its kind
given in the half century of the existing appraiser system. A passing
score consisted of answering 65 out of the 135 questions correctly, or
-48 percent. The general results of that test are given in Table 5.

Table 5
Results of Inheritance Tax Appraiser Qualifying Examination

. Percent of
Applicants Number No. feiling applicants

Incumbent appraisers: taking test qualifying to qualify qualifying
Appointed prior to January 1, 1967__ 99 51 48 51.5%
Appointed January 1, 1967 and after 33 23 10 69.7

Others _ 807 387 420 48.0
Totals 939 461 478 49.19%

‘We segregated the ineumbent appraisers into two classes to distinguish
between those who generally had many years experience on the panel
versus those with only a few months experience. Presumably a higher
proportion of the experienced appraisers would be expected to pass this
examination. However, the information in Table 5 clearly demonstrates
that this was not the case. Approximately half of the experienced ap-
praisers failed to pass the examination despite the fact that the passing
score was only 48 percent. These experienced appraisers achieved a
passing proportion which was only slightly better than the 807 nonin-
cumbents who took the examination. The showing of the experienced
appraisers in the five largest counties was only slightly better than the
statewide results. In these counties, which provide the major share of
inheritance tax receipts, only 28 out of the 47 experienced appraisers,
or 59.6 percent, passed the examination. ,

The poor showing of the experienced appraisers confirms this office’s
long standing objection to the inadequacies of the present appraiser
system. Once again, we recommend that the existing inheritance tax
appraiser system be abolished, and as -a substitute legislation be enacted
to provide that the inheritance tax be administered on a self-assessment
basis. '

Tax Collection and Refund Division

Positions
Function ] Actual Authorized ~ Proposed
1966-67 1967-68 1968-69
1. Gasoline tax refunds’ 56.6 58.7 54.7
2, Tax collection 135 13.5 125
Administrative-unallocated _____-__________ 2 2 2

Totals _ 72.1 4.2 ) 69.2

1. Gasoline Tax Refunds

The Controller refunds a portion of gasoline taxes paid by nonhigh-
way users after first deducting state and local sales taxes.

Improved procedures and a decrease in workload resulting from
statutory reduction in refunds to boat and certain airplane owners
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have allowed a reduction inclerical support. One position was admin-
1strat1ve1y eliminated in the current year and four positions are to be
removed in the 1968-69 Budget. The workload has decreased from
69,902 claims received and processed in 1965-66 to 57,834 in 1967-68,
or 17 percent.

2. Tax Collection

The Controller maintains certain types of delinquent taxpayer ac-
counts and attempts to collect these taxes. Delinquent motor vehicle
transportation license (truck) taxes take 89 perecent of the manpower
(equlvalent to 11.1 man-years) available in this section. As the result of
a decrease in workload, the agenecy is proposing to eliminate one clerical
position in the budget year. ,

Recommendation

Last year we recommended that the delinquent tax collection fune-
tion be transferred to the State Board of Hqualization. The latter
administers, on a statewide basis, the collection of sales, use-fuel, ciga-
rette, and aleoholic beverage taxes and assesses the truck tax. Approxi-
mately 200 man-years are used in the collection of these taxes and about
85 man-years are devoted to the registration, auditing and assessment
of truck taxes. Because of the board’s geographic diversity and experi-
ence in administering the assessment of truck taxes and colleetion of
delinquent taxes generally, the transfer of the truck tax collection
function to the State Board of Equalization would lead to greater
adminastrative efficiency. Therefore, we recommend thal appropriate
legislation to accomplish this objective be adopted.

Division of Local Government Fiscal Affairs

Positions

Actual Authorized Proposed

Function . 196667 1967-68 1968-69
- L. Financial reports ______________.___ 10.4 10.4 10.4
2. Streets and roads . 20.2 23.9 23.9
3. Uniform accounting and budgeting__.. 8.2 4.8 4.8

Administrative—unallocated _________ 2 2 2

Totals —___. 35.8 411 411

1. Financial Reports ]

The Countroller collects, compiles, publishes and distributes without
charge the consolidated reports of the financial transactions of ‘cities,
counties, special distriets, irrigation districts and school distriets. The
division claims that the Advisory Committee to the State Controller on
Finanecial Reports is enjoying considerable suceess in increasing uni-
formity in reporting procedures, especially with respect to special dis-
triets. Recent legislation (Chapter 1138, Statutes of 1967) requires for
the first time the filing of material relating to the bonded indebtedness
of the above reporting jurisdictions. The new act will place an unknown
additional workload on the Controller’s office.
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2. Streets and Roads

The Controller audits the expenditure of state gas tax money appor-
tioned to cities and counties under the provisions of the Collier-Burns
Highway Act of 1947 and the Collier-Unruh Loeal Transportation De-
velopment Act of 1963. Also included under this function is the com-
pilation and publication of a consolidated report of city and county
financial transactions relating to streets and roads.

Prior to November 8, 1967, the Controller and the Division of ngh-
ways shared adm:lmstratlve responsﬂoﬂlty under the Collier-Burns and
Collier-Unruh acts. The Controller’s workload was dependent upon the
number of street and road projects upon which Division of Highways
personnel had completed an engineering inspection and report. On the
above date the provisions of Chapter 1621, Statutes of 1967, became
effective, under which the Division of Highways ceased to conduct these
inspections. Thus, the Controller is now responsible for determining
whether construction on streets and roads meets with prescribed stand-
ards. As this is largely an engineering task the agency recognizes a
need to acquire the serviees of engineers to make inspections prior to
completion of street and road projects. The cost of acquiring these
services is not included in the budget but mention is made of the possi-
bility of augmenting the budget at a later date to provide funds for
reimbursing the Division of Highways under an informal agreement
for the performance of engineering inspections by the latter.

3. Uniform Accounting and Budgeting

The Controller is required to: (a) devise and supervise the installa-
tion of uniform budgeting and accounting procedures for all counties
and (b) prescribe uniform accounting and reporting procedures for
special districts other than school districts.

Legislation in 1967 added to the list of special districts, for purposes
of mandatory reporting, both joint power agreements and redevelop-
ment agencies. The division is now striving to measure the number and
complexity of the new workload and a request for an increase in staff
may be expected in the future.

Division of Tax-Deeded Lands

The 1967 Budget Act eliminated the five field offices of this division.
As a result, the staff declined from 17.7 man-years in 1966-67 to 8.7
man-years in the current year. The amount budgeted for a portion of
one man was used to pay accumulated vacation time of the severed
employees. In the budget year this division will have eight positions.

This division assists local tax collectors in the administration of laws
relating to the deeding of property to the state for the nonpayment of
local property taxes. Specifically, it:

1. Receives from and maintains county tax collector lists of tax-
delinquent properties prior to deeding (due to legislation enacted in
1967, many counties maintain their own lists),

2. Recelves and maintains abstracts of deeds upon property dehn-
quent for at least five years and deeded to the state,
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3. Advises county tax officials regarding procedures and the law per-
taining to tax-delinquent and deeded property, also working jointly
with them to obtain legislation improving administration, and

4. Authorizes the public sale of tax-deeded properties by counties.

STATE CONTROLLER
ITEM 111 of the Budget Bill Budget page 543

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

Amount requested __  $161,333
Estimated to be expended in 196768 fiseal year____________________ 156,075
Increase (3.4 percent)___ $5,2568
TOTAL RECOMMENDED REDUCTION None

ANALYSIS AND RECOMMENDATIONS

This appropriation is for the cost of collecting the Motor Vehicle
Transportation (truck) Tax. We recommend in our discussion in Item
110 that the function of collecting this tax be transferred to the State
Board of Equalization.

We recommend approval.

STATE CONTROLLER
ITEM 112 of the Budget Bill ‘ Budget page 543

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

Amount requested $956,787
Hstimated to be expended in 1967-68 fiscal year 981,803
Decrease (2.5 percent) 325,016
TOTAL RECOMMENDED REDUCTION None

ANALYSIS AND RECOMMENDATIONS
This appropriation is for administering the gasoline tax audits and
gasoline tax refund funections, the details of which are included under

Item 110.
We recommend approval.

\

STATE CONTROLLER
ITEM 113 of the Budget Bill Budget page 543

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

Amount requested - $160,238
Estimated to be expended in 1967-68 fiscal year - 203,006
Decrease (21.1 percent) : 342,768
TOTAL RECOMMENDED REDUCTION None
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ANALYSIS AND RECOMMENDATIONS

_This appropriation covers the auditing and accounting of the ex-
penditures of school districts for property financed by state loans under
the State School Building Aid Program. These act1v1t1es are included
under Item 110.

We recommend approval.

) STATE CONTROLLER
ITEM 114 of the Budget Bill : Budget page 543

FOR SUPPORT OF THE STATE CONTROLLER
FROM THE AERONAUTICS FUND

Amount requested $58,580

Estimated to be expended in 1967-68 fiscal year 58,355
Increase (0.4 percenf) . $225
TOTAL RECOMMENDED REDUCTION_ None

ANALYSIS AND RECOMMENDATIONS
This appropriation covers the auditing and accounting activities for
the airport. assistance program, which are included under Item 110.
We recommend approval.

BOARD OF EQUALIZATION )
ITEM 1156 of the Budget Bill Budget page 553

FOR SUPPORT OF THE BOARD OF EQUALIZATION
FROM THE GENERAL FUND

Amount requested - ’ $21,650,791

Estimated to be expended in 1967-68 fiscal year.: 20,196,872

" Increase (‘7.2 percent)_ ‘ $1,453,919

TOTAL RECOMMENDED REDUCTION $80,000
Summary of Recommended Reductions Budget

Amount Page Line

Establish fee schedule for valuation division mapping service $80,000 556 29
Delete 1 senior tax representative 8,952 556 57
Reduce reimbursements by like amount —8,952 557 27

GENERAL PROGRAM STATEMENT

The Board of Equalization is a five-member policy body elected by
the people. Although the Controller, an ex officio member, is elected
statewide, each of the other members is elected from an individual
equalization district. Section 15623 of the Government Code charges
each of the board members with the responsibility of investigating *‘the
administration, enforcement and operation within the distriet from
which he is elected of all laws, the administration and enforcement of
which are vested in the board.”’” The 2,300 employees of the board are
responsible to the Executive Secretary who translates board policy into
daily operations. Board meetings are generally held once each month
to adopt rules and regulations for the administration or collection of
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taxes, to decide individual tax appeals, to review current and proposed
legislation affecting taxes, and to settle staff personnel matters.

The board’s five areas of responsibility can be summarized as follows:

1. To equalize the assessment of property among the 58 counties.

2. To assess public utility and railroad property and to apportion
this value to the counties for local tax purposes. '

3. To aid and train the county assessors and to report on the admin-
istration of the property tax by the assessors.

4. To administer wholly or partially the retail sales, cigarette, alco-
holic beverage, insurance, and private car taxes, and three motor vehicle
levies.

5. To make decisions on income and franchise tax appeals from the
Franchise Tax Board.

Table 1, which shows a five-year comparison of the bhoard’s staff and
expenditures, indicates that the staffing level for the budget year, ex-
cluding tax legislation, will be almost identical to that of 1966-67. The

Table 1
Board of Equalization Budgets—A Five-Year
Comparison of Staff and Expenditures

Man-years
Department or Division 196465  1965-66  1966—67 196768 1968-69
Administration __—.________ 280.2 305.4 303.8 323.2 322.7
Business taxes _ . _—____ 1,830.0 1,859.9 1,854.0 1,828.1 1,819.2
Property taxes ________.___ 153.8 157.3 164.9 180.9 179.5
Subtotal _.______________ 2,264.0 2,322.6 2,322.7 2,832.2 2,321.4
Tax legislation . __________ 58.1 20.3
Total 2,390.3 2,342.7
FUND - Ezpenditures (millions)
General _.______________ $16.5 $18.3 $19.4 $20.2 $21.7
Motor Vehicle
Transportation _______ 1.0 11 1.0 11 1.1
Motor Vehicle Fuel _____ 1.0 1.0 1.0 1.2 1.2
Cigarette Tax__________ _— - — 16 -
Total $18.5 $20.4 $21.4 $24.1 $24.0

expenditures during the current year from the Cigarette Tax Fund
are a one-time occurrence, necessary for the support of the tax changes
made by Chapter 963, Statutes of 1967 (SB 556), which was enacted
after the adoption of the budget.

" Table 2 shows the allocation of new positions attributable to 1967 tax
legislation. It indicates that during the current year 40.7 of the posi-
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tions were assigned to sales
tax workload, 12.7 to eig-
arette taxes, 3.7 to distilled
spirits and 1 to the real es-
tate transfer tax. The staff

Edgualization

Table 2

New Positions Attributable to 1967

Tax Legislation

N . X Positions
assigned to cigarette and 196768 1968-69
distilled spirits taxes was Chapter 963 (SB 556)
used to determine the cor- Rate increase
rect amount of ‘‘floor tax’’ %?185 tax %é 4.5
on the dates of the rate igarette - ¥ -
istilled spirits ____ 3. -

changes. In the budget year Distilied spirits _ﬁ —
all except one of the. re- Total SB 556 _______ 38.8 45
quested positions will be as-
signed to sales tax workload Chélptir 9%4 (SBI 14218)

ont{ractors sales X .
and_ ;ﬂl of_ these sales tax exemption. ... __ 157 135
positions will be phased out ¢

Chapter 1632 (AB 444)
by the end of the budget Extend sales tax pre-
year. Thus, only one of the payments to Brad- .
20.3 tax legislation positions Chant leié%gr?géagg%—— 26 13
N - hapter 2

requg sted durmg 1968-69 is Property transfer tax__ 1.0 1.0
considered a permanent au- —
thorization. ) TOTAL 581 20.3

ANALYSIS AND RECOMMENDATIONS

_The operations of the Board of Equalization are divided among three
divisions: Administration, Business Taxes and Property Tax.

Administration Division

1. Executive. The executive section includes the board members,
except the Controller, their deputies, the executive secretary and the
clerical positions necessary to support them.

2. Staff Services. This section consists of those services reporting
directly to the executive secretary, and includes: legal, administrative
analyst, internal audit, personnel, and the tax service specialist units.

3. Administrative Services. The administrative services section hag
four separate units, each of which reports through the administrative
services officer to the executive secretary. The section provides staff
assistance to the other two major divisions—property tax and business
taxes—through its budget development staff, statistical service, EDP
unit, and general services. The administrative services section also pre-
pares the board’s assessment of the gross premiums and vetaliatory
taxes on insurance companies.

4. Office of Appraisal Appeals. Chapter 147, Statutes of 1966, (AB
80) established the Office of Appraisal Appeals (OAA) within the
board as an appeals body for the county assessors. Periodically the
counties’ property tax assessed values are sampled by appraisers from
the Division of Intercounty Equalization (DIE) to determine the
actual assessment ratio being used by the county assessor. Just as home-
owners often disagree with the assessor over values, so do assessors
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dlsagree with the state’s appraisers. The Ofﬁce of Assessment Appeals
is the arbiter of these differences and with its staff of appraisers it is
equipped to resolve differences between the board’s property tax di-
vision and the county assessor’s opinions of full cash value. The as-

Table 3
Activities of the Division of Intercounty Equalization and the Office
of Appraisal Appeals, October 1, 1967 to January 31, 1968
- San
Los = Luis Sante
Colusa Fresno Angeles Obispo Olara Ventura Total

Total DIE} appraisals —._.____ 239 339 440 277 - 871 306 1,972
Number completed and :
S appealable I _. - _________ - 239 42 56 277 346 305 1,265
Total appeals to OAA ______ 17 2 15 31 15 28 . 108
Resolved by OAA __.______ 8 1 — 5 _— — 14
Findings contested—Appeals
carried to board ______ 1 _— - . - 3
In progress o ____ 7 — 15 26 15 28 91

sessor may carry his appeal to the board if he is not satisfied at this
intermediate step. .

Since October, 1967, its first month of operation, the OAA has taken
108 appeals from assessors of six counties and resolved 14. Three others
on which OAA had concluded its work will be carried to the Board of
Equalization. The number of DIE appraisals that have been completed
and are ‘‘appealable’’ is a better indicator of potential workload than
the total number of appraisals that will be made in a county. For
example, 440 sample appraisals will be made in Los Angeles County
. during the current year, but only 56 were completed by January 31,

Table 4

Distribution of Staff and Expenditures
in the Administration Division

» Man-Years

Units 196667 1967-68 1968-69
1. Executive .26.8 27.0 27.1
2. Staff Services

Legal 33.1 35.9 36.1

Administrative analyst 9.2 9.7 9.7

Internal audit 5.1 4.3 4.3

Personnel 11.0 11.7 11.8

Tax service specialist 2.0 2.0 2.0
3. Administrative Services

Fiscal office 29.8 20.8 30.5

Statistics 8.6 88 8.9

EDP 107.3 110.6 111.0

General Services ‘784 83.2 815
4. Office of Appraisal Appeals . _________ - 7.7 7.8

Total 311.3 330.7 330.7

Fund Bopenditures (Thousands)
General _ $3,226 $3,645 $3,691
Motor Vehicle Transportation Tax _________.__ 137 146 146
Motor. Vehicle Fuel : 159 170 170

Total $3,522 $3,961 $4,007
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1968. The 15 appeals already filed i)y the assessor means that he may
dispute one of every four appraisals being made.

No change in budgetary levels is recommended for OAA in 1968-69
even though only three of its five authorized positions for appraiser
have been filled. OAA is currently recruiting for these vacant positions
and we believe one year of experience should be observed before adjust-
ments in staffing levels are made.

Table 4 shows the distribution of staff and expenditures in the Ad-
ministration Division. These man-year fizures and those in subsequent
tables will differ slightly from budgetary totals because the staff has
been allocated on the basis of where the positions actually work rather
than where they are assigned (i.e., an adjustment has been made for
the temporary borrowing of positions between divisions).

Business Taxes Division

This division has the sole responsibility for the administration of the
state and local retail sales tax, the state and local cigarette tax, alco-
holic beverage taxes, and the motor vehicle use fuel (diesel) tax. The
board shares administration of the motor vehicle fuel (gasoline) and
motor vehicle transportation (truck) taxes with the State Controller’s
office. Table 5 shows that about 90 percent of the division’s manpower
is devoted to the administration of the sales tax. Although the staffing
level for most of the taxes has remained constant, additional manpower
has been transferred from sales tax to cigarette tax enforcement dur-
ing the current and budget years because of the 1967 cigarette tax rate
increases. )

1. Sales and Use Taxes. Three measures enacted at the 1967 Ses-
sion had a major impact- on the administration of the sales and use
tax. Chapter 963 (SB 556) increased the state tax rate from 3 pereent
to 4 percent, obviously increasing the revenue from this source, but
also inereasing the state’s share of the administrative costs. Since local
governments’ 1 percent rate was formerly one-fourth of the total rate,
they shared one-fourth of the total cost of administering the sales tax.
Now that the total rate is 5 percent, their share is one-fifth and they
bear only one-fifth the cost of administration. For this reason the state’s
share of the administrative costs will increase by approximately $1
million during the budget year.

Authorized staffing was augmented by 22.4 p0s1t10ns in the current
year to handle the increased workload resulting from a rate change
which was effective in midquarter. Since most large taxpayers report
on a .quarterly basis, during the third quarter of 1967 some of their
sales were taxed at one rate, while others were taxed at the higher rate.
Most of the workload phased out in the first few months of operatlon
under the new rate so that in the budget year only 4.5 of the 22.4 posi-
tions are being requested. All will be assigned to sales tax collections
and all will phase out during the budget year.

In 1965 the state shifted to a prepayment of sales tax from certain
large taxpayers. The legislation was designed fo solve a revenue prob-
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) Table 5
Distribution of Staff and Expenditures in the Business Tax Division
Man-years
By tax 1966-67 1967-68 1968-69

Sales _ 1,630.2 1,5986 1,587.8
Cigarette 9.3 . 15.9 19.3
Alcoholic beverage ____ : 20.0 20.0 20.0
Use fuel 75.8 75.8 75.8
Gasgoline 16.3 16.3 16.3
Truck 89.1 89.1 89.1
Total 1,840.7 1,815.7 1,808.3

By fund Ezpenditures (thousands)
General i $18,737 $19,249 $19,511
Motor Vehicle Transportation Tax___________ 934 996 996
Motor Vehicle Fuel 975 1,042 1,042
- Total ' $20,646 $21,287 $21,549

lem at the state level, and, therefore, affected only the state’s share
of the sales tax. To simplify administration of the combined state and
local sales tax, Chapter 1632, Statutes of 1967 directed that the 1 per-
cent local share of the sales tax be included in the prepayment plan.
Even though this change will result in a uniform collection procedure,
additional personnel were required during the transition stage. In the
current year, 2.6 new positions were added to handle workload in this
area and 1.3 of these positions, budgeted at $11,529, will be continued
in the budget year although they will be phased out -during the year.
The overall result of the bill will be a slight decrease in continuing
costs for the board and a substantial one-time revenue windfall for
cities and counties in the current fiscal year.

The third significant legislative change was Chapter 964, Statutes
of 1967, Under this measure materials and fixtures obligated by an
engineering or building construction contract entered into for a fixed
price prior to August 1, 1967 were exempted from the l-pereent rate
increase. The purpose of the exemption was to relieve contractors from
the increase in the sales and use tax for materials they were to pur-
chase in the course of completing contracts made prior to the date of
the rate change. Board staff was increased by 15.7 positions in the
current year to handle the inereased workload and 13.5 of these posi-
tions will be continued during 1968-69 to process 220,000 tax returns
which contain entries for the 50,000 contractors entitled to the exemp-
tion. All of these 13.5 positions will terminate before the end of the
budget year but they will cost $28,272 during that year. Among the
board’s special duties under this bill will be the separate caleulation of
state and local shares of the revenue. Where sales tax funds are now
split 80—20, these 220,000 special accounts must be shared 75-25 with
the cities and counties, requiring two separate accounting systems for
sales tax collection. ’
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la. Sales Tax Field Audits. During 1966—67 the board’s sales tax
field audit program cost $10.7 million and netted $19.1 million for the
state, cities, and counties. The recovery per ‘dollar expended on audits
was $1.78, bolstered considerably by the $4.33 ficure from out-of-state
auditing. In-state auditing produced $1.49 in net revenue per dollar of
cost (see table 6). .

Although audits of firms with headgquarters in the western states are
directed from Sacramento, the board maintains an office in Chicago
and another in New York City to audit the major firms which keep
their books and records outside California and within eonvenient dis-
tance of these eastern cities. The board has approximately 100 employees
serving in these two offices and their value is demonstrated by Table 6.
The higher return attributed to these two offices reflects the size of the
accounts they audit rather than any pronounced attempts at avoidance
or evasion by eastern-based firms.

Table 6
Net Revenue per Dollar of Cost From the Sales Tax Fieid Audit Program
District 1962-63 1963-64 1964-65 1965-66 1966-67
Los Angeles $1.82  $1.50 $1.74 $1.56 $1.71
San Bernardino . _______________ 177 1.61 1.99 1 2.06 1,80
Marysville 1.71 1.61 2.04 1.90 1.56
San Francisco 1.39 1.05 5 1.33 1.20
San Jose -_ 1.26 1.27 87 1.31 1.31
Oakland 1.22 1.40 142 1.35 1.36
Santa Rosa 1.16 .98 1.14 141 1.22
Sacramento 115 1.27 1.39 1.07 1.13
San Diego .95 .56 115 1.06 1.32
Fresno .95 1.13 1.21 1.23 .99
Total in-state __.___________ $1.53  $1.35 $149  $147  $1.49
Out-of-state 2.80 4.62 5.63 3.19 433
Total __ .. $1.65 $1.65 $1.86 $1.67 $1.78

2. Cigarette Tax. Both the state and local cigarette tax are collected
through the sale of tax stamps or meter impressions to cigarette- dis-
tributors (i.e., wholesalers). The actual sales of these tax indicia are
made by branch offices of the Bank of America acting as the state’s
agent, and distributors place these tax indicia on the bottom of each
package of cigarettes to indicate payment of the taxes. The state
allows the distributors a disecount of 0.85 percent of the 10-cent-per-
pack tax liability to compensate them for the cost of affixing the
indicia. During the budget year, these discounts will total about $2,-
041,000. The $409,843 cost of printing the tax stamps in the budget
year is a state expense. Due to the tax rate increases contained in
Chapter 963, Statutes of 1967, the board’s cigarette tax staff was aug-
mented by 12.7 man-years (Table 2) during the current year. These
positions were used to check the tax liability on inventories held by
retailers (floor-tax) on the dates of the rate changes. All of these posi-
tions will be phased out during the current year.

Thirty percent of the revenue derived from this tax is apportioned to
cities and. counties on the same basis as they share in Bradley-Burns
sales tax collections. Although the state is reimbursed by local govern-
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ment for a portlon of the total cost of admlmstermg the sales tax,
similar provisions are not contained in the Cigarette Tax Law. While
the Department of Finance will sponsor legislation in the 1968 session
to establish a reimbursement schedule for cigarette tax collections, the
budget document assumes that such legislation will be enacted since
it includes a new item of $202,569 as cigarette tax reimbursements. If
this proposal is not successful the $202,569 local share of the admin-
istration must be borne by the state and no provision is made for that
contingency.

During the current year, the board received permission from the
Department of Finance to allocate an additional 11 man-years to a new
cigarette tax complianece program. No new positions were authorized
so the new compliance staff was transferred from existing positions in
the sales tax program. The compliance program will emphasize:

(1) Spot checks of vending machines to locate untaxed cigarettes,.

(2) Inspection of indicia machines to determine if their operations
comply with law,

(3) Increased volume of distributor audits, and

(4) The inspection of cigarette warehouse security and spot checks’
at border inspection stations.

This compliance program is an experiment and the actual usage of
manpower in the budget year will depend upon the results obtained
during the last few months of the current year. If the board deter-
mines that 11 man-years are not needed for this program in the budget
year, then the staff will be reassigned to the sales tax program.

3. Alcoholic Beverage Taxes. The Board of Equalization adminis-
ters taxes on six different classes of alcoholic beverages. These taxes
are imposed on beer (four cents per gallon), distilled spirits ($2 per
gallon), dry wine (one cent per gallon), sweet wine (two cents per

gallon), sparkling wine (30 cents per gallon), and sparkling hard

cider (two eents per gallon). The distilled spirits tax rate was in-
creased in 1967 and 3.7 positions were added in the current year to
process the ‘‘floor tax’’ returns. These additional positions will be
phased out during the current year.

4. Motor Vehicle Use Fuel (diesel) Tax. This fuel levy on diesel
and liquefied petroleum gas corresponds to a similar tax on gasoline
for use in motor vehicles. The rate is seven cents per gallon and the
collection costs are borne by the Motor Vehicle Fuel Fund into which
the receipts are deposited. Table 5 indicates the relative stability of
this program.

5. Motor Vehicle Fuel (gasoline) Tax. The gasohne tax is the most
common of the motor vehicle taxes. At a seven-cent-per-gallon rate it
is imposed upon the manufacturer or importer of gasoline. Although
there are 1,500 of these manufacturers and importers registered and
paying the tax in the state, nine of them pay almost 90 percent of
the tax. The State Controller shares responsibility for the administra-
tion of this tax by collecting delinquencies and making refunds for
gasoline used for ‘‘nonhighway’’ purposes such as farm equipment,
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boats, aireraft, and contractor’s machinery. Receipts from the tax
are deposited in the Motor: Vehicle Fuel Fund which reimburses the
board for its cost of collection.

6. Motor Vehicle Transportation License (truck) Tax. The truck
tax is imposed upon the gross receipts from vehicles transporting per-
sons or property for hire on the highways of the state. Administration
of this levy is shdred with the State Controller who collects delinquent
accounts. Costs of collection are reimbursed to the board from the
Motor Vehicle Transportation Tax Fund.

Property Tax Division

Although property taxes were the reason for the board’s ereation in
1870, this program now accounts for only 7.5 percent of the board’s
total employees and 10.6 percent of its proposed budget. Distribution
of staff and budget requirements are shown in Table 7. The Property
Tax Division has four basic responsibilities:

1. To advise and assist the county assessor.

2. To make sample appraisals which test intercounty equalization.
.8. To assess public utility and railroad properties.

4. To assess and to collect the tax on private railroad cars.

To accomplish these objectives the Property Tax Division is broken

into three subunits:
Valuation Division-

] Assessment Standards Division

- Intercounty Equalization Division
1. The Valuation Division. It is the responsibility of the valuation
division to locate and assess all private railroad cars which enter or
leave California during the year. The time each car spends in the state
is apportioned against its value and the resulting figure becomes the
basis for a property tax known as the private car tax. This levy is
the only revenue the state derives from the property tax. During fiseal
1967-68 the state will receive $2 931,000 from the private car tax and
the revenues will be deposited in the General Fund.

The major responsibility of this division is the valuation of public
utility and railroad property. This activity has three distinet phases.
First is the computation of indicators of value for unitary property
which results in over 70 different cost indexes, each of which is appli-
cable to a different class or type of utility or railroad property. Then
begins the period of field and office appraisal, especially for nonunitary
property (property owned by a railroad or utility which is not part of
its operating system, e.g., 0il wells owned by a railroad). Next comes the
allocation. of the utility value to the more than 20,000 tax code areas
within the counties. This allocation function requires 30.3 man-years,
15 of which are used to update tax code area maps.
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Table 7

Distribution of Staff, Property Tax Division
Man-Years
Program i 1966—67 1967-68 1968-69
Assessment Standards -
Surveys 3.7 12,2 12.2
Property tax forms —_.___________ 1.0 4 i 4
Technical services —__.___________ 7.5 83 83
Publications 6.2 9.2 9.2
Instructions 3.0 6.0 6.0
Appraiser certification ____________ 9 11 1.2
HExemptions - 2.3 1.6 1.9
Rules and regulations ____________ — 5 1.0
Contractual auditing _____________ __ 8 8
Administration and support ______ 10.1° 114 9.8
_ Subtotal 34.7 515 50.8
Intercounty Equalization
Sample seleetion _________________ 8 8 8
Property appraisal _____ e 56.8 . 58.5 58.5
Administration and support ______ 8.3 9.3 9.3
Subtotal - 65.9 . 686 68.6
Valuation
Preparation of tax rate area maps 15.6 152 15.0
Field and office appraisals —_.._____ 18.0 175 17.2
Allocation of assessed values ______ 15.9 15.5 153
Derivation of unit value indicators. 1.5 15 15
Administration and support ______ 6.0 6.9 6.9
Subtotal 57.0 56.6 55.9
Private Car Tax Operation ’
Valuing, assessing, billing ________ 3.8 3.7 3.7
Administration and support ______ 5 ks ) 5
Subtotal 4.3 4.2 R 42
TOTALS 161.9 1809 1795

The borders of all taxing districts, be they county, city, school, or
one of the many special districts, must be recorded accurately and
completely so that tax bills for individual parcels will reflect the levies
of districts serving them. As these districts overlap and stack upon
one another, they create thousands of ‘‘tax code areas’’ which are
islands of property subject to the same tax rate. Some cities are divided
into hundreds of separate code areas and the major counties into
thousands. Hach county identifies its parcels by tax code area so that
tax bills can be made up properly, and the state maintains maps of the
code areas in all 58 counties in order to allocate utility assessments.
In 1967 there were 5,295 taxing districts in the state whose overlapping
boundaries created 20,659 tax code areas. The board spent 15 man-years
maintaining these maps and recording 2,610 changes in district bound-
aries during the current year. The updated maps are furnished—free
of charge—to the counties as quickly as the changes are recorded.
Similar map service is available at a nominal ome-féme charge to the
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utility companies which subseribe to the maps covering the counties
they serve. The single payment entitles the companies to complete map
revigion service over an unlimited period of years. All counties except
Los Angeles have seen the value of the state mapping service and are
now dependent on. the board for it.

Because the state derives no significant revenue from taxes on the
property it assesses, the General Fund should not bear the entlre cost
of this mapping service. :

Therefore we recommend that the board prepare & fee schedule which
will cover at least half the cost of this mapping service. To vmplement
this recommendation during 1968-69, we propose that the General
Fund budget be reduced by $80,000, budget page 556, line 29, and
that revenues from these new fees be increased by o like amount.

2. The Assessment Standards Division. Assessment Standards pub-
lishes the Assessor’s Handbook, a 2,100- -page document, covering all
phases of assessment work. The handbook is contmually updated as
administrative rulings, legislation, or practice may dictate. The division
also surveys all county assessors’ offices under provisions set forth in
Chapter 147, Statutes of 1966 (AB 80). These surveys are in the nature
of audits of the county’s work and practice in the assessing field. They
are mandatory and will be conducted in a regular cycle whereas in the
past they were made only at the assessor’s request. The first of these
new surveys, released in December 1967, is a 228-page study of the
assessor’s operations in San Diego County. It will be followed shortly
by the report on Sonoma County.

This division provides special appraisal assistance to county assessors
as well as training and certifying appraisers in the county assessor’s
offices. Each appraiser is required to receive 24 hours of training each
year which is either conducted or approved by the board. During the
1967 session, our recommendation that these training activities be
financed by the counties using the services was adopted and incorpo-
rated in the budget. However, Chapter 1167, Statutes of 1967 (SB
765) later increased the private car tax (a state General Fund source)
and provided that this new revenue was to be in lieu of any charge on
the counties for the training service.

In the budget year the board is requesting that six positions assigned
to this training function be continued and made permanent. We recom-
mend approval of these six traiming positions.

3. Intercounty Equalization Division. The Division of Intercounty
Equalization makes appraisals of sample properties in one-third of the
counties each year to determine the assessment ratios actually applied
by the county assessors. Between surveys the assessment ratios are
trended by use of a three-factor formula to reflect changmg property
values. Retail sales, wages covered by unemployment insurance and
school attendance within the county are the three factors of the for-
mula. Chapter 147, Statutes of 1966 (AB 80) established a procedure
whereby county assessors may appeal the valuations made by this divi-
sion’s staff. The new Office of Appraisal Appeals in the Administration
Division of the board makes independent appraisals of property values
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when . disputes arise between this division and the local assessor. The
county assessor may carry his appeal to the full board if he is not
satisfied by the decision of the OAA,

New Legislation

During the 1967 session a property transfer tax was authorized as a
county .and city tax levy. To indicate that the tax has been paid, a
stamp is attached to deeds as they are recorded in the counties. The
legislation authorizing the tax provided that the Board of Equalization
would furnish the stamps to the taxing jurisdictions and one senior tax
representative position was authorized for the current year and is re-
quested in the budget year to administer the stamp sales through the
board. This position has not been filled and the board has no plan to
fill it. Since the board has authorized the counties to buy the stamps
from a private printing firm, there is no purpose in maintaining a stock
of stamps at the board or in hiring a senior tax representative to mail
them. '

We recommend that the senior tax representative position be deleted,
$8,952, budget page 556, line 57, and that reimbursements from the
property transfer tax be reduced by a like amount.

BOARD OF EQUALIZATION
ITEM 116 of the Budget Bill ’ Budget page 553

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

Amount requested $1,142,516
Bstimated to be expended in 196768 fiscal year 1,142,516
Increase : ' None
TOTAL ’R’ECOMMENDED REDU:CTION —— None

ANALYSIS AND RECOMMENDATIONS

The Board of Equalization assesses and the State Controller collects
the 1.5 percent gross receipts motor vehicle transportation license tax
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 115. ,

We recommend approval as budgeted.

BOARD OF EQUALIZATION
ITEM 117 of the Budget Bill Budget page 553

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

Amount requested : $1,212,338
Estimated to be expended in 1967-68 fiscal year 1,212,338
Increase - — None
" TOTAL RECOMMENDED REDUCTION_ ____._________  _____ ___ None
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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 Whlch are included
under Item 115.

We recommend approval as budgeted.

DEPARTMENT OF FINANCE
lTEM 118 of the Budget Bill Budget page 560

FOR SUPPORT OF THE DEPARTMENT OF FINANCE
FROM THE GENERAL FUND

Amount requested X $3,929,116
Estimated to be expended in 1967—68 fiscal year. 3,850,680
Increase (2 percent) : $78,436
Increase to improve level of serviee____________ $40,000
TOTAL RECOMMENDED REDUCTION $212,943
Summary of Recommended Reductions Budget
) Amount Page Line
Special assistant, systems and ADP $23,712 561 28
3 charitable trust auditors 40,000 561 59
Agricultural advisor, 1 clerk 24,543 562 6
Decrease reimbursements - —6,843 562 57
Eliminate Economie Development Agency. 103,899 563 19
Senior delineator 10,356 563 55
Planning office, 3 clerks 17,276 563 55

GENERAL PROGRAM STATEMENT

Under the Governor, the Department of Finance has general ad-
ministrative responsibility for the state’s fiseal affairs. In this regard,
its broad authority is found in Section 13070 of the Government Code:

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

On a continuing basis the preparation of the Governor’s Budget and
the general management of all funds appropriated for its purposes
constitute the major activity of the department.

The department is organized into the six divisions shown in Table 1
and each will be discussed in that order in this analysis.
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Department of Finance Divisions and Staff
1966-67 to 1968-69

Positions ®
Actual Authorized Proposed
‘Organizational units 1966-67 196768 1968—69
Executive Office 13.6 15 15
Audits Division - 1135 115.3 115.3
Budget Division 1055 120.3 120.3
Economie Development Ageney_______________ 4.6 6 6
Office of Planning 28.9 25 25
Program and Policy Office.______________.____ 9.3 9 9
Total 275.4 290.6 290.6

ANALYSIS AND RECOMMENDATIONS
Executive Office
The Executive Office provides administrative direction and coordina-
tion for the Department of Finance, which in turn exercises supervision
over the financial matters of the state. In addition to the Director of
Finance, the Executive Office is proposed.to consist of the followmg
for 1968-69

. Total

Class ‘Positions Salary range salaries
Deputy director 3 $1,979-2,129 $75,708
Assistant director 1 1,793-2,082 24,984
Special assistant, systems and ADP______ 1 1,626-1,976 23,712
Legislative bill coordinator._____________ 1 1,100-1,337 14,696
Clerical and temporary help________._____ 8 395-764. 57,647

Total. 14 $196,747

Two of the three deputy director positions are located in Sacramento
to coordinate policy and -supervise the activities of the department. The
third is in Washington, D.C., serving as an advocate for California’s
interests in matters pending before Congress and as liaison between the
Governor and members of the California delegation in Congress. The
annual cost of this Washington office is approximately $67,000.

The position of special assistant, systems and ADP ($23,712) was
created as a result of a recommendation contained in the ‘‘ Management
Study of Automatic Data Processing in State Government’’ report of
November 30, 1964, compiled by a task force within the executive
branch of the state government. The recommendation, as adopted by
the Governor in January 1965, contemplated a high-level staff in the
Department of Finance to develop ADP policies and long-range plans
for the state. The implementation of ADP plans and the regular ADP
operational functions were to be the responsibility of the systems
analysis staff in the Department of General Services. In June 1966,
the special assistant for ADP in the Department of Fmanee was hlred
and has served to the present time,

In October 1967, the Governor declared in a policy statement that
‘“the administration has been greatly concerned with the organization
and development of management information systems and automatic
data processing functions within state government. . . . I have decided
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to. establish an Office of Management Services under the Secretary of
Business and Transportation, . . .The Office of Management Services
for state government will have the following functions:

““1. To develop plans for overall consolidation and optimum utiliza-
tion of automatic data processing systems for state government.

¢¢2. To work closely with and coordinate with the recently established
Intergovernmental Board on Automatic Data Processing.

¢¢8. To serve as advisor to the state on matters pertaining to infor-
mation systems and data processing.”’

This new office was established without legislative review and received
its initial finaneing from the Emergency Fund.

Since November 1967, the Office of Management Services (OMS) has
undertaken the task of preparing policy recommendations for the Inter-
governmental Board on ADP and for a State Automatic Data Process-
ing Policy Committee established by a November 1967 Executive Order.
The Department of Finance’s special assistant position has not been
/incorporated into OMS, but instead has been retained by the depart-
ment to act as an ADP advisor to the director.

The job specifications defined this position as carrying responsibility
for advising the Director of Finance on the overall development and
coordination of the automatic data processmg policy and plan for the
State of California.

In response to SCR 63, 1967 General Session, which called attention
to the lack of a definjtive state ADP policy or master plan in Cali-
fornia, the Departments of General Services and Finance replied with
a report to the Legislature dated January 12, 1968. This report details
the steps taken by the executive branch to remedy the problems enu-
merated in SCR 63. There is no mention of the functions of the special
assistant to the Director of Finance, although relationships between
OMS, the Department of Creneral Servmes the Budget Division of the
Department of Finance and the state departments are enumerated in
considerable detail.

Under the niew organizational relationships

1. ADP policy is formulated by the State Automatic Data Processing
Advisory Committee of which the Director of Finance is a member.

2. The Office of Management Services serves as the advisor to the
state in matters pertaining to information systems and data proc-
essing, including development of short- and long-range plans.

3. The Department of General Services is responsible for operations
and implementation of approved recommendations.

4. Regarding the control over the expenditure and release of funds
_which is centered in the Department of Finance, the report pre-
pared in response to SCR 63 states that ‘‘The Department of
Finance will henceforth require the approval of the Office of
Management Services for conformance with policies and overall
planning, and of Systems Analysis Office for technical compati-
bility with detailed planning relative to implementation and con-
-formance with State Administrative. Manual requirements prior
to authorizing expenditures.’”’
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Under these circumstances a continuation of the position of special
assistant to the Director of Finance for systems and ADP would, in
our judgment, lead to policy confusion and a duplication of effort and
control.

We recommend elimination of the position of special assistant, sys-
tems and ADP, for a General Fund sovings of $23,712; budget page
561, lime 28.

: Audits Division

The Audits Division provides the executive branch of state govern-
ment with a continuing audit of all agencies in accordance with the
requirements of Government Code Section 13294 which states: ‘‘The
Department of Finance shall examine the books of the several state
agencies as often as the director deems mnecessary, taking into consider-
ation the work done by other auditors, including the internal aunditors
of the various state agenecies, so that duplication of auditing effort may
be minimized.””

Other activities of the division imclude auditing of district and
county fairs (charged against the Fair and Exposition Fund), State
Treasury cash and security counts, supervision of school distriet audits,
and review of University of California accounts.

The auditing procedure adopted by this division includes the review
of plans of organization, delegation and segregation of duties, adequacy
of accounting and management reporting, and standards of perform-
ance. During the course of an audit review, individual findings and
recommendations are transmitted to the ageney head by letter. At the
end of the audit review a brief formal report is issued which contains
a summary of the interim letters.

A review of these reports over a number of years suggests that they
are not an effective management tool. In most cases they consist of a
few pages of extremely summarized finanecial details. Very little infor-
mation is presented about the actual operations of the agencies. In
order to make these reports more useful for management purposes in
the operating agencies and in control agencies such as the budget
division, we recommend a change in the style of the audit reports so
that more emphasis will be placed on agency compliance with estab-
lished policies, procedures and workload standards. Also, ecurrent prob-
lem areas should be identified and dealt with in a particular section
of the audit reports.

During the current year, the Audits Division has 115.3 authorized
positions. However, three of the auditors work (on a reimbursable
basis) for the Department of Justice’s charitable trust séction. In the
budget year, the contract with the Department of Justice will be
canceled, but the division proposes to retain these three auditors and
assign them to other workload areas. This change constitutes a stafﬁng
enrichment for the division.

It has been our position that the division has a considerable degree
of flexibility in assignment of its staff, and that management dev1ees
such as greater use of random sampling techniques, decreasing the
frequency of audits, and greater selectivity can be utilized to absorb
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normal workload increases. We feel that there is no justification to en-
rich the existing auditing staff by retaining the three positions formerly
devoted to the charitable trust work. We recommend that three auditor
positions be deleted for a General Fund savings of -$40,000, budget
page 561, line 59.

This division receives an annual appropriation from the Fair and
Exposition Fund to audit the State Fair, the Museum of Science and
Industry and the various district, county and ecitrus fairs. Table 2
shows the workload supported by the Fair and Exposition Fund.

Table 2

Audits Division
Fair Audit Workload Proposed in 1968-69

State Fair
and Museum
‘of Science District County Citrus
and Industry fairs fairs fairs Total
Number __________ 2 50 24 2 78
Audit hours _______ 1,409 9,275 3,360 96 14,140
Audit eost —______ $12,554 $82,359 $29,755 $879 $125,547
State subvention:
Support —_______ $256,000 $2,996,370  $1,443,600 $162,000  $4,866,970
Capital outlay ___ ——  $1,489,500 $682,000 $78,500 - $2,250,000

These audits are conducted for the general purpose of insuring that
the state’s capital assets and subvention funds are properly used.
Audits of county fairs are mainly concerned with the use of subvention
funds since the assets are county property. We question for several
reasons the necessity of the state spending $29,755 annually to audit
county fairs.

First, these county subventions are in effect block grants, with each
fair receiving a fixed amount each year. Under these circumstances, we
doubt the need for the state to audit such a program. Second, the Fair
assets are county property and their security is a matter of local con-
cern. Third, the Department of Agriculture, through its Division of
Fairs and Expositions, has the responsibility of providing advisory
services to fairs relating to administration and accounting. We recom-
mend the deletion of two auditor. positions related to County Fair
workload for a Foir and Exposition Fund (Item 119) sovings of $29,-
755, budget page 561, line 59.

Budget Division _

The main responsibility of the Budget Division is the preparation
and administration of the executive budget. The division is composed
of a budget operations section with 94.3 employees and a financial and
population research section with 26.employees.

The financial and population research section prepares an annual esti-
mate of the state’s revenues, drafts the Governor’s Economic Report
. and compiles statistical information which is published each year in the
California Statistical Abstract. This section also prepares population
estimates for cities and counties which are the basis for the apportion-
ment of certain state revenues, and makes long-range state popula‘aon
projections. ,
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The budget operations section receives the budget requests of the
state government agencies, boards and commissions; analyzes these re-
quests; eonducts hearings with the various units and then, based on
policies approved by the Governor, compiles the individual requests into
a single budget document for presentation to the Legislature. The staff
attends and testifies at legislative hearings on the budget and analyzes
all other bills with fiseal impact for the Director of Finance. Upon final
approval of the budget, the staff compiles the List of Changes to the
Governor’s Budget and thereafter is concerned with administrative
control of the budget throughout the operating year.

For budget control this staff is divided into five units: (1) fiscal con-
trol, (2) health-welfare and corrections, (3) revenue and management,
(4) resources and transportatmn and (5) education. Control is exer-
cised on the various state agencies through requirements that this divi-
sion must give prior approval to such matters as:

‘a. Personnel promotions, reclassifications and transfers,

. Transfers of funds between operating expense allotments
Contraets,

. Purchases
Out-of-state travel,
Changes in administrative procedures, and

. Reorganizations.

® O e

Because of these control procedures, certain problems have resulted :

1. A great quantity of paper, much of which is unnecessary for con-
trol purposes, flows through the division. In many cases too much of the
analysts’ attention is occupied by such matters as what size chair
employees have, where funds are shifted within defined categories, who
is promoted and how many square feet offices should have. These matters
are more properly the concern of the operating agencies and other con-
trol agencies such as the Personnel Board and the Department of Gen-
eral Services. The central budget agency should be mostly involved
in program and performance analysis to control the direction that pro-
grams are taking in light of available resources.

2. There is a small program budget unit in the division which is
attempting to implement a performance evaluation and budgeting sys-
tem. However, bécause of the great involvement in detail control by the
analysts in the operating units this program budget staff has received
little support from within the division. Efforts to create a program
budget for the state should and could be.strengthened by the existing
staff of the division if less emphasis were placed on detailed control of
the agency ’s daily activities.

3. There is a need for a closer Workmg relatmnshlp with the audits
division. Better coordination is needed since the budget division per-
sonnel frequently raise questions about an ageney’s compliance with
existing plans and standards, however, due to the size of their workload
and conservative restrictions on travel, the budget staff has not devel-
oped the close agency contact that the audits staff has and is thus limited
in making evaluations. Coordination would also aid the audits staff in
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understanding the budget process and the types of information useful
to it. A better information exchange system should be implemented be-
tween the audit and budget divisions.

4. Another problem with the current system is that as the budget
Increases in amount and complexity it becomes increasingly difficult to
maintain an advance approval budget control system. As a result, the
division’s staff has been increased considerably as shown in Table 3.

Table 3

Growth of Budget Division
Estimated Proposed

: 1964-65  1965-66  1966-67 196768 1968-69
Authorized positions __ 99 102 116.1 120.3 120.3

Salaries ________ B $965,004 $1,030,418 $1,233,273 $1,350,898 $1,393,391
Overtime ____________ $25,859 $35,054 $34,557 $31,470 - $31,470

Since 196465 the staff of the division has increased by some 21.3
positions (21.5 percent). During the current year, 5.2 positions (four
to establish a cash management unit as required by Chapter 963, Stat-
utes of 1967 ; one to provide budgetary support on a reimbursable basis
to the Office of Health Care Services and 0.2 for increased overtime)
have been administratively established and are proposed for continua-
tion in the budget year. We feel that this new workload is justified,
however, we do not agree that the only alternative for handling this
new workload is to increase the total staff.

We recommend that on immdependent study be made of the desirability
and savings from adopting in whole or in part the following alterna-
tive to the current control system. The division would delegate approval
powers to (1) allow the agencies to handle their own personnel matters
in coordination with the Personnel Board, (2) allow the agencies to
transfer funds within budget categories, (3) eliminate the requirement
that monthly budget reports and balance sheets be submitted to the divi-
sion, (4). delegate approval powers on certain contracts unless they are
policy exceptions, (5) make approval procedures on out-of-state travel
more flexible, (6) allow the Facilities Planning Division of the Depart-
ment of General Services to handle all normal rentals and rent re-
newals, and (7) let agency personnel prepare the Salary Supplement.
Budget control would be exercised through category control, audits, the
annual preparation of the Governor’s Budget and throuO"h the evalua-
tion of programs and performance.

‘We believe that more workload could be absorbed by the existing staff
if the division shifts away from its orientation toward detail control and
delegates more responsibility to the fiscal offices of the various state
agencies.

It will be noted from Table 3 that the division consumes approxi-
mately $30,000 per year in overtime, Almost all of this amount is spent
in the four-month period between October 1 and January 31 which cor-
responds with the preparation of the Governor’s Budget. A review of
the division’s personnel reports for 1966-67 shows that a total of 14,143
hours (7 man-years) of overtime was recorded. Some of the reasons
for the large volume of overtime are that considerable time is spent on
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budgetary control of the current budget while the staff attempts to
prepare the next budget, many analysts do their own adding of figures
instead of using clerks, and agency analysts are not fully utilized.

‘While we agree that the preparation of a document as complicated
as the Governor’s Budget will require overtime work, we feel that the
current level is unduly high, and could be reduced if the division im-
plements our recommendation (above) on changing the method of
budgetary control.

In order to provide a technical review of agricultural matters and
" to maintain the ‘‘Schedule of Maximum Allowances of Medical and
Related Services,”” an agricultural advisor ($17,700 per year) and a
clerk are employed by this division. This advisor position was created
in 1945 and placed in the Department of Finance in order to coordinate
the extensive agricultural farm activities of the Department of Mental
Hygiene and the Department of Corrections. Since 1945 the farm pro-
grams of these two departments have diminished due to the realization
that they were not justified on a cost basis or on a therapeutic-rehabil-
itative basis. The Department of Mental Hygiene has only 135 patients
assigned to farming and may soon terminate this program.

The remaining agricultural activities of this advisor have been di-
rected toward the Department of Corrections’ dairy program. The
advisor performs the role of a consultant to the corrections staff and
to the budget division analysts. The line responsibility for operating
and planning the dairy program rests with the Department of Corree-
tions’ staff headed by an agricultural advisor position which was
created in 1964,

With the decrease in the farm program workload, a medical fees
duty was assigned to this position in 1966 despite the faet that the
agricultural advisor had no experience in this field. The advisor with
the assistance of medical fee committees has compiled a schedule of
standard medical service and equipment costs in order to insure uni-
formity in medical charges to the various state departments. In 1968-69
these new duties will be transferred to the Office of Health Care Serv-
ices as discussed on page 588 of the Governor’s Budget:

““An amount of $115,969 has been budgeted in contractual serv-
ices for performance of the rate determination function, which in-
cludes analyzing, monitoring and updating the medical vendor fee
schedules to meet the specific needs of Medical Assistance Program
management as well as servmmg the rate analysis needs of other
state agencies.’

In light of the facts that there are few agricultural activities in the
Department of Mental Hygiene, that the Department of Corrections
has its own agricultural advisor and staff, that the updating of the
medical fees schedule will be transferred to the Office of Health Care -
Services, and that the budget and construction analysts in this division
can provide the necessary review of the remaining agricultural pro-
gram, the department’s agricultural advisor is no longer justified.

We recommend the deletion of the agricultural advisor and related
clerk for a savings of $24,543, budget page 562, line 6, and the deletion
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of $6,843 in reimbursements, budget page 562, lme 57, used to fund
_ the clerical position. :
Economic Development Agency

The Economic Development Agency (EDA) was created by Chapter
1911, Statutes of 1959, in order to stimulate industrial and commerecial
expansion in California.

The agency is headed by a commissioner who is appointed by the
Governor, subject to Senate confirmation, The Governor may also ap-
point one or more technical advisory committees to advise the commis-
sioner in carrying out his functions. Committee membership shall not
exceed 20 members and the members are nominated by the eommis-
sioner.

The program originated as a research and forecasting function, but
later shifted to a public relations funection. In 1965 the agency was
unable to demonstrate the effectiveness of past programs and as a result
the Legislature denied its 1965-66 budget request.

The agency received a new appropriation of $190,000 for 1966-67
based on a program designed ‘‘to help business cut governmental red
tape, to assist the growth and expansion of industry and to help assure
that new governmental programs do not retard growth and expansion.’’

This program was never implemented. The commissioner, appointed
in October 1966, resigned two months later and the position remained
vacant until December 1967. Without a commissioner to provide diree-
tion and policy guidance the small EDA staff of three professionals
and two clerks concentrated their activities on searching for and com-
piling data to answer requests for information and setting up a library
of reference source materials.

The 1968-69 Budget document states that the new EDA program
will be to ‘“‘serve as a voice of business and mdustry in conveying
their views and problems relating to our economic climate for growth
and development to appropriate administrative and legislative groups
in state government.’”” To accomplish this, as explamed by the com-
missioner appointed in December 1967 ,'EDA will eoordinate the Gover-
nor’s reorganization proposal to combine with the Office of Tourism,
the World Trade Authorities, the Museum of Science and Industry
and the San Francisco Port Authority into a new state Department
of Commerece.

Based - upon: past performance and shifting program emphas1s we
have serious reservations about the ability of EDA to define its own
role, let-alone the role for the proposed California Department of Com-
merce. We also fail to see the justification for the state to spend ap-
proximately $100,000 a year in General Fund revenues to support a

‘voice of business and industry’’ in state -government. Therefore, we
recommend that the entire support for EDA be eliminated, for a Gen-
eral Fund savings of $103,899, budget page 563, line 19.

Program and Policy Office

The Program ‘and Poliecy Office analyzes and makes staff recommen-
dations to the Director of Finance on program, policy and general -
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administrative issues. This office was created in 1963 when the Division
of Organization and Cost Control (OCC) of the Department of Finance
~was abolished in conjunction with the creation of the Department of

General Services. Most of the OCC staff went to the Department of
General Services, although some positions remained in the Department
of Finance to form the Program and Policy Office.

The legal basis of this office is Section 13877 of the Government Code
which places a responsibility on the Department of Finance ‘‘to provide
consultation 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
requested to conduect studies in such fields, and in the field of appli-
cation of classifications to jobs and positions . . [”’

The actual duties of this office, however, have centered on assisting
with development and implementation of the Governor’s legislative pro-
gram, with poliey position studies on such subjects as crime, tax shar-
ing and social welfare, with program effectiveness analysis of existing
state functions, and with improving state management techniques. The
office emphasizes employment of career specialists who are knowledge-
able of state operations in order to successfully integrate policy with
operations. Seven civil service consultants and two clerks are budgeted
for this office. Currently six of the consultant positions are filled while
the funds for the seventh are being used to pay for an exempt State
Office of Planning position on assignment in the program and policy

office. .
‘ The State Office of Planning

In response to the Federal Housing Act of 1954, the State of Cali-
fornia established a planning funetion within the Department of
Finance by passing Chapter 33, Statutes of 1956, First Extraordinary
Session. This was a limited funection designed to administer federal
grant funds. Chapter 1641, Statutes of 1959 created the State
Office of Planning within the Department of Finance. It was the stated
legislative intent that this office would provide a method of encouraging
the formation and funectioning of local and regional planning commis-
sions through research, discussions and financial assistance. The Legis-
lature also intended that the office be used as an advisory agency to the
legislative and executive branches of government having the particular
responsibility for the development, maintenance and revision of a eom-
prehensive state development plan with the desired objective that the
physical development of the state would proceed in an orderly fashion.

The office is headed by a Planning Officer who is appointed by the
Governor at an annual salary of $20,000, In order to establish policies
and provide advice and guidance, the Planning Advisory Committee
was established consisting of 11 members appointed by the Governor
and serving at his pleasure. The members must be selected so that five
represent the counties, two being county supervisors, two being mem-
bers of county planning commissions, and one a county planning direc-
tor; five represent cities, two being city -councilmen, two city planning
commission members, and one a city planning director; and one must
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be a representative of the schools having the position of a county super-
intendent of schools.

The planning office has 25 authorized positions during 1967-68 and
this level is proposed for continuance in 1968-69. The authorized posi-
tions are organized into a state planning section and a local planning

section as detailed in Table 4.
Table 4
Authorlzed Positions 1967-68 and Vacancies as of January 10, 1968
(Salaries are as projected for 1968-69) :
Budgeted Authorizced Vacant on 1-10-68

Position salary 1967-68 Number Salery
State Planning Section :
Planning officer __.__ S $20,000 1 - -
Assistant chief _________________ 87,152 2 1 $18,576
Senior planner _.___.____._______ 30,632 2 1 15,316
Associate planner ______________ 88,340 3 1 12,780
Associate economist .____.__.____ 11,688 1 - -
Assistant planner ______.________ 10,776 1 1 10,776
Senior delineator ______________ 10,356 1 - -
Clerical 41,556 7 3 17,276
Total—State Planning __.____._____ $200,500 18 7 $74,724
Local Planning Section : )
Senior planmer _________________ $15,316 1 - -
Associate plannmer ______________ 12,780 1 - -
Assistant planner ______________ 32,328 3 1 $10,776
Clerical _ 13,116 2 - -
Total—XLocal Planning .. _____ $73,540 7 1 $10,776
GRAND TOTAL _ . ____ $274,040 25 8 $85,500

State Planning Section

The workload of this section has been the preparatlon of a state
development plan which was accomplished in two phases. The first
phase was basic economic research and reconnaissance designed to
define the magnitude of the state planning problem, and took place
between 1961 and 1964 at a cost of approximately $700,000, half of
which was funded by the federal government. The second phase has
been the preparation of a state development plan and took place from
1964 to the current fiscal year; but the plan is not finalized. The cost of
this second phase has been approximately $2.5 million, $1.5 million of
which has been funded by the federal government.

. The matching formula for state comprehensive planning was origi-
nally budgeted at two-thirds federal and one-third state contribution,
however, the state’s share of this funding has exceeded the amount
or1g1nally budgeted for phase 1 and phase 2 by some $437,000.

Since phase 2 ends when the development plan is a public document,
the cost of this phase continues daily until the Governor issues the
plan to the Legislature. We understand that the state development plan
was completed by the State Office of Planning and transmitted to the
Director of Finance in-November of 1967. The planning law states in
Section 65015.8 of the Government Code that, ‘‘Upon completion, the
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state development plan shall be printed by the State Printer as a
public’ document.

“The planning office shall first transmit a copy of the plan to the
Director of Finance. The Director of Finance shall transmit the plan
together with his comments and recommendations to the Governor.
The Governor shall review and, upon his approval, shall transmit the
plan together with his comments and recommendations to the President
pro Tempore of the Senate and the Speaker of the Assembly, and shall
file a copy of the plan together with his comments and recommenda-
tions with the Secretary of State.”

From this it appears that the Governor has a mandate to submit to
the Legislature a complete written plan pointing out future develop-
ment problems of the state and recommending specific ecourses of action
in order to meet the problems as opposed to a static plan without
specific recommendations. Despite the sizable public investment ($3.2
million) in this plan, there have been recurrent delays in publication.
The most recent statement is that the plan will be issued durmg the
1968 Regular Session of the Leglslature

Since the major effort of preparing the state plan is over, there has
been a corresponding decrease in the state planning section from 35
authorized positions in 196667 to 18 in 1968-69. We believe that this
staff decrease is appropriate because the emphasis of the work will now
be on implementation instead of preparation. Implementation should
involve coordinating the state plan with ageney plans, working with
the budget division on capital outlay and program budgets, and up-
dating. Such an implementation program can be handled with the ex-
isting state planning staff. However, we are concerned as to’ the need
- for a $10,000 a year delineator. The delineator was originally authorized
to draw graphs and charts for the development plan document, but,
with the reduction in workload and the completion of the plan, this
position has been diverted to performing delineating work for the Gov-
ernor’s Office and other divisions of the Department of Finance. Be-
cause the workload for which this position was ereated no longer ex-
ists, we recommend that the senior delineator position be abolished for
a Geneml Fund savings of $10,356, budget page 563, line 55.

The remaining staffing ratio of 7 clerks to 10 professmnals does not
appear to be justified as indicated by the fact that the office has three
clerical vacancies and still is able to handle its own workload plus the
clerical workload of the Intergovernmental Council on Urban Growth,
A more appropriate eclerical level would be one clerk for the State
Planning Officer and three for the nine staff positions. We recommend
the elimination of three vacant clerical positions for a General Fund
savings of $17,276, budget page 563, line 55.

Local Plannmg Section

The local planning section administers federal funds provided
through Section 701 of the 1954 Housing Act ‘‘. . . in order to assist
state and. local governments in solving plannlng programs resulting
from the increasing concentration of populatmn in metropolitan and
other urban areas, including smaller communities; to facilitate compre-
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hensive planning for urban development, including coordinated trans-
portation systems, on a continuing basis by such governments; and to
encf(%urage such governments to establish and improve planning
staffs, .

The program funds are administered by the federal Department of
Housing and Urban Development (HUD) which receives an annual 701
appropriation from Congress and divides it into:

1. Redevelopment grants
2. State planning,
3. Local planning,
a. Regional-metropolitan planning.
b. Small (under 50,000) eity and county planning.

HUD administers the first two categories directly. However, local
planning grants are made through an appropriate state agency to eligi-
ble jurisdictions. The State Office of Planning through its local plan-
ning section has been the designated state agency for the administra-
tion of this program.

The role of the state government in the 701 Grant Program can be
quite significant because the federal government is primarily concerned
with studying grant policies and does not have a compliance function
to insure how the grants are administered and implemented.

The state planning law, Government Code Sections 65000 to 65651,
provides the guidelines for local planning assistance by the state office
and is broad enough to encompass various alternatives in the admin-
istration of the local planning assistance program which include :

1. Direct state planning staff assistance, wherein the State Office of
Planning would provide the prime staff services for local planning.
This could be provided by state staffs operating out of regional plan-
ning . offices (this method is used by some states), and supported by
reimbursements from the local governments and the federal govern-
ment’s 701 grant funds.

2. A program for regional planning agencies which would be funec-
tions of area associations of governments such as the Association of
Bay Area Governments and the Southern California Association of
Governments to establish city planning seetions. These city planning
sections would derive most of their support from the federal 701 grant
money since they would be doing the local planning for jurisdietions
within their area.

This alternative has many of the advantages of the first alternative,
but eliminates the concern over too much state involvement since the
regional planning agencies are under the administration of large units
of local government instead of the state.

3. A program of direct state grant aid. This aid would amount
to paying all or part of the local matching share of the 701 funds. The
state grants could be made outright or could be made on the basis
that the funds must be returned after a reasonable time if the local
vlans are not implemented.

This alternative might provide as much as $300,000 per year towards
offsetting the costs of local government.
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4. A balanced approach, having the state or regional planning agen-
cies do the small city plans on a contraect basis and allowing private
consultants to do some of the large-scale planning and more difficult
technical assistance elements.

5. The final alternative is to rely primarily on private planners.
Under this system 701 grants funds are directed through a subcontract
to private consulting firms throughout the state which do the bulk
of the planning for the local communities.

For the most part, the State Office of Planning has chosen the private
planner alternative in developing the 701 program in California. This
is demonstrated by the faet that of the $372,470 provided through the
701 Grant Program for city planning in California during 1966, $317 -
298, or nearly 85 percent, went to private planners with the remainder
going to local government planners.

In the private planner approach, there has been a problem of low-
quality and uncoordinated planning especially in the small city and
small area studies. Since the planners are employed by a particular city,
they tend to over extoll its particular future population and business
growth potentials without recognizing regional activities and methods
of interfacing the city plan with the region’s plan.

A review of city plans done by private consultants reveals that they
are quite often superficial in their research in that they stress historic
population and economic growth with little basis besides trend analysis
for arriving at future projections of growth and land use. There is an
adherence to following a format centered around circulation and land
use elements which is helpful in adopting zoning ordinances but is not
of substantive value when identifying problems or deciding on future
city goals and means of achieving them.

A major problem with the 701 program as it now exists in California
is that local communities are not provided with many alternatives
when seeking planning assistance. Bither they are wealthy enough to
hire their own staff, or they contract with private planners. It is rec-
ommended that the Office of Planning work on alternatives such as
encouraging regional planning agencies such as exist in the Association
of Bay Area Governments and the Southern California Association of
Governments to provide local planning services to the smaller cities
within their regions.

The administrative costs of the present program are funded from the
state General Fund and are offset approximately $10,000 annually by
HUD. The total cost of this funetion as relates to the total 701 local,
metropolitan and regional planning funds administered from 1963-64
through 1968-69 is reflected in the following table. .
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Table 5
Cost of Administration
Tocal cost as
planning Federal Local planning percent of
. section reimbursement 701 funds * grant funds

196364 ________ $60,000 - ‘$577,000 104
196465 ____ ____ 73,000 ) _ 522,000 14.0
196566 ___._____ 82,000 $20,000 893,000 9.2
196667 _______._ 84,000 39,351 - 915,804 9.2
1967-68 (est.) __ 73,000 10,000 990,000 74
196869 (est.) __ 173,540 10,000 990,000 14

Souree : California State Office of Planning and the Governor’s Budget.
1 Includes only those funds administered by the State Office of Planning.

DEPARTMENT OF FINANCE
ITEM 119 of the Budget Bill : Budget page 560
FOR SUPPORT OF THE DEPARTMENT OF FINANCE
FRCM THE FAIR AND EXPOSITION FUND ‘
Amount requested $125,547

Estimated to be expended in 1967-68 fiscal year 125,547
Increase _ i ———e None
TOTAL RECOMMENDED REDUCTION $29,755
Summary of Recommended Reductions Budget
Amount Page Line
Eliminate county fair audits $29,755 561 59

ANALYSIS AND RECOMMENDATIONS
This item is for the cost of auditing district and county fairs. It is
discussed under Ttem 118.

Department of Finance

STATE LANDS DIVISION
Item 120 of the Budget Bill Budget page 565

FOR SUPPORT OF THE STATE LANDS DIVISION
FROM THE GENERAL FUND

Amount requested $1,510,842

HEstimated to be expended in 1967—68 fiscal year 1,455,342

Increase (3.8 percent) : . $55,500

. TOTAL RECOMMENDED REDUCTION : - $16,860
Summary of Recommended Reductions | Budget

Amount Page Line
Reduce support expenditures for Attorney :
General services by approximately : $16,860 567 43
GENERAL PROGRAM STATEMENT ‘ -
The State Lands Division of the Department of Finance provides
staff support to the State Lands Commission. The commission, composed
of the Lieutenant Governor, the Controller and the Director of Finance
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has the gemeral responsibility for the administration of state school
lands, tide and submerged lands, swamp and overflowed lands, and
the beds of navigable rivers and lakes. The commission has the author-
ity to sell, lease, dispose of or provide for the extraction of minerals,
oil and gas from these lands.

The revenue potential of oil and gas leases and royalties along with
the revenue potential from the state’s profit sharing interest in the Wil-
mington oil field are the prineipal existing and future revenue sources
from lands administered by the division. Recent data indiecate declining
state oil and gas revenues which may have significant effect on the
financing of several important state programs. In addition serious
problems appear to exist in both the state’s offshore leasing program
and in the development of the Wilmington oil field. Therefore, this
office is preparing and will issue a special, more detailed report on these
areas of the division’s aetivity. This analysis will present a brief
synopsis of the special report and its recommendations which generally
pertain to budgetary considerations.

Total state revenues from the sale and leasing of state lands and
royalties on oil and gas and other mineral leases are shown for a six-

year period below:
Total Revenues, 1963-64 to 1968-69

Land sales ]

and leases 0il and gas Other minerals Total
196364 _____________ $956,522 $62,274,590 $122148 $63,353,260
196465 __ . _________ 449,021 67,776,049 345,231 68,570,301
1965-66 _____________ 752,744 44,729,929 336,764 45,819,437
1966-67 _____________ 579,933 43,349,458 283,383 44212774
1967-68 (est.) —_____- 610,000 43,510,000 435,000 44,555,600
1968-69 (est.) _______ 625,000 43,634,000 415,000 44,674,000

The drop-off in oil and gas revenues in 1965-66, which results from
a sharp reduction in bid bonuses on oil and gas leases, reflects the
difficulties the state has been having in its offshore leasing activities
sinece 1965, Further discussion of these difficulties is contained in our
special report.

ANALYSIS AND RECOMMENDATIONS

The organization of the State Liands Division corresponds generally
to three main programs:

1. The control of the use of state sovereign land and congressional
grant lands (vacant school lands) and the 1dent1ﬁcat1on and recordmg
of the location of these lands.

2. The administration and supervision of 011 and gas mineral leases.
8. The supervision of the state’s net profit interest in the develop-
ment of the Wilmington oil field.

The Governor’s Budget proposes a total appropriation of $1,510,842
which is an increase of $55,000 or 3.8 percent over the estimated ex-
penditure of $1,455,342 for 1967—68. There is a proposed increase of
five new positions, three of which have been administratively established
during the current year. The division is requesting one associate counsel
position, which was administratively established during the current
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year in order to handle legal matters for the division in northern Cali-
fornia. This attorney would work out of the division’s Sacramento
office. The division has three attorneys in its Los Angeles office. In justi-
fymg the position the division argues that having a full-time attorney
in Sacramento would more efficiently serve the division’s legal needs
than relying on assistance from the Attorney General’s office. We agree
that this position will enable the division to operate with closer and
improved management control over the decision making on policy prob-
lems involving litigation. There is a continuing flow of land litigation
matters which are within the purview of the division’s land manage-
ment activities over which the division needs to exercise tighter man-
agement. However, the division’s proposed budget does not show any
reduction from the current year for Attorney General services.

We recommend approval of one associate counsel position, budgeted
at $16,860 on the condition that Attorney General Services be corre-
spondingly reduced.

The division is requesting a boundary determination officer and a
civil engineering associate to continue work on offshore boundary deter-
minations with the federal government. These two positions were de-
leted from the budget last year when the Legislature eliminated Item
115, the support expenditure for U.S, vs. California. The division con-
tends that it needs the position in order for the state to protect its
interest by ecooperating with federal officials in delineating offshore
boundaries. Our understanding is that the primary objective of -the
Legislature in deleting Ttem 115 was to eliminate further litigation on
a dispute which had been essentially resolved by a Supreme Court
decree issued in January 1966. The Department of Finance informed us
last fall that these two positions were proposed to be reinstated ad-
ministratively during the current year and submitted a Section 28
letter to this effect. We advised the chairman of the Joint Legislative
Budget Committee that we believed it would be consistent with legisla-
tive intent if the division were to limit the use of these positions to
cooperate in settling differences with federal officials rather than to
accumulate material for further litigation. The chairman agreed and
approved the position. The priority of this cooperative work has in-
creased significantly at this time because the federal government is
now proposing to begin immediate leasing of certain specific areas where
boundary controversies exist. We also feel that the work on the offshore
boundary determinations should proceed on a priority basis judged
in relation to proposed federal leasing activity and therefore recognize
the need for the division to have administrative flexibility in assigning
other work items to these positions in order to fully utilize them.

We recommend approval of the positions as budgeted.

Long Beach Operations

The state’s supervision of the development of the Wilmington oil-
field is handled by the Long Beach Operations staff. The expendltures in
support of the Long Beach Operations are identified in the budget
-document but these expenditures are funded from Wilmington oil reve-
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nues as reimbursements. Long Beach Operations has a total authorized
staff - of 45 positions in the current year and the Governor’s Budget
proposes to maintain the same level of staff for the budget year. The
division is still in the process of staffing to this authorized level. This
staff, for the most part, is made up of high level professional positions
specialized in technical fields relating to oilfield operations.

The basic function of this staff is to protect and further the state’s net
profit interest in the Wilmington oilfield. This is accomplished through
the state’s review of a document containing plans of development and
operation. This document is both a plan of activities and the itemized
budget which governs the field contractor THUMS. The state attempts
to effect cost savings, where possible, through the process of budget
review and approval. In addition, the state’s review of the plans of
development and operation involves techmical evaluations to insure
that the plan conforms to efficient oilfield practices and achieves the
maximum economic recovery of oil and gas.

In our previous analyses we recommended that the state improve its

auditing activities of THUMS by placing greater stress on management
auditing techniques. The division is eurrently in the process of doing
this by filling a position of manager, petroleum economist (which is a
reclassified unfilled position) to head a strengthened management infor-
mation-audits unit. The division should use this position to work coop-
eratively with both the City of Long Beach and the field contractor
to improve management information reporting. There is also a need to
concentrate on specific problem areas in order to bring appropriately
organized and timely information to the attention of the executive
staff of the division.
. The division’s Long Beach staff has been revising projections of future
production and future state revenues. The estimates previously used by
the division ‘were based on a consultant’s study which predated field
development at East Wilmington. The division’s analysis of field
development data to date reveals that the earlier estimates of production
potential were far too optimistic. In essence the latest projected reve-
nues from the Wilmington field show a large overall deeline compared
to earlier estimates. The latest figures (which are currently being
revised) and an analysis of the state’s net profits position will be pre-
sented in our special report.

Because of the need to improve the flow of information on demg-
ton oilfield developments as well as other oﬁshore actiwity, we recom-
mend that the Legislature direct the commaission to submit o speciol
operations report to the Legislature on all oil and gas production and
revenues. This report should be submitted each year no later than Feb-
ruary 1 following the calendar year which will be the principal subject
of the report. In particular this report should contain financial sum-
maries of all costs and oil and gas production revenues including spe-
cifically the Wilmington field for the calendar year reported on; the
latest long-rang projection of state revenues identified by source and
the derivation of these estimates (i.e. production estimates); and a dis-
cussion of actions taken in support of the state’s overall objective of
maximizing state revenues.
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The State Lands Division realizes significant state revenues on oil
and gas production from the state’s offshore leases other than Long
Beach. The division estimates revenues of $23.3 million in 1967-68
from oil and gas royalties on these leases.

In the past the division also realized sizeable revenues from offshore
parcels leased on a ‘“bid bonus’’ basis. The bid bonus is an initial cash
payment which the prospective lessee pays the state for the leasing
rights to a parcel. Bids are received on a competitive basis and the
parcel is awarded to the company which offers the highest cash bid.

Since 1965 the division has had poor results from its offshore leasing
activity judged either in terms of cash bonuses that were realized or
the number of parcels that were leased and opened to development.

The division has a geological evaluation section which provides tech-
nical support for the division’s leasing program. This staff makes eco-
nomic and geologic evaluations of the oil-bearing potential of parcels
offered for bid. From a technical standpoint the state usually has more
information on parcels that are to be offered for bid than the oil com-
pany bidders since the division has access to all confidential explora-
tion data developed by the oil companies under state issued geological
permits. The significance and validity of the available information is
not known to us. However, even with this added information the selec-
tion and timing of parcels offered for lease has resulted in a minimum
level of leases awarded in the past two years. Simultaneously in the
past two years the division has overestimated cash bonts estimates.

Our analysis of the disappointing result of the leasing program indi-
cates it may be the consequence of the continued exclusive reliance on
cash bonus leasing, at times and on parcels wheré the state cannot rea-
sonably expect to receive large initial cash bonuses. The details of our
analysis in arriving at this conclusion will be discussed in the special
report.

For the reason briefly stoted above, we recommend that the Legisla-
ture undertake o thorough study of the state’s offshore oil and gas
leasing program and the relative merits of alternative leasing methods.
In other respects we recommend approvael of the item as budgeted. -

FRANCHISE TAX BOARD
ITEM 121 of the Budget Bill Budget page 570

FOR SUPPORT OF THE FRANCHISE TAX BOARD
FROM THE GENERAL FUND

Amount requested $16,074,829
Estimated to be expended in 1967—68 fiscal year i 113,212,349
Increase (21.7 percent) $2,862,480
TOTAL RECOMMENDED REDUCTION $119,069
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Summary of Recommended Reductions ' Budget
Amount Page Line
Operations:
Delete 8 existing intermediate clerk positions and 3.2 ex-
isting temporary help positions, franchise tax ledger unit 56,686 573 23
Tax Legislation :

Delete 9 temporary help positions 47332 575 33
. Delete 1 temporary help position 5655 575 42
Delete 1 auditor II position 9,396 575 46

Other Recommendations

Require Franchise Tax Board to report number of accounts receivable developed
from 1967 personal income tax year returns to Ways and Means and Finance com-
mittees not later than June 1, 1968. Make appropriation for positions outlined in
Table 11, $601,690 contingent upon such report.

Reallocate new aunditor and clerical positions between Los Angeles and San Fran-
cisco regional offices.

GENERAL PROGRAM STATEMENT

The Franchise Tax Board administers the state’s Personal Income
Tax and Bank and Corporation Tax laws, and the new Senior Citizen
Property Tax Assistance Law. The first two laws will, combined, raise
an estimated $1,440 million in cash revenues during 1967-68, repre-
senting a 50-percent increase in this source of General Fund revenue,.
This increase is largely the result of revisions contained in Chapter
963, Statutes of 1967. The stated objective of the agency is to admin-
ister these laws in such a manner as to assure uniformity in the treat-
ment of taxpayers and to maximize the state’s revenue potential within
the statutory framework. The Senior Citizen Property Tax Assistance
Law was enacted by the 1967 Legislature as a part of Chapter 963
(SB 556). Its aim is to distribute a measure of property tax relief from
the General Fund to older persons having limited income.

Growth of the agency in broad perspective may be seen by the data
in Table 1. ~ :

Table 1

Indices of Growth, 1964-65 through 1968-69
(Rounded to nearest thousand)

Returns filed

Fiscal year PIT* B & 0T:* ‘Bependitures
196465 _ 5,172,000 124,000 $10,984,000
1965-66 5,411,000 119,000 11,696,000
1966-67 5,663,000 134,000 12,557,000
1967-68 (est.) 5,757,000 140,000 15,412,000*
1968-69 (est.) 6,006,000 145,000 16,075,000
Average annual

percent increase _______ 4.0 4.2 11.6

1 Personal Inecome Tax

2 Bank and Corporation Tax X i .

* Includes $2,200,000 from Cigarette Tax Fund which was a one-time expendifure used to support the new
positions -added in the current year to administer the tax changes contained in SB 556. These positions
were financed from the Cigarette Tax Fund because the tax bill was enacted after the adoption of the
1967-68 Budget.

Programs. The agency groups its continuing activities into the three
programs described below. )
I. Personal Income Taz. The agency has the statutory obligation

of administering and enforcing the Personal Income Tax Law. This

480



Item 121 Franchise Tax

Franchise Tax Board-~—Continued

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 agency -maintains a service
function to aid taxpayers and also compliance and audit activities in-
directly designed to promote voluntary comphanee 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. Enacted in 1929, this law imposes a franchise tax on corporations
-doing business in Cahforma and a corporate 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 tax-
payers in self-assessment, compliance and auditing of returns.

- II1. Departmental Admmmstmtwn The objective of this program
is to provide general management and planning and research services
to the agency as a whole.

‘The two most important developments affecting the agency in the

- .current year are the substantial structural changes made in the per-
sonal income tax law by Chapter 963 (SB 556) and the impact of the
work measurement and controls program (discussed in the Depart-
mental Admmlstratlon program)
Table 2. Departmental administration program data are included for
informational purposes only as the costs and man-years are allocated
to the other two programs and to the staff added as a result of 1967
tax legislation. The substantial decreases in man-years indicated in
Table 2 result ‘primarily from the Work measurement and -controls
program.

- Table 2
Expendltures (to Nearest Thousand) and Man-Years by Program
1966-67 1967-68 1968-69
Man- Man- Man- ’

- Program yea/rs -Hapenditures -years Hzpenditures years Huxpenditures
- 1. Personal - : ’ . s
income tax 1,044.5 $9,039,000 9889 §9,660,000 9387  $9,591,000
II. Bank and .
corpora- :
;. tion tax 340.1 3,617,000 . 3227 3,759,000  306.3 3,732,000
III. Departmen- . o : .
tal adminis-

’ tration (233.8) (2,396,000) (353.8) (3,940,000) (349.2) (4,147,000)
1967 tax i .
Jegislation - . . 1817 1,993,000 2686 | 2,752,000 -
Totals . _ 1,384.6 $12,556,000 1,499.3 $15,412,000 1,518.6 $16,075,000

" The continuing programs contain no new positions based on work-
load increase; and only seven new positions are proposed to fund a new
activity in the PIT compliance subprogram during the budget year,
All positions proposed under 1967 tax leglslatlon shall be analyzed as
new p0s1t1ons
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ANALYSIS AND RECOMMENDATIONS
1. Personal Income Tax Program
Expenditures and manpower engaged in the personal income tax
program are presented in Table 3.

Table 3

Personal Income Tax Program Expenditures and Personnel
Man-Years, by Subprogram and Function

: Man-years Eaxpenditures (000 omitied)

Subprogram - 1966-67 1967-68 196869 1966-67 1967-68 1968-69

A, Self-assessment 471.6 446.5 4238 $3,907 $4,176  $4,146
B. Compliance

1. Filing enforcement 188.3 1783 1692 $1,541 $1,646 $1,634

2. Resident identification 3.5 3.4 3.2 41 44 44

- . 8. Investigations 10.3 9.8 9.3 145 - 156 154

. 4. Collecting delinquencies 133.2 126 119.7 1,050 1,122 1,114

Subtotal, compliance .335.3 3175 301.4 $2,777 $2,968 $2,946
C. Audit

1. Desk audit 1456 1379 1309 $1,327 $1,418 $1,408
2. Field audit 81.9 15 73.6 892 953 947
3. Protests and appeals 10.1 9.5 9.0 136 145 144

Subtotal, audit 2376 2249 2135 $2,355 $2,516  $2,499
Totals 1,0445 9839  938.7 $9,039 $9,660 $9,501

A. Self-assessment Activities

Program activities include form de51gn printing and distribution,
publicity and public information service, receipt and processing of
personal income tax returns and payments accounting for over and
underpayments of tax liability, and the processing of taxpayer-initiated
claims for refund or credit. :

B. Compliance Activities

. These activities are designed to preserve the state’s personal income
tax base by insuring that taxpayers file their returns and pay their
liabilities.

Filing Enforcement (5699-FCP)

"Personal income tax returns filed with the state are matched against
(1) the federally supplied computer tape list of persons filing federal
income tax returns in California (called the Federal Comparison Proj-
ect), and (2) information returns filed by California employers (599
program ). When a state income tax return cannot be matched against
either the federal or employer return, then an assessment may be made
against the taxpayer.

The agency used 188.3 man-years and expended $1,541,000 in 1966—67
to produce assessments totaling $8,067,000, a ratio of $5 24 of assess-
ments per dollar of cost. This ratio cannot be equated to revenue per
dollar of cost, however, because (1) the assessed tax liability is usually
substantially more than the actual liability, and (2) such: assessments
‘are frequently uncollectible. In last year’s analysis, we indicated that
the revenue per dollar of cost is about two-thirds of the assessed liabil-
ity per dollar of cost.

482



Ttem 121 Franchise Tax

Franchise Tax Board—Continued

In the 1968-69 budget, the agency requests 12 additional man-years

of temporary help to extend the employer information (599) program
to reach individuals who have more than one employer and who earn
less than the amount creating a tax liability with each employer. Under
existing administrative procedures these employer returns are mnot
matched against state income tax returns. Since some of these em-
ployees have several employers during the year, their combined incomes
may create a tax liability and therefore this is an area of potential tax
evasion. : '
- Although the program properly addresses itself to an existing com-
pliance gap for which the agency has partial information, the revenue
to be gained is virtually unknown, and therefore we recommend that
the program should proceed on am experimental basis for one cycle
which would cover a two-year period. Before this program is made
permanent, the agency should present information to the Legislature
on tts costs_and results.

We recommend that the positions budgeted for 1968-69, seven tem-
porary help positions, budget page 572, line 13, and five temporary help
positions, budget page 573, line 35, be approved on a temporary basis.

_ldentification of Residents

This activity functions in two ways: (1) Persons are identified as
California residents and any back taxes and penalties are collected
for nonfiling, and (2) the state requires employers to withhold on non-
residents who earn substantial amounts within California (as, for exam-
ple, visiting entertainers, racehorse owners and sports celebrities) and
remit to the state an amount securing the nonresident’s potential tax
liability.

Both activities resulted in 361 investigations during 1966-67 with
the establishment of $455,000 in new assessments. However, adminis-
trative and judicial deeisions abating prior years assessments amounted
to $1,075,000 during this same year. These abatements were unusually
high and this activity usually produces an inerease in net revenue.

Investigations

During 1966—67, the agency investigated and prepared for prosecu-
tion approximately 80 cases of aggravated abuse of nonfiling or fraudu-
lent returns. This activity is budgeted to continue at the same level.

Collection of Delinquent Accounts

Tax delinquencies are collected by the agency through a coordinated
headquarters and field effort. Electronic data processing is playing an
increasingly more important role.

The most important development of 1967-68 has been the ereation
of an EDP “‘limbo”’ tape, which records data in cases where further
active collection effort is unavailing or relatively costly. As new re-
turns are filed each year and the social security numbers of all tax-
payers keypunched, the limbo tape is compared with the new returns,
and if a taxpayer with an old liability has filed a new return, an
effort is made to collect the old liability. Previously, old and unpro-
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duective collection accounts were simply discarded; and the data lost for
all time, makmg impossible the resurrection of the case in the event
of a change in the circumstances of the taxpayer.
- A sharp increase in the number of new accounts oceurred in calendar
year 1967, giving rise to a corresponding increase in the active collec-
tions inventory (see Table 4).

Table 4

Change in Collection Inventory
December 31, 1966 to December 31, 1967

December 81, December 31, )
1966 1967 Increase
Number of accounts on hand ... 133,765 155,538 20,326
Value of accounts on hand ____ $16,696,000 $20,326,000 $3,630,000

C. Audit Activities

This subprogram is designed to determine the mathematleal and
legal accuracy of taxpayer self-assessed returns. Accomplishment is
measured in terms of the assessment of additional tax Hability, refunds
and. credits.

In 1966-67 the agency expended $2,355,000 to audit personal income
tax returns, resulting in the net assessment of $12,087,000 or $5.13 per
dollar of cost Percentage of collection of aundit- produced assessments
is high. :

1. Desk audit

Personal income tax returns pass from the receiving pomt through
alphabetization to the primary audit unit. For the first time in 1968-69,
this unit will seek to mathematically verify all returns. All returns
showing a selected high taxpayer gross. income are professionally
audited. Clerical personnel in the primary audit unit will select for
audit lower and medium-income returns by application of eriteria show-
ing that the returns contain a high probability of other-than-mathe-
matical taxpayer error. As a result of the new system, audit coverage
of lower and medium-income returns will inerease from 50 to 100
percent. Special groups audit estates and trusts, returns claiming eredit
for taxes paid other states, and returns for which federal audits have
been performed.

2. Field audit

High income and other selected returns are -audited by the Los
Angeles and San Francisco regional offices, their 12 branch offices, and
by the Sacramento field office. Worthy of comment is the fact that the
Los Angeles region produced a net assessment of $4.63 per dollar cost
in 196667, compared to only $2.84 for the San Franmsco region.

3. Protests and appeals

Taxpayers may exercise their legal rlght to oppose the ageney’s
audit-developed assessments by protest to-the agency, and, if dissatisfied
with the agency s decision, by appeal to the State Board of Hquali-
zation.
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11, Bank and Corporation Tax Program
. Expenditures and manpower devoted to the administration of the
Bank and Corporation Tax are shown in Table 5.

Table 5

Bank and Corporation Tax Program Expenditures and Personnel
Man-Years, by Subprogram and Function

Man-years Ezpenditures (000 omitted)

Subprogram 1966-67 1967-68 1968-69 1966-67 1967-68 -1968-69

A. Self-assessment . _.__ 1195 111.2 105.6 $991 $1,059 $1,052
B. Compliance

‘1, Filing enforcement 1.8 1.8 1.8 $16 $17 $17

2. Bxempt -

organizations __ 9.7 9.2 8.7 95 102 101

3. Collections __._.___ 19.9 18.8 17.8 167 178 177
Subtotal,

. Compliance . 314 29.8 28.3 $278 $297 $295
C. Audit ]
1, Math verification. 16,2 15.3 14.5 $119 $128 $127
2, Nonalloeating

corporations —__ TL2 68.2 64.8 811 867 861
3. Allocating

corporations —__ 923 87.5 83.0 1,156 1,285 1,225
4. Protests and

appeals _______ ©11.8 10.7 70 162 173 172

 Subtotal, Audit- 1912 1817 - 1724 . $2.248  $2,403  $2,386
TOTALS _________ 3401 8227 3063  $3517  $3,759  $3.732

A. Self-assessment Activities

Program - activities include form design, printing and distribution,
publicity and public information service, receiving and processing of
corporate returns and estimates, accounting for all banks and corpora-
tions through a master file and processing of:taxpayer-initiated claims
for refund or credit. \

The accounting system is undergoing a transformation from a manual
bookkeeping system to an automatic data processing system. The new
system, to be operative by March, 1968, has been funded adminisira-
tively pursuant to an appropriation contained in the 1967 tax bill,
ie.; Chapter 963. However, this funding has not been offset by a re-
duction in the funding of the manual operation. The authorized staffing
of the franchise tax ledger unit (the unit formerly handling the manual
operation) mnow consists of 20 permanent positions and 3.2 equivalent
positions of temporary help, a total of 23.2 positions. The agency plans
to use 10 of these positions in a support capacity to data processing
(accounting controls) and 2 to work in conditioning documents for
entry into the computer. We find no justification for the balance of
present postiions authorized and thus recommend that the following
be deleted :

Budget
Position Salary Page Line
8 Intermediate clerks $43,880
3.2 Temporary help 12,806
11.2 $56,686 573 23
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B. Compliance Activities

These activities are designed to preserve the state’s bank and cor-
poration tax base by insuring the legal obligation of subject banks
and corporations to file returns and estimate prepayments and to
pay their established tax liability,

Pursuant to our recommendation contained in the 1967-68 Analysis
(page 526), the agency has completed a report for presentation to the
Legislature on the subject of exempt organizations. Specfically, it is to
include an analysis of the federal audit program in California, a dis-
cussion of the need for a state audit program, and a study of the dual
roles of the Attorney General and the Franchise Tax Board with a view
toward an economical integration of their functions.

C. Audit Activities

This subprogram is designed to determine the accuracy of bank and
corporation tax returns. Accomplishment is measured in terms of the
assessments of additional tax liability. In 196667, the subprogram ex-
pended $2,248,000 resulting in the net assessment of $33,091,000, or
$14.72 net assessed revenue per dollar of cost.

After a preliminary review for mathematical accuracy by the pri-
mary audit unit, all taxpayer returns are professionally audited, ex-
cept for certain types of cases promising a low revenue yield. Corpora-
tions fall into two categories: (1) those which do business wholly within
California—nonallocating—and (2) those which do business both
within and without California and are required to report both total
income and income allocable by the use of preseribed formulae to their
California operations—allocating. Both types of corporations are
desk audited in Sacramento. The more difficult and productive audits
are performed in the field by regional and branch offices in California
and by - out-of-state offices in New York and Chicago. Historically, the
allocating eorporation audit is the most productive type of audit per-
formed by the agency, producing $20,341,000 in net assessments in
1966—67 (nearly all collectible) or $17.60 of net assessed revenue per
dollar of cost.

111. Departmental Administration Program

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..

Table 6 shows the expenditures of this program. Man-years and ex-
penditures have been set out separately here although they have been
allocated to other programs described in the preceding diseussion and
to the 1967 tax legislation program deseribed hereinafter.
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. Table 6
Departmental Administration Program Expenditures and Man-Years
Including 1967 Statutory (Chapter 963) Additions
Ezpenditures (000 omitted)

Man-Years Actual Estimated Proposed
Activity i 1966-67 1967-68 196869 1966—67 1967-68 1968-69
Bixecutive  ___ . ____________ 6.3 8 8 $120 $159 $164
Legal services __._.__________ 31.6 37.8 37.9 488 637 649
Data Processing ___._________ 139.8 2424 2433 1,160 2,339 2,672
Program ___________________ 46 48.8 50 455 632 665
‘Work measurement and

controls —__._____________ 10.1 16.8 10 173 173 7

Total, Departmental
Agdministration Program _ 233.8 353.8 349.2 $2,396 $3,940 $4,147
(Alloeated to Personal Income

Tax Program) __________ ($1,859) ($2,070) ($2,109)
(Allocated to Bank and Cor- .

poration Tax Program) __ ($537) ($598) ($609)
(Attributable to 1967 tax

legislation) - __._________ ($1,272) ($1,429)

We recommend approval of the following positions on the basis of
the estimated general admimistrative workload resulting from 1967 tax
legislation ( Chapter 963).

Budget

Position Unit Page  Line

1 Assistant tax service specialist_Executive _________________ 574 58

2 Junior Counsel Legal 574 61

= -1 Intermediate stenographer_____ Legal 574 62

1 Associate personnel analyst.___Program 574 64

1 Associate budget analyst______. Program 574 = 65

1 Auditor IIY Program 574 66

2 Intermediate stenographer_____ Program 574 67
1 Calculating machine operator__.Work measurement and

controls . ____________ 574 22

The assistant tax service specialist will be needed to conduet a public
informational and educational program to explain the 1967 tax legis-
lation c¢hanges and assure reporting accuracy in future years. The two
junior counsel positions and related intermediate stenos are needed to
draft regulations and to handle protests and appeals flowing from
the new law, one in the personal and corporation tax areas and the
other for the Senior Citizen Property Tax Assistance Law. The associ-
ate personnel analyst position appears justified on the basis of addi-
tional classification and training problems generated by the new law as
well as by the work measurement and controls program. The associate
budget analyst and an intermediate steno position are based upon the
overall growth of the agency, program budgeting requirements, -and
the goal of the agency to gear budgeting procedures to the controls
phase of the work measurement and controls program. An auditor TII
and one intermediate steno position in programs relate to forms needs
generated by intra-agency procedural changes as well as new prepay-.
ment requirements and other technieal changes in the law. The calcu-
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lating machine operator position is needed for additional workload in
the work measurements and controls unit related to the measurement
of positions added by the tax legislation.

Data Processing

The agency’s automatic data processing installation has doubled its
1966-67 funding largely due to administrative augmentation in the
current fiseal year (Table 7). A second IBM third-generation computer
has been received, doubling the processing capacity of the total system.
The enlargement makes possible the meeting of the agency’s substan-
tially increased accounts receivable inventory and prepayment billings
and accounting associated with new tax legislation. Because of the
workload added by the new second corporation prepayment requirement
and tax rate increase, the already overtaxed manual master control
system for bank and corporation taxpayers was in danger of complete
collapse, necessitating first a feasibility study and then the actual con-
version of the system to a data processing base. The Senior Citizen
Property Tax Assistance Law also has been applied to construct a
master data processing control file upon claimants under that law.

. » Table 7
Data Processing Costs, Franchise Tax Board

Actual Authorized Proposed

1966-67 1967-68 1968-69
Continuing expenditures __.______ $1,160,000 $1,284,000 $1,323,000

Added by 1967 tax legislation :

Personnel services —_____._____ — $592,000 $731,000
Operating expenses . ____ — 310,000 518,000
Equipment — 50,000 -
* Contractual services ____._.____ — 103,000 —
Subtotal, tax legislation ____ — $1,055,000 $1,249,000
Total Cost $1,160,000 $2,339,000 $2,572,000

* Aerojet Corporation is being hired to perform (1) design and program work for Senior Citizen Law admin-
istration, and (2) program for conversion of bank and corporation tax accounting to EDP.

We understand that the current plan is to double the memory size
of the two IBM computers in fiscal year 1968—69, thereby greatly im-
proving the ability of the machines to handle the large variety of appli-
cations in an efficient manner. This modification is expected to complete
the major upgrading of the installation for the immediate future.
Actual experience in the next year will determine whether the volume
estimates in such applications as accounts receivable are accurate and
whether the installation is organized and .equipped in the most efficient
manner.

With the exception of the positions noted in Table 11, with their
related costs, we recommend approvel of all date processing expend:i-
tures proposed for 1968—69. The approval of the excepted costs is made
contingent upon further information to be developed in accordance
with our discussion below of structural changes in the 1967 tax legis-
lation. : :

The administrative terminal system is a new data processing applica-
tion to be funded out of savings in existing or future personnel and
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equipment. Thirteen rental typewmter terminals W111 be linked to the
central computer in headquarters in July 1968, allowing the semi-
.automatic preparation of correspondence in the executive office (one
terminal), executive steno unit (one terminal), legal steno unit (one
terminal), operation steno unit (three terminals), data processing
section (one terminal for testing and one terminal for control), and
senior citizen tax assistance division (five terminals). The cost of the
first eight terminals are offset by a reduction of seven typist positions
authorized in the current year. The cost of the five terminals in the
senior citizen section is offset by the absence of a request for additional
typist positions in 1968-69 and for new typewriters. This system
could result in net savings in clerieal-typist personnel costs in 1969-70.

Work Measurement and Controls Unit
. The 1966-67 Budget authorized the Franchise Tax Board to initiate
“the work measurement and controls program. In its original justifica-
tion to the Legislature, and in the budget submitted in 1967, the agency
predicted program savings of $403,200 in 1967-68. Based on perform-
ance thus far during the current fiscal year, this goal will be reached.
Savings, once identified, are not realized until attrition occurs either
in the measured unit or in a unit to which the nonproductive positions
-are transferable. Table 8 shows the program over a three-year period
in terms of cost, direct savings, and of ecumulated savings per dollar
of cumulated cost.

Table 8
W ork Measurement and Controls Program, Costs and Savings
Estimated Proposed
1966-67 1967-68 1968-69
I. Costs: .
Congultant fee ___ .. ______ $68,681 $38,081 _—
Personal services _._________ 90,954 119,753 . $83,666
Operating éxpenses and ’
equipment -~ ______________ 13,116 15,364 13,500
Subtotal ______._________ $172,751 $173,198 - $97,166
. Total Cumulative Costs _______ $172,751 $345,949 $443,115
I1. Cumulative Savings:
- (positions in parentheses)
New savings L $403,200 $87,450
o : (120) (80)
Full year effect of prior year's
savings e _— 701,330
: (120)
Subtotal _________________ . $403,200 $788,780
) (120) - (150)
Total Cumulative Savings _-____ - $403,200 $1,191,980
Cumulative savings per $1 .
’ cumulative cost ______________ - $1.17 $2 69

" Other savings, 1nd1rect and not as convement to measure, are the
following :

1. Foregomg normal budget inerease to recognize workload. In
1968-69 there is no money requested to reflect increased workload aside
from that workload added by the 1967 tax legislation.
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2. Tmprovements in agency processes. Some work measurement sav-
ings, developed in the filing units in late 1966-67 but. not realized in
budgetary savings, were instead devoted to accelerating the filing of
returns received in the spring of 1967. This, in turn, has accelerated
revenue producing programs.

The program originally planned to measure and place under report-
ing econtrols 1,100 permanent positions. Table 9 demonstrates the prog-
ress of the program toward that goal. An additional 200 positions are
now under measurement with the remaining 180 positions due to be
measured beginning prior to the end of the current fiscal year. .

Table 9

Status of Work Measurement and Controls Program,
December 31, 1967, by Type of Position

Pogitions
Number subject  Under reporting Number
Type of position to program conirols abolished
Clerical 715 618 58
Technieal 105 30 8
Professional 280 72 10
Total Positions___ 1,100 720 76

The 1967 tax legislation has added many new permanent positions.
Most of these new positions will be measured by the work measurement
and controls unit. To achieve this additional measurement, the unit was
given five additional positions in 1367-68 as part of the tax leglslatlon
.support

1967 Tax Legislation

Chapter 963, Statutes of 1967, added 196.7 positions and $1,993,364
to the agency’s 1967-68 budget The 1968-69 Budget proposes the
continuance of 189.6 of these positions plus 88 new positions, a total
of 277.6 positions and $2,752,027. Justification for these positions may
be examined in the framework.of the three substantive features of the
new law: (1) structural changes in tax rates and brackets, and substi-
tution of credits for exemption, (2) new personal income tax and
franchise tax installment prepayment requirements, and (3) the Senior
Citizens Property Tax Assistance Liaw. The distribution of 1968-69
positions by organizational subunits is given in Table 10.

Table 10

Distribution of Proposed Positions in 1968-69
Justified by 1967 Tax Legislation

Structural Prepayment Senior citizens Total
Administration :
EDP. 8 18.4 “10.3 106.7
Executive ___ . ___________ 1 —_— — o 1
Legal 24 04 02 -~ R 3
Program _________________ 4.4 1.6 . — 6

85.8 204 105 - - 116.7
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Table 10—Continued

Operations : : Structural Prepayment Senior citizens Total
Primary audit ______ ——— 408 04 _— 41.2
Compliance _.____.___ -~ 20 — — 20
Administrative serviees _____ 7.8 16.9 — 24.7
" Audit 12 3 _— 15
Claims and review_____.__ _ __ 3 — 3

80.6 23.3 — 103.9

Regions:

Los Angeles _____ ________ 22 1 _ 23

San Franeisco —_._________ 17 1 — 18

. Lo 39 2 — 41

Senior Citizens Division._____ — — 16 16
205.4 45.7 26.5 277.6

A. Structural Changes

The funds and positions administratively allotted for 1967-68 and
as outlined in the proposed budget, are predicated upon the followmg
assumptions :

1. Revenue increases of approximately 65 percent from the personal
income tax and 25 percent from the franchise tax in 1967-68 and
subsequent years,

2. A 100-percent increase in part-pay and mno-pay personal income
tax returns. In 196667, these acecounts receivable totaled 276,000 cases.

3. 38,000 pieces of correspondence regarding the new law,

4. The verification of 500 000 new returns for which no tax will be
owing, and

5. 18,000 new corporate payments.

No new organizational units were created to handle this workload
incregse, but the staffing of many existing units will be increased based
upon’ thelr Thistorical workload standards (the agency did not generally
apply new work measurement standards for these added positions).

Assumptions (2) through (4) above are difficult to assess as they
depend on factors outside the agency’s control. However, based upon
a low rate of letters received to date in 1967—68 and the logical assump-
tion that those with questions will not constitute an equal workload
burden in 1968-69, we believe that assumption number (3) is in error
and that a better estimate would be 20,000 pieces of eorrespondence.

Therefore, we recommend that the following positions which are
related to this assumpiion be abolished.

Budget
Position end unit v Salary Page Line
0.5 Temporary help—Admin, Services (files)._-_ $2,630 575 33
3.0 Temporary help—Admin. Services
: (typist—pool) . 15,777 575 33
1.0 Auditor IT—General Auwdit ___________.___ - 9,396 575 46
45 Total Recommended Reduction _______ $27,803

The aSSumptlon (2) that there will be an increase of 276,000 accounts
receivable in the spring of 1968, has important budgetary 1mp11cat1ons
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A total of 96.4 positions representing $601,690 in direct salary expense
alone, is budgeted upon this estimate (see Table 11). The actual expe-
rience cannot possibly be predicted with any degree of accuracy.
Greatly increased tax bills as the result of the law changes will con-
front the taxpayers for the first time, and the degree of surprise
coupled with the unwillingness or inability to pay the bill is a matter
of complete conjecture.

Since the actual number of accounts receivable will be known by the
middle of May 1968, we recommend (1) that the Fronchise Tax Board
report the magnitude of these accounts receivable to the Assembly
Ways and Means and Senate Finance Committees as soon as possible
and not later than June 1, 1968, and (2) that the amounts budgeted
be adjusted at that time to either augment or reduce the proposed ap-

propriation for 1968-69.
Table 11
1968-69 Positions Budgeted on the Basis of 100 Percent
Increase in Accounts Receivable
: Budget
Position Salary Page Line

A, Administration
Data Processing :
59.5 positions $3901,574 574-5 Various
B. Operations :
Administrative Services:

1 = Accounting technician 5,760 575 28
Primary Audit:
2.9 Temporary help 16,400 875 42
" Compliance:
3 Tax representative 22,104 576 8
12 Intermediate clerks 56,880 576 9
5 Intermediate typist-clerk 23,700 576 10
C. Los Angeles Region
6 Tax representatives _ 44,208 576 22
2 Intermediate clerks 9,480 576 23
D. San Francisco Region
3 'Tax representatives 22,104 576 29
2  Intermediate clerks 9,480 576 30
96.4 Totals $601,690

The projected increase in personal income and bank and corporation
tax revenues will make their impact upon the personal income tax audit
units beginning in the sping of 1969 and upon corporation audit units
this summer.

The proposed additional staffing for the personal income tax audit
unit is justified not only by the greater revenue per dollar of cost under.
the new rates, but also by the annual increase of more than 10 percent
in the number of taxpayers that will move into income categories subject
to audit. The proposed bank and corporation audit positions are justi-
fied both upon the increase in revenue, and, although there is no ab-
normal inecrease in the size of the taxpayer base, by the necessity of
shifting the emphasis from a headquarters audit to a more searching
field audit, particularly the audit of allocating corporations. ‘
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We recommend a redistribution of the audit positions going to the
regional offices on the basis of the assessed revenue per dollar of cost
statistics for 196667, in conformity with Table 12.

Table 12
Net Net
‘assessed assessed
revenue per  revenue per 1968-69
$1 cost 81 cost Agency Our recom- Budget

Position PIT B&CT proposal  mendation Page Line
Los Angeles : .

Auditor I __ ______ $4.63 $8.66 12 17 576 20

Clerieal ___.__._.___ . i 2 576 24
San Francisco :
" Auditor I ________ 2.84 7.68 10 5 576 27

Clerical ‘ 1 0 576 31
Sacramento :

Auditor T ________ 3.93 7.81 1 1 576 17
New York:

Auditor IT _______ 20.90 3 3 576 16

Clerieal _________ 1 1 576 18
Chiecago:

Auditor 1T _______ 11.66 2 2 576 16

Clerical _________ 1 1 576 18

Total _____.__ 32 32

The conversion of the bank and corporation master accounting sys-
tem from a manual to a data processing basis is virtually complete. The
18.5 positions budgeted for the continuing operation of the data proe-
essing installation appear adequate, and we recommend approval.

B. Prepayment Provisions

Personal income taxpayers who were liable for $200 or more in taxes
on their 1966 income year returns were requlred by the new law to pay
one-half of that liability to the agency in October of 1967 as a prepay-
ment on their 1967 income year liability. The same law requires tax-
payers who are liable for $400 or more in taxes on the 1968 or subse-
quent year returns to pay one-half of that liability as prepayment on
their returns due the following April.

In addition, corporate taxpayers, who already were making one in-
stallment prepayment estimated at 50 percent of their expected liability,
are required by the new law to make a second prepayment equal to 25
percent of their expected hablhty

Budgeting for these activities in 1968-69 took plaee prior to an eval-
uation of the October 1967 prepayment activity, and was based on the
estimates for 1967-68 appearing in the left-hand column of Table 13.
These estimates are compared with the actual count or revised estimates
in the right-hand column. :
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Table 13 .
Originally Actuol or
estimated revised estimate
PIT prepayment billings — 370,000 375,000 (act.)
PIT prepayment, underpayment or nonpayment 185,000 26,000 (act.)
Second corjorate prepayment payments _.__.__.__ 85,000 85,000 (rev.)
Claims for refund, PIT 10,000 unknown

We recommend the elimination of the following position on the basis
of the failure of the PIT nonpayment cmd underpayment workload to
develop :

) Budget
Position Unit Salary Page Line
1.0 Temporary help Primary audit $5,655 575 42

In budgeting for data processing support, the effect of delinquencies
was not taken into account. Therefore there is no need to adjust down-
ward from the 18.4 positions requested, and we therefore recommend
approval of 18.4 date processing positions linked to prepayment re-
quirements.

In 1967—68, 10.5 positions of temporary help were ddded adminis-
tratively to conduct the October search of 5.5 million alphabetically
filed personal income tax returns to select those subject to the prepay-
ment requirement, The same amount is budgeted for 1968-69. To select
the returns for prepayment billings in October, 1968, the agency will
not have to search the files, but instead will identify such returns upon
their receipt this spring. The board estimates not more than five posi-
tions of temporary help will be used in the current year to establish
the October 1968 prepayment file. We expect that no more than five
man-years will be required in 1968-69 to establish the October 1969
file. We therefore recommend the deletion of 5.5 positions of temporary
help in administrative services, $28,925, budget page 575, line 33.

C. Senior Citizens Property Tax Assistance Law

The agency expects approximately 200,000 claims from senior citizens
for property tax relief to be filed between May 16 and August .15 of
1968. Administrative machinery has been created in the current year
congsisting of the Senior Citizens Division (15 positions) and data proe-
essing support (10.6 positions). This support will continue into 1968-69
(16 and 10.5 positions, respectlvely)

Projected workload is based partly on Wisconsin’s experlence W1th a
similar law. It includes, besides 200,000 claims, 175,000 pieces of corre-
spondence and 180,000 refunds

Staffing appears to be less than adequate in clerical manpower, The
1968 experience should be reviewed closely in 1969 to determine the
proper scope of budgeting for the 1969-70 year. We recommend ap-
proval of these positions. '

Refunds are to be made out of funds appropriated in Item 309
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DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT
ITEM 122 of the Budget Bill Budget page 578

FOR SUPPORT OF THE DEPARTMENT OF HOUSING
AND COMMUNITY DEVELOPMENT
FROM THE GENERAL FUND

Amount requested ‘ ’ $1,829,778

Estimated to be expended in 1967-68 fiscal year 1,795,697

Increase (1.8 percent) i $34,801
TOTAL RECOMMENDED REDUCTION $74,982.

Summary of Recommended Reductions Budget'

Division of Building and Housing Standards Amount  Page Line

Delete 4.5 district representatives $50,000 578 78
Division of Housing and Commumty Development )

Delete 1 economist 12,302 578 78

Delete 1 administrative assistant IT 12,680 578 78

Summary of Recommendations
Revise mobilehome: accessory fees to make inspections self-supporting.
Consolidate Division of Housing and Community Development with
Division of Building and Housing Standards.

GENERAL PROGRAM STATEMENT

The Department of Housing and Community Development was estab-
lished by Chapter 1222, Statutes of 1965, to be headed by a director,
appointed by the Governor at a salary of $18,000 per year. This act
provides for two divisions: the Division of Building and Housing
Standards, consisting of the former Division of Housing in the Depart-
ment of Industrial Relations; and the Division of Housing and Com-
munity Development, each to be headed by a chief, appointed by the
Governor on recommendation of the director at a salary of $15,500
per year.

The department has broadly defined responsibilities for providing
assistance to local governmental agencies in the field of housing. In
addition, the department assumed the responsibilities of the Division
of Housing, Department of Industrial Relations, which include the
ingpection and consultative services with regard to the state housing
and mobilehome laws and the inspeection of labor camps.

Table 1 illustrates the staff of the Department of Housing and Com-
munity Development.

Table 1
Staff of the Department of Housing and Community Development
Actual Actual  Authorized. Proposed
Division of Administration 1965-66 1966-67 1967-68 1968-69
Director _ _. 08 0.8 1 1
Technical 1.2 4.8 5 b
Clerical __ : 2.9 4.8 5 5
Total __ 4.9 104 11 11
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Department of Housing and Community Development—Continued
Table 1—Continued

Division of Housing and Actual Actual Authorized Proposed
Community Development 196566 1966-67 196768 1968-69
Chief - 0.9 1 1
Coordinator 11 3.0 3 3
Area representative and technician__ 1.0 4.9 6 6
Clerical ____ 0.6 4.2 5 5
Total 2.7 13.0 1 15

Division of Building and
Housing Standards

Chief 11 1.0 1 1

Technical 10.0 15.0 12 12

District representative __._._________ 51.6 61.2 63 63
Clerical 28.2 29.3 30.5 30.5
Total 90.9 103.5 106.5 106.5
Total 98.5 126.9 132.5 1325

Chapter 1222 also created a nine-member Commission of Housing and
Community Development to set policies for the department and to pro-
mulgate appropriate rules and regulations in the enforcement of hous-
ing 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.

Division of Building and Housing Standards

This division, which has a staff of 106.5, has both primary and see-
ondary enforcement responsibilities in carrying out a program of
physical inspection of housing structures to enforce state health and
safety regulations regarding construction and maintenance. Each en-
forcement program will be discussed separately.

State Housing Law

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 which encompasses the following major changes:

(a) The administrative agency was given the power to adopt rules
and regulations in furtherance of certain standards set forth in the
act. Under the former law, changes in rules had to be made by legis-
lative action.

(b) 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 public health, safety and general
welfare of the occupant. Such rules and regulatlons may include a
schedule of fees to pay for the cost of enforcement.

Under the 1961 State Housing Law the primary enforeement agencies
are city and county building departments or city and county health
and fire departments if there is no housing department. The Building
Standards Division has enforcement duties where local jurisdictions
do not have the capabilities. In 1961 only 31 counties had enforcement
agencies and the state provided approximately three man-years to cover
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Department of Housing and Community Development—Continued

the remaining 27 counties. Today 53 counties have enforcement agen-
cies. However, the state will provide 7.5 man-years in housing law
enforcement during 1967-68 as shown in Table 2.

Table 2
District Representatives, By Activity
) Man-years (actual) Estimated
Activity 196465 1965-66 1966-67 1967-68

State Housing Law__.._________ 841 6.42 721 75
Employee Howusing Aet_________ 7.24 8.14 9.70 8.0
Earthquake Protection Law___._  0.66 1.54 1.41 1.5
Mobilehome parks __—________. 15.90 17.52 24.46 24.0
Mobilehomes _________________ 16.05 18.29 18.75 18.0
Labor Code (See. 1477) _______ 0.91 119 1.66 1.5
Special projeets, miscellaneous...  8.39 3.27 5.81 2.5

Total 52.56 56.37 69.00 63.0

Since the state has primary enforecement responsibility in only five
counties (Trinity, Mariposa, Alpine, Sierra, and Tuolumne), we believe
that 7.5 man years allocated to this service is excessive.

We recommend the deletion of 4.5 district representatives for a
General Fund savings of $50,000, budget page 578, line 71.

The primary enforcement responsibilities of the division concern the
physical inspection of employee housing under Sections 2610-2645 of
the Labor Code (HEmployee Housing Act) and inspections of mobile-
home and mobilehome parks (Health and Safety Code, Division 13,
Part 2).

Employee Housing

Under the provisions of the Employee Housing Act the division has
housing standards enforecement 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 1967 there were slightly more than four thousand registered labor
camps throughout the state. It is the division’s policy to inspect each
camp annually. However, due to sheer volume this has not been possible.

Mobilehomes

The Standards Division has sole jurisdiction for inspecting mobile-
home accessories and mobilehome 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 repre-
sented by insignia affixed to all trailers (mobilehomes) manufactured
in Califormnia since 1958 when the law went into effect. Custom trailers
or mobilehomes must be individually inspected in order for them tfo
bear the official insignia. '

This program is supplemented by dealer lot inspections. Before a
dealer can sell a used trailer which does not show the division’s insignia,
the dealer must contact the division and have the trailer inspected.
Both the mobilehome manufacturer and dealer lot inspections are fee
supported.
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Mobilehome Parks

Under the Mobilehome and Mobilehome Parks Act (Health and
Safety Code, Sections 18000-18700) the division shares enforcement-
fresponmblhtles with loeal jurisdictions (e.g., city and county building
departments or health and fire departments). The enforcement program
consists of the physical inspection of the mobilehome park for com-
pliance with the division’s rules and regulations. The division is desig-
nated in the law as the enforecement agency. However, the law also
allows for local enforcement by cities and counties if they have by
specific local ordinance assumed this responsibility. Local enforecement
has assumed a large portion of this workload. Currently out of a total-
of 4,483 parks with 197,101 spaces (lots), local enforcement has respon-
sibility for 60 percent of the parks and 66 percent of the spaces.

The mobilehome owner pays the annual fees established under the
Mobilehome and Mobilehome Parks Act (see 18502, Health and Safety
Code) to the agency (city, county or state) which conducts the
enforcement. Construction and plan approval fees are also collected.

Section 18060 of the Health and Safety Code provides that for the
accessory and manufacturer inspections the department may establish
a schedule of fees to pay the costs of these inspections. As shown in
Table 3, for 1966-67 only, the manufacturer inspection program is
self-supporting while the accessory and park inspection programs are
operating at a deficit which is supported by the General Fund.

Table 3
Revenue and Expenditures of Inspection Programs in 1966-67

Mobllehome Program :
Manufacturers:

Revenues ______ $454,097

Expenses 427,652

Gain ____ U -1-$26,445
Accessories :

Revenues $56,264

Expenses 131,688

Deficit ' —875,424
Parks:

‘Revenues $116,053

Expenses 329,220
> Deficit . —$218,167

Total deficit * —8262,146

* Deficit is supported by the General Fund.

We recommend that the fee schedule for accessory imspections be
adjusted to place this program on a self-supporting basis.
POLICY OPTION

Since the existing code sections relating to mobile park inspections
are not clear as to whether this program should be self-supporting, we
recommend that this matter be investigated by an appropriate legis-
lative committee.
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Division of Housing and Community Development

ThlS division is staffed with 10 professional and 5 elerical positions
in both the current and budget years. Table 4 shows the position classes
and their geographic location.

Table 4
Staff of Division of Housing and Community Development, 1968-69

Office location
Positions : Sacramento Sanie Ana Total

Chief of division
Coordinator
Administrative assistant II -
Area representative
Economist
Clerks N — -

D mmeor com
ol ki mm
Dot s go

15

Total _ 12

The division is engaged in a variety of activities designed to provide
low-cost housing for Californians. Its areas of interest are: federal
grant programs, technical advice on housing construction and rehabili-
tation, housing codes, rezoning, housing financing, planning and re-
search. The primary methods utilized by the division to implement
low-cost housing are: (1) acting as an information clearinghouse, (2)
setting up conferences and fact-finding hearings, and (3) informing
local governments of available federal aid programs and assisting them
in the preparation of grant applications.

Many of the funections of this division tend to overlap activities being
performed by other state, local and federal agencies. For example, the
division claims to be effective in the area of rent subsidies (leased
housing). This is a federal grant program, and the federal government
has 12 field men assigned in California to assist cities and counties with
these applications. The division has less than two field men assigned
to this program. In addition, 94 percent of the counties and 80 percent
of the cities in California have planning departments which are able
to work in this area.

Another area of potential duphcahon is the Federal 701 Program
which is the responsibility of the State Office of Planning in the De-
partment of Finance. This program gives federal grants to cities and
counties to encourage the development of local planning operations.
The division’s 1967 annual report lists activities in local planning as
part of its accomplishments. Also, both this division and the State Office
of Planning, during-1967, mailed a similar questionnaire to all Cali-
fornia cities.

The division operates through three coordinators, who are staff spe-
cialists in the Sacramento office, plus the field support of four area
representatives.

One of the ecoordinators specializes in the federal rent subsidy pro-
gram (leased housing) and the study of building codes. The division
does not attempt to formulate model building codes. Instead, it acts as
a catalyst to encourage local governments to investigate this area and
it also provides these governments research material.
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The second coordinator specializes in gualifying various rural com-
munities for the financial assistance available through the Farmers
Home Administration.

The third coordinator specializes in the following activities:

. Pedestrian mall planning and development,
. Urban beautification.

. Open space acquisition and development.

. Historic preservation.

. Urban renewal.

. Model cities.

. Local planning—the housing element.

1O OV QO DD =

The very nature of these activities' makes any workload evaluation
of this position very difficult. The sections in Chapter 1222 show a
different housing emphasis than the activities listed above and it is
our belief that by these activities the division is extending itself into
areas best reserved for other agencies.

‘We have serious reservations about the contribution that this division
can make in the housing field. Most of its activities duplicate, to some
extent, those performed by other agencies. We also question the need
for a separate 15-man division. A better organizational structure would
be to transfer the three coordinators to the office of the department .
director, to serve him as staff specialists, and to transfer the four area
representatives to the Division of Building and Housing Standards.

We recommend that legislation be adopted to combine the Division of
Housing and Community Development with the Division of Building
and Housing Standards. ‘

During the current year, the agency established, without legislative
review, an economist position for this division by reclassifying an area
representative position. This economist position is not shown in the
salary supplement to the budget because the reclassification oceurred
after the supplement was printed.

The economist was established to formulate a housing index for
California. and to perform other research projects. Since there are
voluminous research studies by the federal government, universities,
state colleges and private groups on housing, we doubt whether this
position will be able to offer any research contribution which is not
already covered in other studies. :

We recommend abolishment of the economist position, for a General
Fund savings of 312,502, budget page 578, line 78.

The division also has an administrative assistant IT position (exempt)
located in the Santa Ana office along with one representative and one
clerk. Since we have been unable to obtain meaningful workload in-
formation on the administrative assistant II position, we recommend
that it be abolished for a General Fund savings of $12,680, budget page
578, line 78.
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Item 123 State Treasurer

STATE TREASURER
ITEM 128 of the Budget Bill Budget page 579

FOR SUPPORT OF THE STATE TREASURER
FROM THE GENERAL FUND

Amount requested _. $633,690
Estimated to be expended in 1967-88 fiscal year._ 574,933
Increase (10.2 percent) . $58,757
Increase to improve level of service $7,526
TOTAL RECOMMENDED REDUCTION $77,252
Summary of Recommended Reductions Budget
Amount Page Line
Delete carpet item $2,200 580 T4
Delete incremental cost for new official ear 3,500 580 T4
Delete intermediate typist-clerk 4,860 580 45
Delete one administrative trainee 6,842 580 44
Delete ADP equipment (i.e., computer, sorters, keypunch -
machines and IBM maintenance serviee) . __________ 55,604 580 69
Delete one data systems analyst__. 13,200 580 35
Delete three keypunch operators 17,949 580 31
Add ADP reimbursements 426,903 580 T2

GENERAL PROGRAM STATEMENT

The State Treasurer is a constitutional officer with the following
responsibilities: (1) to maintain accountability for all money, securities
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
1964-65 50.4 $435,233
1965-66 52.0 447,849
1966-67 51.4 448.810
1967-68 (est.) . 541 574,933
1968-69 (proposed) 57.6 - 633,690

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

Table 2
Distribution of the Treasurer’s Staff by Programs, 1968-69 7
Program Man-years
General administration 9.7
Debt service 10.8
Investment service ___ . — b0
Trust serviee . 16.4
Warrant redemption v 157
Total.. 576

501



State Treasurer Ttem 123

State Treasurer—Continued
ANALYSIS AND RECOMMENDATIONS
General Administration _

Staff for this program consists of the State Treasurer, the Deputy
State Treasurer ($20,921) which is an exempt position, the Assistant
State Treasurer ($18,065), another exempt position, the administrative
assistant ($13,860) and supporting clerical positions.

The proposed budget econtains a $2,200 item to replace the carpetmg
in the Treasurer’s office. This carpeting is being replaced during -the
current year as part of a remodeling project, with the costs presumably
being absorbed by the Department of General Services. On this basis
there is no justification for the inclusion of this item in the proposed
budget for 1968-69. Therefore we recommend that the equipment item
for carpeting be reduced by $2,200, budget page 580, line 74.

This budget also contains $3,500 as the incremental cost for the
replacement of the Treasurer’s official automobile. The present auto-
mobile, a- 1965 Cadillac-Fleetwood, cost $7,100 when new and on Janu-
ary 1, 1968, it had been driven only 31,000 miles. The following table
shows the average mileage on automobiles most recently turned in by
six other constitutional officers.

Mileage of Automobiles Turned in by Constitutional Officers

Title Mileage
Secretary of State 55,000
Former - State Controller: 81,000
Board of Equalization member 47 000
Board of Hqualization member 83,000
Board of Equalization member 69,000
Board of Equalization member 54,000

Average miles 64,833

‘We have no information indicating mechanical difficulties or defects.
Neither has a case been offered for potential operating savings nor a
reason adwvanced as to why a vehicle of such age and low mileage should
be replaced.

Therefore, we recommend that the equipment item be 'reduced by
$3,500, budget page 580, line 74.

As a result of Chapter 1533, Statutes of 1967, this budget for the
first time includes a $5,000 personal expense allowance for the State

Treasurer.
Debt Service

This program inecludes the selling, issuing, servicing and redeeming
of state bonds. Part of the cost of servicing and collecting state bonds
and coupoms is reimbursed. The amount is estimated at $122,529 in the
budget year. Table 3 shows the actual and estimated workload of this

activity.
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. . Table 3
Number of Bonds and Coupons Redeemed (In Thousands)
Veterans, harbor,

water and
recreation All other Total
196566 2,882 2,837 5,719
1966-67 2,845 2,834 5,679
1967-68 2,805 2,793 5,598
196869 (est.) 2,789 2,776 5,565

The workload has been kept fairly constant by converting from
coupon bonds to registered bonds and by issuing bonds in larger
denominations.

This program also involves the preparation and advertising of bonds
for sale. The cost of this funetion, estimated at $151,000 in the budget
year, is financed from bond proceeds and these costs are not included
in budgetary totals.

We recommend disapproval of the new intermediate typist-clerk,
$4,860, budget page 580, line 45.

This position would be assigned to the bond registration and check
handling functions. We estimate that workload in these two areas will
increase by 147 man days (0.6 man-years) during 1968-69. However,
96 man days of this workload is related to check handling, and this
task can be converted into the new ADP system. The remaining work-
load can be absorbed by the pool of temporary help assigned to this
office which is being augmented by 2.5 man years during 1968-69.

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 funds: the Pooled Money Invest-
ment Account, the Surplus Money Investment Fund and the Condem-
nation Deposit Fund. Table 4 shows that the average daily investments
in these three funds totaled over a billion dollars in 1966-67. This,
however, was a reduction of $25.5 million from the previous year. The
reason for this reduction was that General Fund cash expenditures
grew at a faster rate than General Fund cash revenues.

Table 4
Investments by the Pooled Money Investment Board (Millions)
1965-66 1966-67
Averege Awverage
Daily Daily
Investment Amount Percent Amount Percent
Program Im;ested} Earnings Yield Invested Earnings Yield
Pooled money ... $680.5 $29.9 4.399, $653.0 $32.4 4.96%
Surplus money —_____ 358.0 15.9 4.44 359.8 17.9 4.98
Condemnation ______ 48.8 2.0 441 45.0 2.3 5.08
Total . __ $1,083.3 $47.8 $1,057.8 $52.6

Table 5 contains a breakdown of the funds in the Pooled Money In-
vestment Account during 1966—67. This information indicates that not
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all of the funds were invested. Part ($46 million) was left in non-
interest bearing bank accounts to compensate on a formula basis ten
banks for the banking services they perform for the state. These funds
are called ‘‘compensating balances’’. Another part ($0.2 million) was
left in a non-interest-bearing account to compensate one bank for the
bond and coupon collection services it performs for the state.

Table 5

Distribution of the Average Daily Amount of Temporary
Idle Funds in the Pooled Money Investment
Account During 1966-67 (Millions)

Average Daily Interest
 Distribution Balances Farnings
Compensation balances _ $46.0 None
Bond and coupon collection service _ . __________ 2 "None

‘Investment in securities 361.8 $17.9
Investment in time (savings) deposits __________ 200.0 9.9
Loans to General Fund 91.2 4.6

Total . $699.2 $32.4

We recommend the deletion of ¢ new administrative trainee, $6,842,
budget page 580, line 44.

This same position was requested in 1967 and rejected by the Legis-
lature. At that time we pointed out that the position was not jusified on
a. workload basis, but was being requested primarily as a temporary
replacement for the cashier and General Services officer during their
vacations or other absences. We still believe this position is unwar-
ranted.

Recommendation

The Treasurer’s office has proposed that legislation be enacted which
would permit it, under the direction of the Pooled Money Investment
Board, to invest in the commercial paper of private corporations. These
investments would be restricted to a select group of corporations such
as: (1) Those with assets over one-half billion dollars, and (2) those
granted a prime rating by the National Credit Office. Investments in
commercial paper would be limited to those with a maturity of 90 days
or less, and no more than ten percent of these investments could be
made in the paper of any one corporation.

Other states which have been granted the authority to invest in com-
mercial paper include: Massachusetts, Michigan, Minnesota, New Jer-
sey, Pennsylvania and Wiseonsin. California agencies which have the
same authority include Public Employees’ Retirement System, the Uni-
versity of California, and the Teachers’ Retirement System.

The Treasurer’s Oﬂiee estimates that if such legislation is enacted,
the state at eurrent interest rate could gain between $1 million and $1. 5
million per year in additional interest earnings without any additional
administrative costs. Other advantages include a high degree of liquid-
“ity and greater flexibility as to amount of investment and maturity
dates. Risk is so minimized by the restrictions on these investments that
it is almost neghglble
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We concur with the Treasurer’s recommendation that legislation be
adopted which would authorize the state’s investment in commercial
paper under the above conditions.

Trust Servnces

This activity is also closely related to the mvestment program in that

after the decision to buy or sell is made by the investment section the
actual accounting 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 securltles 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
securities and the clipping of coupons on bonds held as pledges are a
part of this program.

The Treasurer estimates they will receive $56,067 in reimbursements
for the current year and $55,000 for the budget year for bond collec-
tion expenses

Warrant Redemption

This sectlon is 1espon51ble for the redemption of warrants igsued by
the State Controller and accounting for deposits in the state’s deposi-
tory banks. This activity supplements the investment program by pro-
viding daily reporting on the state’s cash position. Actual and estimated
workload growth is shown in the following figures:

Deposit and
Warrants paid, deposit reports Total ilems -

Fiscal year (thousands)  (thousands)  (thousands)
1965-66 ___ 5,352 322 5,674
196667 ___ 5,799 333 6,132
1967-68 (est.) - ___.___ 6,281 345 - 6,626
1968-69 (est.) ... ____________ 6,802 358 7,160

Data Processing System

In 1967 the Legislature added $48,000 to the Treasurer’s budget for
the study and installation of a data processing system. This system has
not been installed. The budget requests $61,104 for the financing of
this system in 1968-69.

On December 18, 1967 the Department of General Services completed
a preliminary systems study of the ADP needs of the Treasurer’s office.
The main focus of that study was on the warrant processing function
which aceounts for 80 percent of the workload to be automated. This
study estimated that if the Treasurer’s office installed its own ADP
system, the total annual equipment rental cost including key punch.
and: sorting machines would be $51,324. However, if the computer
services were provided by another state agency using leased equipment,
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then the annual equipment costs would be only $18, 058 or a savings of
$33,266 per year.

We have investigated a thn-d alternative which is to have the State
Controller’s sophisticated state-owned computer, as well as two smaller
satellite computer systems, process the Treasurer’s workload. There is
ample time gvailable on these machines to handle this additional work-
load, and the annual cost of the actual computer time would be only
$8,207, or $39,793 less than the cost of a computer system installed in
the Treasurer’s office. .

Since the great majority of warrants are issued by the State Con-
troller, an accurate historical record of all warrants by warrant number,
date of issue, amount of warrant, and fund number already exists on
magnetic tape within the Controller’s system. If the State Treasurer’s
personnel involved in the reconciliation of these warrants were to per-
form their function on the premises of the State Controller—which
would include delivery of the warrants to the Controller’s ADP center,
the manual editing and preparation for machine processing, and the
examination of all reports prepared by the computer—this entire proe-
ess could be performed in a much more efficient manner as well as result
in substantial savings to the state.

Therefore, we recommend disapproval of the Treasurer’s request to
install an ADP system, and as a substitute suggest that the Treasurer
contract with the State Controller’s office to provide the necessary ADP
services. The result of these actions will be ¢ General Fund savings of
$59,850 in the Treasurer’s 1968-69 budget, as detailed in Table 6.

Table 6
Summary of ADP Budget Reductions—Treasurer’s Office
. Budget
Deletions Amount Page Line
Recurring annual costs:
1. Computer equipment, sorters and keypunch machines
and maintenance service ——_ $55,604 580 69
2. 1 data systems analyst 13,200 580 35
8. Three keypunch operators 17,949 580 31
Gross deletions $86,753 — —
Additions
ADP reimbursements to Controller
Recurring annual costs:
1. Computer service $8,027 _— -
2. Keypunch services _— 12150 _— —
Nonrecurring costs, 1968-69 only :
3. Computer programming cost for warrant processing____ - 6,726 . -
Total reimbursements $26,903 580 - 72
Net savings—State Treasurer’s budget $59,850 _ .

Part of our recommendation includes the deletion of three existing
keypunch operators in the Treasurer’s office, and the transfer of this
function along with the state-owned machines to the Controller’s office.
We also recommend deletion of the newly established system analyst
position in the Treasurer’s office, because the Controller’s staff can
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handle any workload in this area. The one-time programming cost indi-
cated in Table 6 would be a required expense regardiess of whether or
not the comnsolidation takes. effect. However, the Controller’s office
should start this programming operation immediately if the conversion
is to be accomplished by July 1, 1968, because five man-months of staff
effort are required.

. The current separation of these two systems requires the Controller’s
office to expend 371 hours annually in computer time to punch certain
identifying data into its warrants. If these systems were consolidated,
this operation could be eliminated at an annual savings of $5,742 in the
Controller’s budget which is over and above the $59,850 indicated sav-
ings in the Treasurer’s budget.

In addition to the advantages of General Fund savings and - more
efficient operation, this proposed ADP consolidation would establish a
precedent that should be followed by other state agencies. In the past,
the tendenecy has been for each agency to seek its own ADP system,
and as a result there has been a proliferation of these systems through-
out state government.

Health and Welfare Agency
OFFICE OF HEAI.'I'H CARE SERVICES
ITEM 124 of the Budget Bill Budget page 584

FOR SUPPORT OF OFFICE OF HEALTH CARE SERVICES
FROM THE HEALTH CARE DEPOSIT FUND

Amount requested —____—__________ . _ e $ 6,863,557

HEstimated to be expended in 1967—68 fiscal year 5,251,350

Increase (30.7 percent) M
Increase to improve level of service_____.___._.__ $1,572,471

TOTAL RECOMMENDED REDUCTION None

GENERAL PROGRAM STATEMENT

The Office- of Health Care Services was established during the
1965-66 fiscal year to administer the California Medical Assistance
Program and coordinate the various state departments included within
its scope of activities.

This approprlatlon covers the costs of administration of the Medical
Ass1stance Program in the Office of Health Care Services as well as the
costs of contractual services in three other state departments, the staff
and expendltures of which for 1967-68 and 1968-69 are as follows:

Steff EBzpenditures
Authorized Proposed Estimated Proposed
: 1967-68 1968-69 1967-68 1968-69
Office of Health Care Services . __- 212.7 320.7 $2,873,804 $4,474,994

Contractual Services: )
Department of Social Welfare ___.. 123.1 1176 1,586,538 1,606,427
" Department of Public Health ____. 22.0 22.0 500,190 439,866
Department of Mental Hygiene ___.  52.0 36.5 290,818 342,270
Total ' 409.8 4968  $5,251,350  $6,863,467
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