DEPARTMENT OF JUSTICE Items 38-39

- DEPARTMENT OF JUSTICE

Items 38 and 39 from the
General Fund and the Mo-

tor Vehicle Fund =~ .~ Budget p. 23 Program p. 51
REQUESEA, L9727 oo eoeveeeoeeees e esesessssesesetreessessioneses e $28,162,928
Estimated 1971-72 .....c.ccoviinnniineesivieensnessieses e enins e 20,811,518
Actual 1970=T1 ....ccovverrirrecrieiinnrnessssessssesenanaesenes Crengiererernenies - 23,125,108

Requested increase $2,351,410 (9.1 percent) ‘
Total recommended reduction ................. reester et ereresareserene None

Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
Purging Fingerprint File 64

1. Recommend department report to the Legislature by June 1,
. 1972, on the costs and feasibility of purging its fingerprint and
record files of deceased persons and persons whose records show
no new entries since 1932.

GENERAL PROGRAM STATEMENT

The department of.Justice, under the direction of the Attorney
General, provides legal and law enforcement services to state and
local agencies. As the chief law officer of the state, the Attorney Gen-
eral interprets laws and renders opinions; represents the state in
criminal and civil proceedings before the California and federal appel-
late courts; and provides legal advice and assistance tothe various
‘state departmerits, boards and commissions.

The department-also assists local agencies in the 1nvest1gat10n and
prosecution of investment and consumer frauds and other business
crimes, registers and reviews charitable trusts and health plan organi-
zations, enforces state antitrust laws, administers the state tort liability
program and a program of aid to vietims of violent crimes, and investi-
gates complaints of discrimination to ensure the COIlStltllthIlal rights
of individuals.

To assist local agencies in law enforcement, the department main-
tains fingerprint and criminal record files for identification purposes,
compiles criminal statistics, conducts investigations, and . maintains
laboratory and photographic services. It also enforces the state narcot-
ics laws and administers the California Law Enforcement Telecom-
munjcation System (CLETS):. As identified in Table 1, the
department’s three major programs are legal services, law enforce-
ment, and administration, each of which is discussed in sequence in
this analy31s , ; :
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Table 1

Department of Justice
Summary of Expenditures by Unit

Actual Estimated

Increase over current year

Co Proposed

Unit : ) 1970-71 197172 197278 Amount Percent
General administration _ .- oo cmca e $404,670 $828,528 $800,446 —$28,082 —-3.5
Legal sen}ices _____________________________ e 11,529,358 10,978,782 12,630,270 11,651,488 15.0
Civil 1aW . o 5,256,718 4,759,962 5,385,050 1625,088 13.1
Criminal law. _ i . 3,350,333 3,380,243 4,019,440 . 639,197 18.9
Special operations_ .ol 2,922,307 2,838,577 - 8,225,780 387,203 13.6
Law enforcement. .. e 15,694,911 20,764,619 -+ 21,553,047 788,428 3.8
Enforcement and investigation_ _ . . _________ 3,988,701 - 5,389,254 6,053,448 664,194 12.3
- Identification and information.._._.____-________._ 10,909,211 14,502,803 15,344,355 - 841,552 5.8
Organized crime.. - oo oo oo el - 796,999 872,562 155,244 2—-717,318 2—-82, 2
Total oo _ _____ $27,628,939 $32,671,929 $34,983,763 $2,411,834 7.4

1 Includes $796,086 for administration and payment of tort liability claims transferred from Item 46 of the 1972-73 Budget, Bill,
2 Does not reflect requested federal grant of $1,149,810 for organized crime program element :
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DEPARTMENT OF JUSTICE—Continued

ANALYSIS AND RECOMMENDATIONS

We recommend approval as budgeted.
The requested appropriations are set forth in the budget bill in the
following items:

Item 38 Support of Department of Justice : $25,592,657
Item 39 Augmentation transferred to Item 38

from the Motor Vehicle Fund SR 2,570,271

Total ‘ $28,162,928

The $28,172,928, including $10,000 from Chapter 1429, Statutes of
1970, requested for the budget year is $2,361,410 or 9.1 percent above
estimated expenditures (excluding federal grants) in the current year.
The excluded amount of federal funds is estimated at $3,062,961 in the
current year and a somewhat greater amount in the budget year. The
budget includes an anticipated federal grant of $2,091,839 for con-
tinued implementation of the Criminal Justice Information System,
and the department informs us that additional federal funds for organ-
ized crime unit programs may be forthcoming. In addition, the de-
partment anticipates reimbursements totaling $3,922,910 for services
to other state and public agencies. Thus, the total proposed depart-
mental expenditure program (including $796,086 from Item 46 for tort
liability claims and $2,091,839 in federal funds) amounts to $34,983,763.

LEGAL SERVICES PROGRAM

The legal services program, which consists of -(a) civil law, (b)
criminal law, and (c) special operations elements, provides virtually
every type of legal service practiced in the state. The $12,630,270
proposed for this program in the budget year represents an increase
of $1,651,488 or 15 percent over estimated expenditures for the cur-
rent year. The largest portion of this proposed increase, $639,197,
would go to the criminal law program element, while $625,088 and
$387,203 would be allocated respectively to the civil law and special
operations elements.

A. Civil Law Program Element

A budget-year expenditure of $5,385,050 is proposed for the three
components of this element as outlined below.

Counsel for state agencies - $4,291,066
Tort liability. ‘ 796,086
Subsequent Injuries Fund ’ 297,898

Total R ; $5,385,050

This element, which is administered by the Division of Civil Law,
represents most state agencies, boards and commissions as general
counsel in the civil law field. It conducts litigation in behalf of the state
in all state and federal courts, including the United States Supreme
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Items 38-39 DEPARTMENT OF JUSTICE

Court, and renders legal opinions to state agencies, officers, legislators,
district attorneys and county counsels. It also advises the Governor on

the constitutionality of laws passed by the Legislature. Reimburse-
ments are received for legal services provided to state agen01es Wthh
are supported by special funds.’

The element also represents the state and its employees in the field
of tort liability, and provides the Board of Control with information
which assists in the disposition of claims by victims of crimes of vio-
lence and “good samaritans” who act to prevent the commission of
crimes: It also provides legal and investigative services necessary for
processing claims against the Subsequent Injury Fund. This fund,
which is a General Fund cost, pays awards authorized by the Industrial
Accident Commission pursuant to Sections 4750-4755 of the Labor
Code.

The program budget document shows an increase of 27.2 personnel
man-years between the current and budget years in the civil law
program elements. This proposed addition would consist of 10 attor-
ney positions to handle workload increases in the public welfare sec-
tion, six attorney positions for increased workload in the professional
and vocational standards section, one special investigator to investi-
gate claims against the state in the tort liability section, and 11 related
clerical positions. The costs of these proposed positions would be reim-
bursed by the agencies and programs receiving services.

Workload, staffing, and cost data for. thls element are indicated in
Table 2 :

Table 2
Civil Law Element Workload, Staffing and Cost Data

Percent in-
Actual Esbmated Proposed - crease over
1970-71 1971-72  1972-73 current year
“Legal opinions and opinion

' letters issued . 560 590 ‘590 —
Administrative hearings closed.........ccoocccnenniee 1,925 1950 - 2,250 15.4
Court cases closed . 22085 2,050 2,150 - - 49
Expenditures (including reimbursed e

expenditures) . $5,256 718 $4,759,962. $5,385,050 13.1

Man-years : . 1921 ° 1973 2245 138

} B. Criminal Law Program Element

- The activities of this element are admlmstered by the Division of
Criminal Law. The Attorney General, through this division, repre-
sents the state in all criminal appeals from felony convictions and in
connection with writs in criminal proceedings before state and federal
courts. The division assists the Governor’s office in ‘extradition matters,
provides advice to district attorneys ‘in criminal law cases, and may
serve as prosecutor in criminal trials if a district attorney is disqualified
or otherwise unable to handle the proceedings.
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DEPARTMENT OF JUSTICE—Continued

Proposed budget -year expenditures for thls program element total
$4,019,440, which is an increase of $639,197 or 18.9 percent over es-
timated expenditures for the current year. The criminal law element
is requesting 19 attorney positions to handle increased caseload in
criminal writs and appeals, four attorney positions to assist the trials
and investigations section with cases of statewide significance, and 16
related clerical positions. Workload, staffing,:and: cost data for the
criminal law element are indicated in Table 3. '

i Table 3
Criminal Law Element, Workload Stafflng and Cost Data

) Percent in-
Actual Estimated Proposed  crease over
) 1970-71 1971-72 1972-73 current year

Briefs filed in the Appellate e L

and Supreme Courts ........cooo...... + 3,309 3,300 4,000 21.2

Criminal trials ...........eervvrvvenrrssssers 35 40 50 ' 25.0
Expenditures ..........oowceemmeeseninns $3,350,333 $3,380,243 $4,019,440 189"

Man-years 1829 1874 2058 20.4

C. Special Operations Program Element

The special operations element seeks to protect the public’s rights
and interests through.legal representation in five program compo-
nents: (1) public resources law, (2) land law, (3) statutory compliance,
(4) environment and consumer protection, and (5) special services.

The public resources law component provides formal and informal
legal assistance to those state agencies which administer and enforce
the laws and programs relating to the use and protection of the state’s
air, water, agricultural, timber, fish, and wildlife resources.

The land law component handles all litigation arising from the ad-
ministration of state-owned lands by the State Lands Commission. In
addition, it is involved in the legal questions pertaining to public rights
in private lands arising from the doctrine of implied dedication an-
nounced in arecent court decision. This concept may have substantial
implications for privately owned lands throughout the state, partlcu-
larly lands adjacent to bodies of water.

The statutory compliance component investigates the financial
practices of charitable trusts to insure that these institutions are in fact
charitable (as defined by law) and that they operate in compliance
with state tax laws. Amendments to the Federal Tax Reform Act of
1969 may place additional responsibilities on this comporent to recov-
er on behalf of California beneficiaries against delinquient charitable
trusts. However, no-cases have yet been received by the department
from the Federal Internal Revenue Service: :

" The environment and consumer protection component is responsi-
" ble for representing the public’s interest in antitrust, consumer fraud,
and environmental matters. The special services component is respon-
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sible for legal recruitment, quality control of legal opinions issued by
the department, and review and control of the department’s printed
publications.

The department requests four new attorney positions to handle an
increase in major litigation affecting state-owned lands; four attorney
- positions for the public resources law comiponent; and nine attorney
positions to prosecute antitrust actions. Because antitrust law provides
for recovery of investigation and prosecution costs as well as damages,
the nine positions for the antitrust unit would be fully financed from
antitrust recoveries. Table 4 describes the curfent and estimated
‘workload, staffing and expenditures for these three program compo-
nents.

Table 4

Publlc Resources, Land Law, and Environment and Consumer Protectlon
Program Components: Workload, Staffing and Cost Data

] Percent in-
Actual Estimated Estimated  crease over
1970-71 - 1971-72 1972-73 current year
Public Resources: : :
Cases Closed .......owwereereriesinnrinns " . 122 141 175 24.1
Dollar recoveries for client
agencies $900,126 $1,000,000 . $1,000,000 —
Personnel man-years 21.1 22.0 28.4 291
Expenditures $445,612 $447,599 $551,569 232
Land Law: )
Opinions rendered: 25 | | 60 © 463
Cases closed............... 150 191 225 17.8
‘Personnel man-years . ) 114 11.8 179 517
Expenditures .........cooceeonecrreesnese $244,216 $246,873 $343,213 39.0
Environment and Consumer Pro- : ) :
tection:
Consumer protection civil pe- . ' »
nalties collected .......couivenne .. 169,467 95,000 120,000 . 26.3
Consumer complaints and. in- . . : .
QUITIES vecorrnrrraseessacens eveeresssseen 8,000 - 10,000 - 12,000 - 200
Estimated recoveries' on anti- B
trust actions filed ........cccoocoun.e ; —1! -1 $44 600,000 —
Personnel man-years . . 43 56.7 : 665 - - - 173
Expendltures ..... $1,500,281 $1,410279 $1,573,425 11.6

! Antitrust recoveries from 1965-66 through 19‘70-71 totaled $33,018,000.

LAW ENFORCEMENT PROGRAM
{Division of Law Enforcement) . }

T h1s program—the department’s largest and most complex—pro-
vides -identification, analytical, investigative, laboratory, statistical,
communication, and criminal recordkeeping services to local, state,
and national criminal justice agencies. The department proposes a
budget-year expenditure of $21,553,047 for this program (including
$2.091,839 in federal funds and $1,094,600 in reimbursements), which
is an increase of $788,428 or 3.8 percent over estimated total current-
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DEPARTMENT OF JUSTICE—Continued

year expenditures. Anticipated additional federal funds may augment
the proposed budget-year expendlture level

Reorgamzatlon

In line with the recommendation made in our analysis of the depart-
ment’s 1971-72 program budget, the Division of Law Enforcement has
undertaken a restructuring of its constituent bureaus and units in
order to group together (1) all functions which relate primarily to law
enforcement and field investigations of illicit activities; (2) all func-
tions which are concerned primarily with storage or analysis of -the
information contained in the department’s massive criminal history
and fingerprint files; and (3) all functions pertaining to organized
crime and criminal intelligence. Each of these programs is adminis-
tered by an assistant director who reports directly to the Director of
the Division of Law Enforcement.

Under this reorganization, the department has consolidated the
eight program elements contained in its 1971-72 program budget into
three: (a) the enforcement and investigation program element, (b)
the identification and information program element, and (c) the or-
ganized crime program element. Each of these is dlscussed in se-
quence below.

A. Enforcement and Investigation Program Element

This element is comprised of the bureaus of (1) investigation, (2)
investigative services, and (3) narcotic enforcement.

1. The Bureau of Investigation, which prior to reorganization of the
division comprised a part of the former Bureau of Criminal Identifica-
tion and Investigation (CII), provides field investigative services to
local enforcement agencies in the solution and prosecution of crimes,
particularly crimes perpetrated by criminals or criminal groups which
operate in more than one county or area or whose activities are of
major significance. The bureau also supervises the activities of the
division’s 15 organized crime agents and the investigators who work
with civil law programs such as tort l1ab1hty, subsequent injury fund,
antitrust, and charitable trusts. :

The Bureau of Investigation is requesting 12.7 temporary positions
in the budget year having a cost of $152,686 to provide payment for
overtime worked by agents and investigators.

2. The Bureau of Investigative Services furnishes criminalistics as-
sistance to local agencies through its criminalistics laboratory, ques-
tioned document (forgeries) section and latent fingerprint section. In
addition to analysis of physical evidence and interpretation of scientif-
ic findings, ‘it furnishes expert testimony in court cases concerning
examinations conducted, participates in field investigations where
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specialized knowledge is required at the crime scene, and provides
instruction to local law enforcement personnel in analysis of physical
evidence.

The Bureau of Investigative Services is requesting 11.5 new. p051-
tions to meet workload demands resulting from the increased empha-
sis placed on scientific analysis of evidence in criminal trials as a result
of recent court decisions, and the increased activity of local law en-
forcement ‘agencies in collecting and preserving physical evidence.
The proposed: positions consist of two documents examiners, four as-
sistant criminalists, three latent ﬁngerprmt examiners, and 2.5 clerical
positions.

3. The Bureau of Narcotic Enforcement infiltrates groups involved
with narcotics traffic, develops intelligence, and gathers evidence to
apprehend major narcotics: violators. The bureau also administers a
triplicate prescription system to prevent diversion of legal supplies of
narcotics into illegal channels; maintains a file of narcotic registrants
and licentiates; conducts formal instruction and on-the-job training to
local and state enforcement personnel in techniques of narcotic en-
forcement; and cooperates with federal, local and foreign agencies
which have responsibilities in this area of law enforcement. =~

Major emphasis is placed on ascertaining sources and arresting
suppliers of illicit narcotics and dangerous drugs, rather than on ap-
prehending and arresting users. In addition to its Sacramento head-
quarters, the bureau maintains field offices in San Francisco, Los
Angeles, Fresno, San Diego and Santa Ana.

Projections by the Bureau of Criminal Statistics indicate that nar-
cotic arrests in calendar years 1971 and 1972 have and will continue to
increase in practically all categories, particularly in the dangerous
- drug and opiate (heroin) arrest categories. Table 5 shows the actual
“"and estimated number of arrests by calendar year. The level of arrests
is influenced by the enforcement policies of local governments and

: Table 5
Statewide Arrest Statistics, Bureau of Narcotic Enforcement
and Local Agencies

Actual Estimated' . Percent in-

: crease, 1971

Detail 1968 1969 1970 1971 1972 ... over 1970
Marijuana arrests ’

Adult oo 33,573 38,170 48,859 48,450 49,000 —08

Juvenile 16,754 17,006 20,162 21,250 22,000 5.4
Opiate arrests . o ; L : ) _

Adult 10,411 11,164 . 12,796 14,550. 14,800 137

Juvenile 838 943 ST9 1,000 1,100 28.4
Dangerous drug arrests ‘ : :

Adult oo 13,459 bAN K 27,603 33,200 35,000 20.3

- Juvenile .. 8,240 13,503 10,793 - 14,1000 14500 30.6
All other drug violations ‘ : S _ .

Adult oo 7,196 9,018 10,247 9,900 10,200 - —35

Juvenile : 4115 5,302 4925 5250 5,400 6.6

11971 arrest estimates represent doubling of January-June actual arrest totals.”
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the number of personnel assigned to this work at both the state and
local levels.

“For the budget year, the bureau requests a support appropriation
of $3,327,976, which is an increase of $157,045 or 49 percent over
estlmated expenditures in the current year.

-The enforcement and 1nvest1gat10n element proposes.a total of 24.5
new positions and an increase in expenditures of $664,194, or 12.3
percent. Workload, staffing and cost data for its three program compo-
nents are mdlcated in Table 6.

Table 6

Enforcement and Investigation Elément Workload
Staffmg and Cost Data

Percent in-
Actual Estimated Proposed ' crease over
1970-71 . 1971-72 . 1979-73 current year
Field investigations .............coccermees i 700 .725 750 34
Criminalistics: ., ) i
Physical evidence cases ........... . nn 1,377 1,445 49
Blood alcohol cases ..... . 4202 4412 4,633 5.0
Latent fingerprint cases ................ © 1,600 - 1,760 1,936 - . 100
Questioned document cases ........ L. 3850 - . 4,235 4,658 100
Narcotic Enforcement: o . -
Arrests of narcotic traffickers .. 3,000 2,550 2,600 2.0
" Investigations closed by report - 625 531 540 L7
Narcotics seized (ounces) ....... 178,000 151,000 152,000 " - C0T
Dangerous drugs  seized : : .
(OUNCES) wiomecrmcrserrunreresressaerserns Sl 21,000 17,800 © 17,900 0.6
Lab. analyses performed. for
BNE 3,400 o 28% 2,900 0.3
Lab. analyses performed for
others : 7,380 7,400 7,400 —
Expenditures: ) oo
Field investigation ...........cccoovuren. $426,193 1,821,193 2,135,269 17.2
Investigative services . . $323,985 397,130 590,203 48.6
Narcotic enforcement $3,238,523 3,170,931 3,327,976 49
Man-years:
- ‘Field investigation ..ot 54.0 : 885 103.0 164
Investigative services ........... 186 20.3 - 311 53.2
Narcotic enforcement................. 156.1 167.7 166.9 —05

'B. Identification and Information Program Element

This program element is the department’s largest, with nearly 1,000
positions assigned to its four program components: (1) criminal statis-
tics, (2) identification services, (3) automated information services,
and (4) program planning services.

1. The Bureau of Criminal Statistics compiles, analyzes interprets
and reports statistical facts on crime and delinquency and the opera-
tions of criminal justice agencies in California. The bureau collects
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data from city, county and state agencies that administer: ¢riminal
justice including law enforcement and correctional agencies and all
" levels of courts. Annual reports are published which describe the
changing aspects of crime and delinquency in California and the effec-
tiveness of law enforcement, judicial, and correctional institutions in
dealing with criminals and delinquents.
Table 7, which reflects a decrease of 41.5 pos1t1ons for the criminal
statistics component and a reduction of $266,918 in its budget-year
-expenditures, does not include federal funds estimated at $180,000
which the department anticipates will be available in the budget year
to continue 16 to 20 positions which are included in the current-year
data. : ‘

Table 7
Crlmlnal Statistics Component, Workload, Cost and Staffing Data
Percent
Estimated Proposed Change From
. Lo Actual 1970-71  1971-72 1972-73 - current year
Special ‘studies and reports .......... 35 ©40. 50 ‘ 250 .
Reference tables.......... 5 B 5 -
Midyear summaries e 2 2 2 -
Annual report, digest, trends ...... 4 4 4 -
EXpenditires .......omvmmseeensarseens $894,696 - - $1,085,012 $818,094 —246
Man-years e 76.9 107 ‘. 655 —388 .

2.  Identification services are provided by the Bureau of Identifica-
tion, which maintains a central record system by which law enforce-
ment and other governmental agencies may verify the 1dent1ty of
individuals and whether they have criminal records. The system con-
sists of a file of 4.5 million individual record folders, a fingerprint file
contammg 8 million fingerprint cards, and a soundex card file contain-
ing 12 million' name cards. Departmental files on stolen guns and
property, modus operandi, triplicate narcotic prescriptions, criminal
statistics, and wanted persons have been computerized.

Bureau of Identification services are provided through (a) the fin-
gerprint section, which processes criminal fingerprints submitted by
law enforcement agencies and noncriminal (job applicant) finger-
prints received from law enforcement, licensing, and regulatory agen-
cies; (b) the record section, which makes tentative identifications
(subject to verification by the fingerprint sectlon) between incoming
data, fingerprint cards, crime reports, etc.,"and the information al-
ready stored in its files; and (c) the spe01al services section, which
analyzes incoming and stored information on criminal activities and
provides information to.assist law enforcement agenciés in identifying
and apprehending criminals. The special services section also main-
tains and analyzes records on registered firearms, stolen and pawned
property, and nonrehabilitated criminals including drug and sex: of-
fenders. Table 8 shows workload, cost, and staffing for this component.
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" Table 8
Information Services Component, Workload, Cost and Staffing Data

-Percent in-
_ : : crease over,
1970-71 1971-72 1972-73 current year
Records sealed...........ccnmeinvnnione 73,680 4,048 4,452 10.0%
Criminal fingerprints processed.. /930,406 958,955 988,085 © 30
Noncriminal fingerprints proc- :
essed ke 429,161 . 275,000 325,000 18.2
Name searches .......ccoennerineens ' 906,694 901,167 934,840 3.7
Crime reports processe 2,300,614 2,821,726 3,342,838 185.
Crime reports referred for modus
operandi analysis ......ccoo.ern.. 812,662 844,866 877,070 3.8
Expenditures ........o..ccevnnsnnsrenns $5,487,809 $5,894,090 $6,205,360 5.3
Man-years.. , 553.8 559.5 536.4 —41

Purging Fingerprint File

- We recommend that the department report to the Legislature by
June 1, 1972, on the costs and feasibility of purging its massive finger-
print and record files of deceased persons and persons whose records
show no new entries since 1932. : ‘ :

As stated in our analysis.of the department’s 1971-72 budget, the
record folder and fingerprint files have been expanding at a rate
which has almost filled all of the available space in the present facility.
In 1954, there were fewer than 900,000 record folders occupying 1500
square feet of floorspace. By 1964 the number had tripled to 2,700,000
folders and the floorspace had quadrupled. Presently there are 4,200,
000 record folders occupying a major portion of the former Aerojet
factory in northeast Sacramento, and 1,200 new folders are being add-
ed each day. Table 9 shows the growth in record folders since 1954.

. - Table 9

Individual Record Folders
(Criminals and Job Appl_icants Combined).

Year ) : Number .
1954 . 900,000
1964 2,700,000
1968 R 3,720,000
1970 ; ned, 200,000

Because the rapid growth in departmental records posed serious
problems of space and efficiency in information retrieval, we recom-
mended last year that the department reduce the inflow of noncrimi-
nal records and fingerprint cards submitted by loeal and state agencies
by charging a fee equal to the cost of processing each set of noncrimi-
nal (job applicant) fingerprints which it checks, and by ceasing to
create new records pertaining to noncriminal job applicants or licenti-
- ates. Legislation was passed implementing these recommendations,
and the department reports that the number of applicant fingerprint
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cards received for processing in the current year has diminished sub-
stantially from 1970-71 levels.

However, the continued increases in reported criminal activity
place sustained heavy demands on the department’s récordkeeping
activities and facilities. For this reason, the department’s 12 million
name cards, 8 million fingerprint cards, and 4.2 million criminal and
noncriminal records should be purged of useless and inactive entries.
Such purging will also be necessary in the near future to permit full
implementation of the computerized Criminal Justice Information
System (CJIS), discussed below. _ '

3. The automated information services component consists of an
automated data processing section and the California Law Enforce-
ment Telcommunications System (CLETS) section. The automated
data processing section provides data processing services to the De-
partment of Justice and information services to law enforcement
agencies throughout the state. Automated files pertaining to wanted
persons, stolen firearms, and stolen property have been established

-which are available for almost instantaneous access by local law en-

forcement agencies through the CLETS network. Direct communica-
tions are maintained between these files and the FBI’s National Crime
Information Center in Washington, D.C,

CLETS was established pursuant to Chapter 2.5 of the Government
Code to provide law enforecement agencies with an efficient and effec-
tive statewide communications service. The state’s portion of CLETS
consists of two switching centers, one in Los Angeles and the other in
Sacramento, and sufficient circuitry to one location in each county to
handle the message traffic load to and from the counties.

CLETS became operational on April 1, 1970, and now has over 1,000
terminals in city, county, state and federal law enforcement agencies.
The department has been actively engaged in working with the local
users to achieve maximum benefit from the system. CLETS also pro-
vides all agencies with direct access to computerized information files,
such as wanted persons, firearms, and property files, which are main-
tained by the Department of Justice, the Department of Motor Vehi-
cles, the Highway Patrol, and the FBI National Crime Information
Center. - ,

" Table 10

Automated Information Services Component, Workload, Staffing
and Cost Data

" Percent in-
Actual Estimated Proposed - crease over
. 1970-71 i-1971-72 1972-73 current
Directed messages .......coo.eervcrneess 13,370,000 ... . 15,754,000 17,330,000 10.0
Bulletins . . 680,000 801,000 880,000 10.0
Processed cards ‘ i
for data base files .........cooorreeireee 3,559,026- 3,767,000 3,928,000 43 -
Expenditures .............iiossiennecnnnenns " $3,086,668 $3,706,262 $3,926,959 6.0
Man-years. 94.1 99.2 100.7 15
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‘ Wbrkload, staffing, and cost data for the automated information
services program component appear in Table 10.

4 The program planning office administers three primary pro-
grams—(a) local agency liaison, (b) data processing, systems analysis
and programming, and (c) record analysis and coding, all of which
relate to implementation of the California Criminal ]ustlce Informa-
tion System (CJIS).

The local agency liaison section assists local agencies in the1r deal-
ings with the division, particularly with regard to implementation of
effective and compatible automated information systems. The other
two sections function to (1) develop CJIS and (2) convert records in
the department’s existing files for entry into the automated criminal
history system which is now being developed (CJIS).

CJIS is funded in the current fiscal year by $1,982,000 in state funds
and $1,835,000 in federal funds provided under the Omnibus Crime
Control and Safe Streets Act of 1968. The department proposes for the
197273 fiscal year that the federal government furnish $2,091,839, the
State General Fund $1,508,587 and the Motor Vehicle Fund $793,516.
The federal portion would include $426,362 for general administrative
costs, leaving a net operating budget of $3,967,580 for CJIS. Ninety-
four of the positions for continued implementation of CJIS depend
upon the approval of federal funding.

Workload, staffing, and cost measures for CJIS are indicated in Table
11. :

Table 11

Crnmmal Justice Information System, Workload, Cost
and Staffing Data

Percent in-
Actual Estmated Proposed crease over
. : 1970-71 1971-72 1972-73 current year
Criminal History System: :
Data base entries—
records coded ..o ’ 20,000 166,000 240,000 44.6
Data base updates—
subsequent transactions ....... —_ 89,000 179,000 201 1
INQUITIES wecorreermccerecneeserssesiissnesnaee 2,176,700 7,506,100 7876200 49
Wanted Persons System: ) : o
Entries, modify, locate .............. 26,902 56,496 59,320 5.0
Clears and cancel....... - 13,278 27,885 29,279 5.0
Inquiries ............. 240,915 505,923 531,217 5.0
Inquiries to NCI 220,953 - - 464,003 487,203 5.0
Updates to NCIC .. 4,640 9,744 10,231 - 50 .
Other center traffic...c..ccoecreirnrinns e 80,632 168,762 177,198 5.0
Responses i 301,059 632,114 663,832 5.0
Expenditurés .................................... $1,440,038 $3,817,439 $4393942 151
Man-years 837 2710 2370 ' —125
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C. Organized Crime Program Element

This element seeks to suppress orgamzed crime in Cahforma by (1)
gathering, analyzing and storing intelligence pertaining to organized -
crime; (2) providing this intelligence to local, state, and federal en-

forcement agencies; (3) providing training and instruction to assist
local and state law enforcement personnel in recognizing and combat-
ting organized crime; (4) providing a research pool of ‘specialized
equipment and personnel to help local and state agencies combat
organized crime; (5) conducting continuing analysis and research of
organized crime activities in legitimate as well as illegitimate business
“in order to predict probable future activities; and. (6) investigating
selected organized crime activities'and individuals and’ partlclpatlng

“as required in prosecutxon of the individuals involved.

This program element is administered by the Organized Crime
Unit, which consists of 38.7 positions in the current year funded in
substantial part by federal funds. '

The department’s staffing and expenditure data for this element do
not reflect continued federal funding which is anticipated in .the
budget year. The Organized Crime Unit has applied for a grant of
$1,149810 in federal funds from the California Council on Criminal
Justice to support present operations of the unit, and for a second
grant of $511,123 from the Federal Law Enforcement Assistance Ad-
ministration for 10 field agents to obtain and verify information relat-
ing to organized crime. Thus, continued funding of most organized
crime unit activities is contingent on the receipt of federal grant
‘money in the budget year.

Workload, staffing, and expendlture data for this element are con-
tained in, Table 12.

-+ Table .12

Organized Crlme Element Workload, Staffing and Cost Data
: o . Percent in-
Actual ) Esh'mated Proposed crease over
1970-71 1971-72 1972-73 current year
Loans of scientific . : )
investigative equipment............ : 2 i 40 75: 875
Technical equipment .
training (man-hours)............c... 30 100 200 .- 100.0
Peace officer . L .
receiving training........cuerens 265 250 350 - 400
Man:days of training-.. " 265 2,500 3,500 : 40.0
Subjects indexed......ccnreens . 28325 30,000 © 33,000 - 100
Requests for information ........... 9,000 10,000 .. 11,000 . - . 10.0
Answered analysis : S : VL ) .
reports prepared...... 2 e 25 40 - 600 .
LEIU ! eards distribute . 52,365 58,000 62,000 - - 69 -
Expenditures ........... - . $796,999 $872,562 $155,244 . —
Marn-years 2.......oeumnsnnssscrssniennies 14 1 38.7 9.7 ‘ 2

! Law Enforcement Intelligence Unit.
2 Wurkload and expendlture data are mcompahble pendmg receipt of federal fundmg
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DEPARTMENT OF JUSTICE—Continued

STATUS REPORT ON THE CRIMINAL JUSTICE
INFORMATION SYSTEM (CJIS) )

The 1966 Leglslature authorized a state criminal _]ustlce 1nformat10n
system study to be funded jointly by the state and federal government
under the Law Enforcement Assistance Act. After five years of devel-
opment and a total expenditure of approximately $7: million, CJIS is
approx1mately 10 percent complete. The department has been suc-
cessful in implementing a wanted persons, stolen gun, and stolen
property file and has begun the conversion of 200,000 criminal history
records to an automated file. In addition, the depatment is now con-
verting the Highway Patrol Automated Statewxde Auto Theft Inquiry
System  (Auto-Statis) to the Department of Justice computer system.
This conversion will be complete and the Auto-Statis system fully
operational by October 1, 1972.

FBI National Criminal Hlstory 3ystem

The news media recently reported that the Federal Bureau of
Investigation (FBI) began operation of a computerized criminal his-
tory data base that will eventually give police almost instantaneous
access to an individual’s criminal arrest record from all of the 50 states
and federal investigative agencies and courts. The system is to be fully
operahonal by 1975 and would replace a prOJect called ° PrOJect
Search” in which California was a participant. ' ‘

As stated above, the California’ Department of Justice has been
actively engaged in the development of CJIS which is designed to
provide a central statewide criminal history file with telecommunica-
tions links to all law enforcement agencies in the state. The major
objectives of CJIS are: (1) to provide needed criminal information to
all criminal justice decision makers when it is needed, and (2) t
protect the rights of privacy of individuals by placing strict security
and confidentiality controls on criminal justice information.

For the past two years California has also participated in Project
Search; a federally sponsored program to develop a common criminal
history record among the 50 states and to design an information'sys-
tem which would allow the exchange of criminal history records be-
tween the states and the federal government. The results of Project
Search indicated that a federated criminal history system should be
developed, utilizing the computer-based criminal history. records of
the several states, rather than developing a central criminal history
file at the national level. This concept was tested in 10 states, including
California, and was proven to be a feas1ble and desirable approach

Letter to FBI

As the above cited press report 1ndlcates the FBI is building a
national computer file of criminal histories, thereby raising a question
as to whether California should continue the development of its crimi-
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nal justice information system. In order to clarify the situation, we
wrote to the Director ‘of the FBI on December 15, 1971.

The director responded in a letter dated December 23,1971, statmg
that the FBI intends to‘establish. a national index to state computer
files and will develop a system based on a “single-state/multi-state
offender record concept.” This: concept provides for an abbreviated
summary of single state records in a national FBI index with a state-to-
state switching capability between the states for single and multi-state
records when requlred

Interim Approach

The FBI response states however, that in the beginning the national
files will include the full record now being kept at the state level
because: *“(a) This approach enables all states to obtain the benefits
of the Computerized Criminal History Program, (b) This provides all
states time to develop and implement the necessary related programs
to fully participate, and (c) Familiarity with and adherence to all
systems standards will speed program development.”

It is apparent that the federal approach represents a duphcatlon of
state records. at the national level until such time as all the states
maintain automated criminal history files. Approximately 16 states
now have automated files, and the NCIC Advisory Policy Board has
set 1975 as a goal by which all states will be automated. v

The FBI asserts that, although the interim system described above
departs from the decentralized concept proposed by Project Search,
a continual evaluation of the interim system will be performed: in
order to convert to that concept as soon as possible. =

Based on our past experience with regard to California automated
criminal justice systems, and our discussions with state and local law
enforcement and other criminal justice officials over the years; we are
not convinced that (a) all states can be automated by .1975 and (b)
- once the centralized record concept is implemented it will ever revert
to a decentralized system. On the first point, it-is posible that as long
as one state retains manual recordkeeping, the national file may be
deemed necessary under the proposed interim system. This could
mean that all but one state file would be fully duphcated at the federal
level. : . L

Department of Justice Analysis

Following our letter to the FBI director, we asked the California
Department of Justice to prepare an analysis of the FBI proposal,
including a description of alternative methods which may be feasible
in California for implementing the proposal. At this writing we have
not received the requested analysis, but the department staff assures
us a study is in progress and will be complete pnor to the department’s
first budget hearing.

We recomimend tbat the Department of, ]usbce be fu]]y prepared
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DEPARTMENT OF JUSTICE—Continued

to discuss this program before the fi sca] commJttees durmg tbe 1972
session. The object of such discussion should be to clarify the approach
to be taken by the FBI in implementing a nationwide system of shar-
ing criminal histories and the policy, fiscal, operational and technical
impact the proposed system will-have on the State of California.

COMMISSION ON PEACE OFFICERS
STANDARDS AND TRAINING
Item 40 from the Peace Offi-

cers Training Fund - - ~ Budget p. 24" Program p. 63
Requested 1972-73 $934,595
Estimated 1971-72 : ‘ 932,971
Actual 1970-T1 .....ccovrvereeicrrnceivereeirierees ireeorneed Arereereasivseners " 459,630

Requested increase $1,624 (0.2 percent) _ '

' Total recommended reduction SR s - $20,000

: 3 . : . o Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Unfilled Position. Reduce $20,000. Recommend dele- 000
t10n of assistant executive officer position.

GENERAL PROGRAM STATEMENT

The Commission on Peace Officers’ Standards and Tralnmg, anine-
member body appointed by the Governor, is responsible for establish-
ing minimum standards of physical, mental and moral fitness for the
recruitment and training of city ‘and- county peace officers. These
standards apply to those jurisdictions which receive state aid for peace
officer training pursuant to the provisions of Chapter 1823, Statutes of
1959. Jurisdictions participating in this program are relmbursed by the
commission from the Peace Officers’ Training Fund for the costs of
the training. Such reimbursements, presently consisting of 100 per-
cent of salary plus living costs, may -be made for not more than 400
hours of training for the basic course, 100 hours for supervisory
courses, and 40 hours for advanced officer training courses. Additional
courses, including a 120-hour middle management and executive de-
velopment course and an 8-hour course in the handling of tear gas, are
also reimbursed.

ANALYSIS AND RECOMMENDATIONS

We recommend approval in the reduced amount of $91 4 5.95 repre-
senting deletion of the assistant executive officer position for an annu-
al saving of $20,000 to the Peace Officers” Training Fund. -

The $934,595 in requested state funds for support of the commis-
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sion’s activities in the budget year is $1,624 or 0.2 percent above es-
timated current-year expenditures and $474,965 or 103.3 percent
above actual state expenditures in fiscal year 1970-71. The increase
over the 1970-71 level results primarily from the addition of 21.8 posi-
tions by the 1971 Legislature, thus providing a currently authorized
staffing level of 51.5 positions: As.discussed under the program head-
ings below, the commission is requesting five additional positions
(three consultants, a graphic artist, and a clerk-typist) at a budget-year
cost of $56,817. This added cost is largely offset by reductions in operat-
ing expenses. and equlpment

The commission’s ongoing operat1ons and admlmstratlve expenses
are supported by the Peace Officers’ Training Fund, which derives its
revenues from a penalty -assessment of $5 for each $20 or fraction
thereof of criminal fines and $1 for each $20 or fraction thereof of
traffic fines levied by municipal and justice courts.

Federally Funded Programs

In addition to the state support the commission has received $652 .
094 in federal funds in the current year, consisting of $79,485 for. ad-
ministration of a Traffic Program Management Institute, $81,506 to
provide administrative counseling services to local law enforcement
agencies, and $491,103 for Project STAR, a 39-month, multistate re-
search effort to defme the roles, functions, objectives, and skill re-
quirements  for six major. classes of criminal justice ‘personnel.
Additional federal grants are antlclpated for Project STAR and the
administrative counseling. project in the budget year, but such funds
are not indicated in the budget document because final federal ap-
proval has not. yet been received.

The commission’s administrative program consists of four primary
elements: (1) Peace Officer Education and Training; (2) Peace Offi-
cer Selection Standards; (3) Administrative Counseling Services; and
(4) Administration and Special Projects. These programs are summa-
rized below.

Peace Officer Education and Training

This element monitors the quality of course teaching and content
at some 125 educational institutions which provide training under the
POST program, formulates and helps implement improved instruc-
tional techniques, and seeks to upgrade the level of teaching by intro-
ducing experimental techniques and methods which have been found
successful elsewhere. Additional duties include the development of
new courses, particularly in advanced and specialized fields, so that
the amount of training available to law enforcement personnel in the
state continues to increase.

The workload of the education and training element is surnmarized
in Table 1, which indicates budget-year increases in the number of
peace officers receiving training, courses requiring consulting and
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STANDARDS AND TRAINING-—ContInued
1nspect10n services, and schools prov1d1ng POST-certlﬁed courses.

" Table 1
Education and Training Element Workload.and Cost Data
. . 1970-71 1971-72 - 1972-713
Peace officers receiving training___._____ - 19,900 20,500 . 21,500

Man-days of training supervised________. 325,000 340,000 350,000
Number of courses receiving training,” o

consulting and inspecting services___ 180 - 300 350
Schools examined for certification_ .- . - ;90 125 150
Personnel man-years E R ¢ i 13 14
Expenditures _- : .. $122,795 $207,775 . $233 649

This element is requesting an additional consultant position to assist -
in (1) developing new courses required by recent commission deci-
sions and legislative actions (Chapter 1504, Statutes of 1971) and (2)
certifying and -inspecting additional courses at- junior colleges and
training academies. Currently, five POST consultants are assigned to
inspection and quality control of courses at the approximately 125
training institutions in the state. ‘As indicated in Table 1, the number
of such institutions is°expected to increase in the budget year.

The commission states that each consultant is able to provide train-
ing, consulting, and monitoring services to an average of 60 courses
annually, and that the number of POST-certified courses increased
from 300 to 335 in the current year prior to imposition of a temporary
moratorium on certification because of staff inability to handle certifi-
cation workload. In view of the increased workload indicated in Table
I, the increased responsibilities resulting from recent commission and
leglslatlve actions, and the fact that a number of new courses are
awaiting certification when the temporary moratorlum is lifted, we
recommend approval of thls position.
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Peace Office Selection Standards

Inspections are made of the 523 local and state agencies Wthh
participate in the POST program to ascertain compliance with person-
nel and operating standards. During the course of these investigations,
POST consultants also inform local departments of new training pro-
grams, impart new ideasin recruitment, and retention techniques, and
gain firsthand information on local law enforcement problems which
may benefit other POST programs.

Table 2
Peace Ofﬁcer Selection.Standards, Workload and Cost Data
L ) 19701 197172 1972-78
Inspections condueted _._____:i______._ ° © 80 214 - 480

Personnel man-years : 2 . 8 8
Expenditures - - : $36,383 $132,976 $130,843

The increased number of inspections shown in Table 2 for the cur-
.. rentand budget years is a result of the additional personnel authorized
for this element by the 1971 Legislature. The commission has ex-
perienced some difficulty in filling all of these positions to date. When
fully staffed and trained, however, the unit will be able to conduct
approximately 535 field investigations annually, an average of 107
investigations per consultant.

--Administrative Counseling Services to Local Agencies .

‘This element, on request of local law enforcement agencies, reviews
“administrative procedures and organizational patterns to secure bet-
_ter utilization of police personnel. Organizational and management
" problems studied include allocation of personnel to various assign-

ments and shifts; utilization of office space and departmental equip-
ment; establishment of manuals of rules and regulations; organization
of records and filing systems; prison booking procedures; and prepara-
tion of crime reports, arrest reports traffic acmdent reports, and other
types of records. ,

Table 3
Admmlstratlve Counselmg Services, Workload and Cost Data
: © 197071 1971-72 1972498

Surveys made _ Lis 15 : 25 36
Reports prepared . __________ o 15 25 - 36
Personnel man-years® ____..__ SRRRUCI 108 - - 1w 1B
Expenditures, __ - $173 124 $322,524 $261,687

1 Positions supported by fedéeral funds are included 1n current -year ﬁgures but excluded from budget-year
figures pending approval of federal grants
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STANDARDS AND TRAINING—Continued

The commission is requesting an additional clerk-typist position for
this element. Currently, four clerical positions provide assistance to
the 11.5 professional staff personnel who conduct administrative ana-
lyses of local police agencies and prepare comprehensive reports set-
ting forth recommended changes in their structure and procedures.
In view of the substantial increase in proposed reports for the budget
year, this position appears justified.

Administration and Special Projects

This program element maintains records on relmbursements to lo-
cal agencies and the educational attainments and POST certification
levels of local law enforcement personnel; provides. clerical, research,
and general management services to other POST programs; and ad-
ministers special projects. The latter include federally assisted pro-
grams, such as Project STAR, and special studies and programs
requested by the Legislature, such as the study of minority recruit-
ment problems encountered by local agenmes (authorized by ACR
158 of the 1971 sessmn)

" Table 4’
Administration and Speclal Projects, Workload and Cost Data
1970-71 1971-72 1972-78

Certificate applications processed—.______ 14,500 15,225 15,984
Claims for reimbursement processed__._._ 12,000 12,600 13 320
Special projecis coordinated __-________ ’ "2 4 21
Planning and research projects___._____ 12 12 36
Personnel man-years 8.2 15.5 - 17
Expenditures : $140,987 $249,329 - $308,416

T'Does not refleet two anticipated federally funded projects in the budget year. .

Two senior consultant positions are proposed to implement a
planned reorganization of the commission’s administrative structure.
One position would supervise the special projects section, while the
other would provide needed assistance to the executive officer.

Under the proposed reorganization plan, the head of each of the
commission’s four major program elements will report directly to the
executive officer rather than to the assistant executive officer as has
been the case under the present structure. This reorganization will
provide the executive officer with four administrative subordinates
reporting directly to him (rather than one), thus enabling him to give
better direction to the commission’s various program elements. Im-
plementation of the plan requires an additional senior consultant posi-
tion to supervise the operations of the administration and special
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STANDARDS AND TRAINING—Continued -

projects unit, a responsibility which has been assumed by the assistant
executive officer.

We concur in the proposed reorgamzatlon of the administrative
structure, provided that the assistant executive officer position is de-
leted for an annual savings of approximately $20,000. This position
currently is unfilled, and the commission has no immediate plans to
fill it. The assistant executive officer position is not needed under the
proposed reorganization and, therefore, should be deleted.

The other senior consultant p051t10n is requested to assist the execu-
tive officer with overall commission responsibilities, such as handling
written and telephone correspondence to provide policy direction to
the 523 agencies which participate in POST programs; providing tech-
- nical and managerial advice and direction to the staff; maintaining
awareness of court-decisions and legislative actions affecting commis-
sion programs; and furnishing assistance to other state criminal justice
agencies which conduct education and training programs. This
proposed position would be filled by senior staff members on a biannu-
al rotating basis, providing them with an an opportunity to gain an
‘overall perspective of POST activities which should be of value to
them upon return to their own primary areas of responsibility.

‘Inaddition, the commission requests that a graphic artist position be
authorized for this section. A part-time student draftsman has been
utilized in the current year to prepare graphs, charts, diagrams, and
other training aids for the education and training programs and for the
administrative counseling surveys of local agencies. The limited na-
ture of this part-time assistance, however, has proven inadequate to
keep pace with the expanded education and tra1n1ng and admlmstra-
tive.counseling programs.
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ASSISTANCE TO CITIES AND COUNTIES
FOR PEACE OFFICERS STANDARDS AND TRAINING

Item 41 from the Peace Offi-

cers Tra1n1ng Fund Budget p. L-8 Program p. 63
Requested 1972-73.......... eetoseesesee et eetera s e rereebertebenbenrerserearenes $12,170,000
Estimated 1971-72 s , ' 10,400,000
Actual 1970-T1 ......ccoooerrrrrrcecerreenernnenes eeeererenens ereeenereens 5,170,369

Requested increase $1,770,000 (17.0 percent) ‘ o
Total recommended reduction ............ reeeeseetesreosasaaseresres , None

GENERAL PROGRAM: STATEMENT s

This item provides assistance to cities and counties that quahfy for
state aid for peace officer training pursuant to the provisions of Chap-
ter 1823, Statutes of 1959. Each jurisdiction participating in the pro-
gram. is- reimbursed from . the . Peace Officers Training Fund for,
beginning in the current fiscal year, up to 100 percent of the salaries
and expenses of officers who are selected to participate in training
programs. The Commission on Peace Officers Standards and Training
approves the training programs and administers the reimbursements.
Pursuant to Chapter 1640, Statutes of 1967, the commission also has
responsibility for providing counseling services to local police agencies
for the purpose of improving their administrative and operating
procedures. The commiission is supported by a separate appropriation
from this fund (Budget Item 40).

Revenues aceruing to the Peace Officers Trammg Fund are derived
from a penalty assessment of $5 for every $20 of criminal fines and $1
for every $20 of traffic fines. Revenues for the budget year are estimat-
ed at $9,000,000.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The sum of $12,170,000 is requested for the budget year from the
Peace Officers Training Fund for allocation to local government. This
amount, which represents the maximum foreseeable level of funding
to participating law enforcement agencies in the budget year, is an
increase of $1,770,000 or 17 percent above estimated local a551stance
expenditures of $10,400,000 for the current year.

Disbursements to local agencies approximately doubled between
fiscal years 197071 and'1971-72 as a result of a decision by the comnmis-
sion to reimburse up to 100 percent rather than 50 percent of the
salaries' and expenses of officers selected to participate in training
‘programs. The higher rate, which was adopted as a means of reducing
fund surpluses, is subject. to reduction in future years, depending on
revenue trends and the funding needs of participating law enforce-
ment agencies. '
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Revenues to the Peace Officers Training Fund during fiscal year
1972-73 are estimated at $9,000,000. These revenues, together with an
estimated fund surplus of $7,216,326 as of July 1, 1972, will provide
sufficient funding resources for the commission’s proposed expendi-
ture program. )

CALIFORNIA COUNCIL ON CRIMINAL JUSTICE
Items 42 and 43 from the

- General Fund - - \Budge'ts p. 25 Program p. 68
Requested 1972=T3.......cvivrcrnriresiesis e eneeans et e $1,843,868
Estimated 1971-72 .....cccoovivevvreerinnns et 143,086
ACHUAl 19T0-T1 ..oooeervieecivinridiovnssinesesrssssesssessssbssissesessonsesesse 77,986

Requested increase $1,700, 782 (1, 288.6 percent)

Total recommended reduction ...........cccovvveiiivnerereerenennnn 29,360

. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Recommend that seven limited-term positions be added 81
to the council’s staff to conduct field audits of funded
- projects, in lieu of the 29 permanent positions requestedv
by the CCC]J, for a General Fund reduction of approxi- -
mately $29,360 annually (based on federal-state funding
. . ratio).
. 2.. Recommend legislation to reduce the 30-member part- 85
time council to a 5-member, full-time council at an add-
ed General Fund cost of approx1mately $14,000 annual-
ly.
GENERAL PROGRAM STATEMENT

The 30-member California Council on Criminal Justice was created
by Chapter 1661, Statutes of 1967. Its objectives are (1) to develop
plans for the prevention, detection, and control of crime; (2) to en-
courage coordination, planning, and research by law enforcement and
criminal justice agencies throughout the state; (3) to disseminate in-
formation on proposed, existing and completed projects in the crimi-
nal justice field; (4) to advise the Governor, Legislature, and state law
enforcement agencies on criminal justice matters; and (5) to imple-
ment federal anticrime programs, specifically, the Omnibus Crime
Control and Safe Streets Act of 1968 and the Juvenile Delinquency
Prevention and Control Act of 1968. Council membership consists of
the Attorney General, 17 members appomted by the Governor and
12 persons appointed by the Legislature.

In early 1969, the Governor designated the council as the state
planning and coordinating agency responsible for implementing the
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CALIFORNIA COUNCIL ON CRIMINAL JUSTICE—Continued

Federal Omnibus Crime Control and Safe Streets Act of 1968 and the
Juvenile Delinquency Prevention and Control Act of 1968. The role of
“the council, as the state’s planning agency, is to develop and imple-
ment a statewide comprehensive plan to improve existing law en-
forcement and crime control programs. To promote this objective, the
council awards.federal ““action grant” money to state and local agen-
cies which submit acceptable proposals for projects intended to im-
prove various aspects of the criminal justice system.

- Table 1 shows the federal funds received for council allocatlon to
.state local, and. private action grant projects. since 1ncept10n of the
‘program to the present time. :

: - Table 1 : :
Federal Funds Received by CCCJ for
Allocation. to Action Grant Projects

(In millions of dollars)

. ) Year received .
1968-69  1969-70 1970-71  1971-72 1972-73
. - . (Estimated )!
Federal funds available
for council allocation? ....... $23 - $173 $359 . $43.0 $17.4

Cumulative total $2.3 $19.6 $55.5 $98.5 ($115.9)

! Amount receivable based on proposed Genera.l Fund matching allocation.of $1,665,000.
2 Consists of both Paat‘(i} (general actwn grant) and Part E (corrections) federal funds (Ommbus Cnme Control and Safe Streets Act of
1968, as amended).

As of January 1, 1972, the council had made 525.grant allocations
totaling $44,497,647 to some 400 projects. The federal grant funds have
a three-year hfe so that funds which are not spent in the fiscal year
during which they are received by the council may be spent during
either of the two succeeding fiscal years. :

The staff’s tentative 1972 California Comprehensive Plan for Crimi-
nal Justice contains extensive tables summarizing proposed allocations

Table 2

Proposed CCCJ Allocations to Action Grant Projects i in
Calendar Year. 1972 by Funct;onal Category

Percentage
" Millions of  of total
' Category : : dollars .- allocations
A ‘Upgrade law enforcement personnel . ERR 7 % 10%
B. Prevention of crime, including public education ........cc . 44 10
.-C.. Prevention and control of juvenile delinquency 65 .15
D: Improvement in detection and apprehension of criminals .. 83, 20
"'E. Improve prosecution, courts and law Feformmi l.......oeimimernn SRR 7
F. Increase effectiveness of corréctions and rehablhtatlon S "
; including probation and parole ... 9.8 23
. G. Beduce organized crime- : .20 5
H. Prevent and control riots and dlsorders ..... et seraaeates 1.0 2
I. Improve community relations : 1.8 4
J. Research and development ... » . oo 18 3
‘Totals R - Fensien . L $425 99!

! Does not equal 100 percent due to roundmg to nearest percent.
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for projects, categorized by region and type. As indicated in Table 2,
this plan, if adopted in present form, will place primary emphasis on
(1) increasing the effectiveness of correction and rehabilitation pro-
grams (including probation and parole programs);. (2) improving
methods of detecting and apprehending criminals, particularly
through grants for criminal justice information systems and police
communications systems; and (3) assisting programs to prevent and
control juvenile delinquency, especially those aimed at attacking the
causes of delinquency.

These categories are too broad in some instances to reflect precisely
the nature of the projects which the council proposes to fund in 1972.
Each category, therefore, is subdivided into three to seven program
areas. Table 3 shows the six program areas which will receive the
greatest council support under the proposed allocation of funds.

Table 3
Proposed CCCJ Grant Applications of Major Program Areas
Estimated
Millions of  number of
dollars projects
1. Programs to attack the causes of delinquency .......cc..cccrmmnnnns $59 40
2. Programs to establish community-based ‘ .
rehabilitation programs ...... - 57 27
3. Programs to prevent specific crimes (principally
burglary) _ 40 . 13
4. Programs to provide interdisciplinary training of
law enforcement personnel 3.3 10
5. Criminal justice information systems 3.0 8
6. Programs to provide material and operational
assistance for courts, prosecutors and defenders ... _ 22 _u
Totals $24.1 109

In addition to the 109 projects in the six program areas listed in
Table 3, the plan proposes to fund approximately 144 other projects
in 38 other program areas. Federal law requires that at least 75 percent
of the federal grant moneys be allocated to projects sponsored by units
of local government. The remaining 25 percent will be allocated pri-
marily to state projects, with a few grants to projects sponsored by
private agencies. .

ANALYSIS AND RECOMMENDATIONS

The budget proposes two General Fund appropriations for the
council—$178,868 for council operating expenses, and $1,665,000 as
cash match for the federal funds which are awarded by the council to
local and state projects. The latter appropriation is required as a result
of 1970 amendments to the federal Omnibus Crime Control and Safe
Streets Act of 1968, which require the states, beginning in 1973, to
provide (1) one-fourth of the non-federal match for all action grant
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projects supported by 1972-73 and subsequert federal funds, and (2)
a cash appropriation of at least 40 percent of the non-federal match for
grants made to state agencies. Prior to the effective date of these
amendments, in-kind services may be used as match for federal funds.
The projects are funded on a 75-percent federal, 25-percent non-fed-
eral matching basis. o

The requested $178,868 for courcil operating expenses represents
an increase of $35,782 or 25.0 percent over estimated General Fund
expenditures for this purpose in the current year. This sum would be
supplemented by $2,051,800 in federal matching funds for CCCJ plan-
ning and administration, thus giving the council a total support budget
of $2,230,668 for the following three programs: (1) Criminal Justice
Comprehensive Planning, which involves developing and revising the
annual comprehensive state plan to reduce crime; (2) Criminal Justice
Program Implementation, which implements and administers the fed-
eral action grant award program; and (3) Support Services and Gen-
eral Administration, which reviews grant proposals, provides fiscal
and accounting services, and conducts field audits of projects.

Council Faces Funding Uncertainties, Probable Program Reduction

The council’s program and workload data for the budget year are
based on the assumption that approximately $60 million in new federal
grant moneys will be allocated to California in 1972-73 as indicated in
the workload data for the “proposal review, monitoring and audit”
program element. However, to receive that level of federal funding,
the state would need to appropriate $5,750,000 in matching funds. The
budget proposes an appropriation of $1,665,000 in state funds, an
amount sufficient to provide match for approximately $17,372,610 in
1972-73 federal funds. Thus, the council’s program description and the
proposed state allocation are incompatible, in that the council’s
operating budget assumes that California will receive an additional
$42.6 million in 1972-73 federal matching funds for which no state
match has been provided in the budget.

Although the council has not yet expended any of the $43 million
in federal 1971-72 grant moneys, and most of those funds thereby will
be available for project allocation in the budget year, the proposed
$1,665,000 General Fund appropriation signals a reduction in state and
federal support of the council’s program which will reduce staffing
requirements by the end of the budget year. Unless additional state
or federal support for council programs is provided, for example
through amendments to the federal Crime Control Act eliminating
the state buy-in provision, enlargement of the council’s staff as re-
quested below appears unwarranted.
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Seeks 29 New Positions

The council, which has a presently authorized staff of 83.5 positions,
requests the addition of 29 new positions in the budget year at a total
annual salary cost of $282,507. Most of these new positions would be
assigned -to' the: Support Services -and- General AdministrationPro-
gram, which would increase from an estimated 24 man-years of staff
support at the beginning of the current year to 54.5 man-years in the
budget year. Part of this increase results from shifting program ele-
ments from other programs to Support Services and General Adminis-
-tration.

Based on anticipated reductions in tbe council’s federal grant pro-
gram by the end of the budget year resulting from the proposed state
cash matching level of $1,665,000 indicated in the budget document,
we recommend that the Legislature authorize a net addition of seven
limited-term positions (rather than the 29 proposed new positions
indicated on page 77 of the Program Budget Supplement) to the
council’s current authorized staff of 83.5 positions, consisting of a divi-
sion chief, one fiscal examiner III; three fiscal examiner I one ac-
counting technician, and one stenographer posztzon for ‘a total
General Fund reduction of $29,360.

Due to the large number and substantial size of federal grants that
have been made in the past thirty months, the council has a responsi-
bility to conduct field audits of funded projects in order to account for
the expenditure of federal funds. The fiscal examiner, accounting, and
clerical positions recommended above would be used for this purpose.
Due to uncertainties regarding future council funding, we suggest
that these positions be filled for a limited term ending December 31,
1973.

The division chief position is requested for a limited term ending
October 31, 1972, and is needed for temporary replacement of a divi-
sion chief who is on loan until that date to organize a regional planning
board for Contra Costa County. Costs for this position are reimbursed
fully by the regional planning board.

The total salary cost of the seven addition staff positions which we
recommend is $63,478, which is a reduction of $219,029 from the salary
cost of the 29 new positions requested by CCCJ. This reduction in new
positions in turn would cause a total reduction of approximately $367,-
000 in council expenditures, consisting of approximately $242,100 in
personnel costs (salary costs plus staff benefits) and $125,000 in operat-
ing costs. Because the Géneral fund appropriation supports approxi-
mately 8 percent of the council’s operating budget, the recommended
reduction in new positions would result in an overall General Fund
reduction of 8 percent of $367,000, or $29,360.

Table 4 shows the council’s existing staffing level, its proposed staff-
ing level, and the staffing level which we recommend for fiscal year
1972-73.
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Table 4

Existing, Proposed, and Recommended CCCJ Staffing Levels °
for Fiscal Year 1972-73

(In Personnel Man-years) " Staffing Level .
recommended
Existing Proposed by .
staffing = staffing Legislative
. level ! level Analyst
I. Comprehensive Planning
A. Preparation, development and revision of

state comprehensive plan . 78 118 78
B. Comprehensive planning for juvenile delinquency

prevention and control 0 0 0
C. Planning and coordination with related federal

programs y 0.5 1.5 0
D. Development, assistance and review of regional i : ‘

and local planning cOMPEtence ............oivmsivenmsesonnens 99. - _109 109:

1. Program Implementation

A. Technical assistance to local agencies........w.comrereermerenne 35 43 35
B. Task force support . 248 215 24.8

(28.3) (31.8) - (28.3).

I11. Support Services and General Administration

A. Executive 39 39 39
B. Research, development and evaluation .......cc.cooovvvvvcrnneen. 2.5 3.5 25
C. Fiscal and accounting 6.4 94 84
D. Proposal review, monitoring and audit ...........cccccereernn. 10.7 177 147
E. Business services 111 11.1 5.1
F. Grant contract services 1.3 2.3 1.8
G. Criminal justice system liaison 335 35 2.0
H. Training : 1.5 1.5 1.5
1. Management analysis . 16 _ 16 16
(425)  (545)  (415)
Totals 91.0¢ 1105 88.5

! Includes 9.5 temporary positions added administratively in the current year.

For reasons discussed below, we believe the recommended staffing
level shown in Table 4 would permit the council to function effectively
even if full federal funding is provided in the budget year. The recom-
mended staffing levels in the following analyses of council program
elements are a restatement of our general staffing recommendation, -
and may require the council to make internal staffing adjustments or
to reclassify positions.

CRIMINAL JUSTICE COMPREHENSIVE PLANNING PROGRAM

Preparation, development and revision of state comprehenéiye plan

The council requests two positions for preparation, development
and revision of the annual state comprehensive plan to reduce crime.
Last year the council requested and received three new positions for
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this function, increasing the staffing of this program element to 9.8
man-years.

In our judgment, the 1972 state plan demonstrates significant
progress toward realistic and useful planning, and future plans will
benéfit substantially from the effort that has gone into it. Given the
increasing level of criminal justice planning at local and regional lev-
els, and the long-range planning carried out elsewhere within the
council in the Research, Development and Evaluation program ele-
ment, we recommend disapproval of the two proposed positions and
two existing positions, leaving eight positions to prepare future annual
plans.

Planning and coordination with related federal programs

The council refers to this program element elsewhere in the pro-
gram budget under the title, “Planning and Coordination with State
Agencies'and Other Related Programs,” and describes its output as
follows:

“The product of this element will be an annually updated docu-
ment which will be distributed to regions and local units of govern-
ment to improve knowledge and information dissemination. Staff
will be available to serve as experts in the development and coordi-
nation of the concerned programs.”

The council proposes a staffing allocation of 1.5 man-years to this
element at a cost of $25,893. In the absence of workload data indicating
specific federal or state programs which require coordination with
council programs and justify these 1.5 positions, we recommend their
deletion. The coordination referred to should be the responsibility of
the council’s executive director and other staff members. Production
of the “annually updated document” should be the responsibility of
the program element which prepares and revises the annual state
comprehensive plan.

CRIMINAL JUSTICE PROGRAM IMPLEMENTATION PROGRAM

We recommend deletion of 3.5 proposed positions.

This program consists of two-elements: (1) technical assistance to
local agencies, and (2) task force support. The functions of the two
program elements are (1) assisting local agencies in developing ac-
ceptable projects which will fit into and become integral parts of the
- regional plans, and (2) reviewing the 21 annual regional plans.

Rather than reviewing and acting upon individual grant applica-
tions submitted directly by proponents as it has in the past, the council
now reviews and approves regional plans submitted by the 21 regional
criminal justice planning boards which it has established throughout
the state. Each regional plan contains projects which are recommend-
ed by the regional board for funding by the council.

The council is requesting that staffing for the technical assistance to
local agencies element be increased from 3.5 man-years to 4.3 man-
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years, and that staffing for the task force support element be increased
from 24.8 man-years to 27.5 man-years.

Because the regional planning boards are now operational and able
to evaluate projects at the regional level, and because the CCCJ’s role
is shifting from review of literally hundreds of individual projects to
review of 21 reglonal plans, we recommend that council staffing for
this program remain at the current-year level. The increased level of
planning and project review now being conducted at the regional
level should ultimately reduce workload for this council program,

SUPPORT SERVICES AND ADMINISTRATION PROGRAM

The Support Services and Administration Program consists of nine
functional elements: (1) executive, (2) research, development and
evaluation, (3) fiscal and accounting, (4) proposal review, monitoring
and audit, (5) business services, (6) grant contract services, (7) crimi-
nal justice system liaison, (8) training, and (9) management analysis.

Staff support for this program has increased from 14.3 positions last
year to 42.5 positions in the current year and would be increased to
54.5 positions under the proposed budget. Eight of these positions,
however, relate to program elements which have been transferred to
Support Services and General Administration from the other two
council programs in the past year. '

The level of staffing for four program elements—fiscal and account-
ing, proposal review, monitoring and audit, business services, and
grant contract services—would increase under the proposed budget
from 11.5 positions in fiscal year 1970-71 to 40.5 positions in the budget
year. We concur with the need and desirability of conducting field
gudits of funded projects, maintaining accurate financial records, and
providing business services, and we are aware of the substantial
amounts of paperwork which accompany federal grant projects.
However, given the council’s funding uncertainties and probable pro-
gram reduction in the budget year, a staffing increase of 350 percent
since 1970-71 for the above-mentioned four program elements ap-
pears unwarranted.

Business Services Program Element is Overstaffed

The 1971-72 Governor’s Budget estimated staffing requirements for
this program element at 2.7 man-years for 1970-71 and 4 man-years for
1971-72. The proposed budget indicates that an estimated 11.1 man-
years will be utilized in 1971-72 and requests continuation of that
staffing level in the budget year.

Comparison with other state agencies indicates that the staffing
level for these services (which pertain to payroll, supplies and equip-
ment, printing and duplication, and central filing services) is exces-
sive, Because the council has provided no workload information to
justify the increase, this program element should be funded at a re-
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duced staffing level of five positions.

Fiscal and Accounting Program Element

The council proposes an increase of three positions (from 6.4 to 9.4
man-years) for this program element. However, the workload infor-

‘mation provided indicates increases of 37 percent in invoices proc-

essed and 25 percent in grants accounted for. Based on the workload
indicators shown in Table 5, the element should receive two additional
positions rather than three.

Table 5§
Fiscal and Accounting Element, Workload, Staffing and Cost Data
Actual - Estimated Proposed Percent
: ; 1970071 1971-72 1972-73 Increase
Invoices processed ... 3,416 6,500 8,900 37
Grants accounted for.. 390 845 ; 1,060 25
EXpenditures .........cccoervrermmncreenmnsrres $54,049 $108,211 $128,616 19
Man-years 44 6.4 L 9.4 47

Proposal Review, Monitoring and Audit Program Element

The council requests seven new positions for this element. Based on
a standard of one project audit per financial examiner per week, four
additional examiners, rather than the seven requested, would be ade-
quate to provide annual audits of all funded projects.

Grant Contract Services :

Staffing for this program element, which is responsible for drawing
up contracts with grant recipients, should be increased by one-half
position rather than by one as requested, based on the projected
workload increase indicated in Table 6.

Table 6
Grant Contract Services Element Workload and Staffing Data
Actual Estimated Proposed Percent
1970-71 1971-72 1972-73 Increase
Number of grant contracts processed 384 525 732 394

Man-years 04 13 2.3 779

Recommend Smaller, Full-Time Council

We recommend legislation. to replace the 30-member, part-time
council by a five-member, full-time council.

The council holds monthly meetings to consider applications for
federal matching funds submitted by state, local and private agencies
and to conduct related business. The agenda of a typical council meet-
ing includes the executive director’s report and reports from the ex-
ecutive, operations, and task force committees. These latter reports,
which constitute the primary subject for council action at most meet-

.ings, generally involve consideration and approval of several regional
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plans containing a total of 30 or more applications for council grants
of federal money. ;

Due to (1) the size of the 30-member council, (2) the limited time
available (most members fly to and from meetings on the same day),
(3) the other full-time responsibilities of the members which may
limit their familiarity with council actions and practices, (4) the for-
mality necessary to conduct a public meeting of a 30-member group,
and (5) the procedural requirements set by the council itself, a dispro-
portionate amount of the council’s time is devoted to the mechanics
of council operation and consideration of grant applications, debatable
aspects of individual grant applications, and other technical and oper-
ational questions. Limited or negligible attention traditionally has
been given to broad policy questions such as the relative values or
priorities of, for example, alcohol or narcotics treatment programs as
compared with programs seeking to reduce organized crime or the
relative value of streamlining specified police administrative proce-
dures compared to correctional rehabilitation programs.

Furthermore, it appears uncertain whether genuinely productive
discussion of broad policy issues is possible under the council’s current
structure. The council appears to lack a unified, ordered set of priori-
ties describing how it intends to reduce crime and improve the effi-
ciency of criminal justice in California. This deficiency results from the
fact that the council has not been able to focus on broad policy areas
or agree on how to evaluate and rank these priorities.

Because the council meets only one day a month, members who are
absent from previous meetings sometimes are unable to'evaluate
proposed actions fully. A lack of time also hinders some eouncil mem-
bers from familiarizing themselves fully with the recommendations of
the council’s staff and task forces. The press of other responsibilities
often precludes council members from engaging in the necessary
dialogue with each other or with expert witnesses to convert technical
concepts into layman’s language and to provide full and consistent
rationale for council decisions.

For these reasons, we recommend that a five-member, full-time
council be established consisting of persons with training and back-
ground in the following fields: law enforcement, local government,
corrections, the court system, and criminal-justice related studies or
research. Five years of experience in one of these areas should be set
as the minimum experience requirement, and all five areas of exper-
tise should be represented on the council. A three-member majority
vote would be required to approve general policy and operational
decisions and grants of federal funds to state or local agencies or to
regional planning boards. The existing council members could be
reconstituted as an Advisory Committee on Criminal Justice to meet
quarterly and make recommendations for council consideration and
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to bring matters to the council’s attention. The existing task force
committees could report to the newly constituted council as at pre-
sent, subject to further review of their usefulness and possible modifi-
cation of their role.

The suggested council structure should be able to provide day-to-
day, in-depth attention to policy matters. Moreover, a full-time council
would relieve the council’s executive director of many of his appear-
ances before local, state and national groups so that he could devote
his primary attention to coordlnatmg the efforts of the council’s ex-
panding staff. ‘

If patterned after the Water Resources Control Board, salary costs
for the council would approximate $26,500 for the chairman and $25,-
000 for each of the other four members, plus staff benefits of approxi-
mately $13,600. This total additional cost of $140,000 would be shared
by the federal government (approximately 90 percent) and the State
General Fund (approximately 10 percent). Thus, the annual added
state cost resulting from these reforms would be $14,000.

CALIFORNIA CRIME TECHNOLOGICAL RESEARCH

FOUNDATION
Item 44 from the General _
Fund Budget p, 27 Program p. 78
ReqUEStEd 197273 oot $78750
Estimated 1971-72 ........creereeineeee ettt neseenas 75,000
ACHIAl 19T0-TL .o eeeerenenenes 75,000
- Requested increase $3,750 (5.0 percent)
Total recommended reduction .......... et et - None

GENERAL PROGRAM STATEMENT

The California Crime Technological Research Foundation
(CCTRF), a 20-member nonprofit public corporation, was established
by Chapter 1661, Statutes of 1967, to foster scientific and technological
research relating to the prevention and detection of crime, the appre-
hension and treatment of criminals, and the administration of criminal
justice. Chapter 1119, Statutes of 1971, extended the foundation’s exist-
ence to 1975, increased the membership of its board of directors from
15 to 20 members, and eliminated the former organizational relation-
ship between CCTRF and the California Council on Criminal Justice
(CCCJ) whereby the foundation had acted primarily as the Science
and Technology Task Force of CCCJ by reviewing all science and
technology-related grant applications for federal funds submitted to
the council and making recommendations for council action.
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ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The foundation proposes a total budget of $1,308,030 for fiscal year
1972-73, consisting of $78,750 in General Fund support, $1,128,480 in
federal funds, and an anticipated $100,800 in grants from private foun-
dations and corporations which will be deposited in a “special deposits
" account” and used to match federal grant money. The proposed Gen-
eral Fund appropriation exceeds the current-year appropriation of
$75,000 by $3,750, or 5.0 percent. State funding supports the founda-
tion’s staff and related expenses while federal and private grants sup-
port the various projects administered by the foundation.

The foundation currently is engaged in administering a number of
multi-state, federally funded projects aimed at providing better meth-
ods of preventing and detecting crime and administering criminal
justice. These projects include efforts to (1) develop new nonlethal
weapons; (2) establish national standards-and goals for criminal justice
information and statistics systems (Project SEARCH); (3) assist states
in implementing meaningful and usable systems of criminal justice
statistics; (4) upgrade administrative practices of state agencies which
are engaged in maintaining records which identify criminals; (5) es-
tablish a computerized national index of the information pertaining to
organized crime activities which is maintained by various law enforce-
ment agencies; (6) transmit and receive fingerprint facsimiles nation-
wide via satellite; (7) develop means of searching for and identifying
fingerprint cards in fingerprint files electronically; and' (8) develop
means of perimeter control (detection of intruders) utilizing laser
beams, seismic and sonic devices (Operation BREAKTHROUGH).

Currently, the foundation’s authorized staff consists of two execu-
tive and two clerical positions. The following positions were estab-
lished administratively during the current year and are proposed for
continuation. :

1 criminal justice specialist L.......ccovrnennivniinninstisionsnennnns $15,276

1 accountant L.t eeeree e 9,396

The criminal justice specialist has assisted with projects to improve
the safety of state prison guards by utilizing pulse-sensory devices
connected to radio transmitters, and to develop methods of perimeter
control at state prisons using laser beams and seismic devices. The
accountant administers the fiscal details of approximately ten projects,
most of which involve other states as well as California and require
preparation of detailed grant applications for federal funds and pay-
ments of operating expenses, salaries, and other claims submltted by
project members in other states.
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ASSISTANCE TO COUNTIES FOR PUBLIC DEFENDERS

Item 45 from the General

Fund Budget p. L-8 Program p. 82
Requested 1972=T3.....covieeeeienieeieseesessesssnssiessssssesesesesesens $775,000
Estimated 1971-72 ......ccccvmrinnnierircerneeeessceneseensesioeenegens 775,000
ACHUA]l 19T0=T1 ..coovrrreiee e e rs e bens 775,000

' Requested increase—None
Total recommended reduction .........eeveercvneneeeeneenne - None

GENERAL PROGRAM STATEMENT

This item reimburses counties for a portion of their expenditures in
providing legal assistance to indigents who are charged with violations
of state criminal law-in superior, municipal or justice courts or involun-
tarily detained under the Lanterman-Petris-Short Act. The reimburse-
ment, authorized by Section 987.6 of the Penal Code, may not exéeed
10 percent of the counties’ expenditures for such purposes. The pro-
gram was established in 1965.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The $775,000 requested for 1972-73 is identical to the amounts au-
thorized for the past four fiscal years. For the current year, the appro-
priation represents only 2.7 percent of the amount budgeted by the
counties for this purpose. As reflected in Table 1, the state has never
contributed the 10-percent maximum permitted.

Table 1
State Assistance to Counties for Public Defenders
Percent of

Fiscal year. <+ County expenditures State contribution county expenditure
196869 .....occoverrerirneens $14,422 835 $775,000 54

19,732,974 775,000 39

23,983,100 775,000 : 3.2

29,004,324 775,000 2.7

- ! Amounts budgeted. ,

‘Payments to the counties are made quarterly, in arrears, on the basis
of 10 percent of actual expenditures. If there is insufficient money to
pay the full 10 percent for a particular quarter, the remaining funds
are prorated among all claims filed for that quarter.

Claims filed for the first quarter of 1971-72 represent county expen-
ditures of $6,668,235 and a state reimbursement of $668,823. Thus, with
less than $106,177 of the-current-year appropriation remaining, funds
for this program undoubtedly will be exhausted in the'second quarter.
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ADMINISTRATION AND PAYMENT OF-
TORT LIABILITY CLAIMS

Item 46 from the General

Fund Budget p. 28 Program p- 82
Requested 1972-T3........cccevvurecrecnenat eeedieeenaend TN $1,000,000
Estimated 1971-T2 ....ccuooceieieneeceeeecrnrce st everesrereesessteassseneas 1,000,000
ACLUAL 19T0-TL .ooioreiicirieineecsiteereee e re e erebe s s e e assseassaenens 1,106,693

Requested increase—None ‘

Total recommended reduction ........coeceeeeeereeevereserennnnens None

GENERAL PROGRAM STATEMENT

Chapter 1681, Statutes of 1963, defines the liability of public entltles
and public employees for tortious acts. In 1970 the state negotiated a
three-year insurance policy which protects it against claims between
$2 million and $50 million at a cost of $198,000 annually. (A second
premium of $5,937 covers the state’s liability for accidents involving
state-owned and state-hired aircraft.) The state assumes direct liability
for payment of claims of less than $2 million and more than $50 million,
because insurance against the smaller claims has proved too costly and

-insurance to protect against those exceeding $50 million (natural
catastrophes) is not generally available.

The item provides for administration of the tort liability program,
payment of the insurance premiums, and payment of claims against
all General Fund agencies except the University of California and a
small number of agencies with unique liability problems which are
covered by special insurance. Special fund agencies, with the excep-
tion of the Department of Public Works which investigates, litigates
and pays its own claims, reimburse the General Fund for payments
made under the program on their behalf.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Under a procedure prescribed by Section 945 of the Government
Code, all tort claims are filed with the Board of Control. The board’s
staff forwards the claims to the Attorney General’s office (or, in the
case of public works claims, to the Department of Public Works) for
investigation. Claims may be settled by the board on the recommen-
dation of the Attorney General or Public Works Board, but if the
Board of Control denies the claim the plaintiff may then file suit. This
appropriation item is concerned only with claims handled by the
Attorney General.

With the approval of the Board of Control the Attorney General
may settle administratively claims not exceeding $4,000 for General
Fund agencies or $1,000 for special fund agencies. After litigation has
begun, but before a judgment is rendered, the Attorney General may
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also settle claims above these limits with the concurrence of the De-
partment of Finance and the agency involved.

Staffing and Workload

- The Department of Justice has assigned to this function a staff of 25,
consisting of 8 attorneys, 7 investigators, 1 claims supervisor and 9
clerical positions. The workload is reflected in Table 1.

Table 1
Department of Justice Tort Section Workload
: i Estimated

E 1967-68  1968-69 -1969-70 1970-71 1971-72

Number-of claims received by
Board of Control.........ccoesrirerees 387 895 472 480 475

Dollar amount of claims received .. N.A. $2,197,196,909 $119,653,827 $279,607,282 $150,000,000
Number of claims paid by Board of

Control 45 71 70 30 50
Total amount paid by Board of )

Control $34,245 $45,467 $15,722 $6,500 ~ $10,000
Lawsuits filed ......ccoovveemmerreiennrincnnne 166 172 150 149 - 150

No. won by Attorney General .... (28) (67) (79) (88) (70)

No. lost or settled out of court ... 17) (22) (40) (29) (36)
Amounts paid on lawsuits, settle- .

ments and judgments ................... $66,815 $1,024,000 $509,276 $426,431 $600,000

The $1 million appropriation request covers the payment of claims
(estimated to total $374,000), the related investigative and administra-
tive-costs of the Department of Justice ($410,063), the administrative
costs of the Board of Control ($12,000), and the cost of the insurance
premiums ($198,000 and $5,937) for the budget year. The Attorney
General’s office indicates, however, that settlement of claims pending
in the budget year could total more than the $374,000 allocated for that

_purpose. In that event, a deficiency appropriation would be necessary,
since the state is obligated to pay whatever claims may result from
court decisions and negotiatied settlements.

91 89 10 2 450




INDEMNIFICATION OF PRIVATE CITIZENS Item 47

INDEMNIFICATION OF PRIVATE CITIZENS

Item 47 from: the General

Fund Budget p. 29 Program p. 84
Requested 197273 .......cocooivmrenrernnn. et eeenon e eseeesseeseseseemnenien $500,000
EStimated 1971-T2 ...ttt eseeneesesesseeene 400,000
AcCtUAl 1970-T1 oottt st s e 419,760

Requested increase $100,000 (25.0 percent) ’

Total recommended reduction .......ccceceevveereirnerinieireeen. None
- -Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Level of awards. Based on passed year’s experience and 93
the current-year level of awards, amount proposed may
be inadequate to cover all grants of aid made during
budget year.

ANALYS!S AND RECOMMENDATIONS

We recommend approval.

These funds provide compensation to needy residents of California
who are victims of crimes of violence. Total recovery which may be
claimed by the person physically injured or by a third party who is
financially dependent upon the victim is limited to $5,000. From 1965
to 1967, this program was administered by the Department of Social .
Welfare, but since 1967 it has been the responsibility of the Board of
Control. Claims filed with the board within one year of the injury or
loss are investigated by the Attorney General and, upon completion
of the investigation, a hearing is conducted before the board. If the
claim is approved, an award not exceeding the cost of the treatment,
loss of wages or support, or other directly related expenses, will be
paid, along with attorney fees which may be up to 10 percent of the
award. Of this budget request $50,000 is for support of the Attorney
General’s investigation.

Although the General Fund is responsible for the support of this
program,; the annual appropriation is partially offset by fines which are

Table 1
Expenditures for Indemnification of Private Citizens
(Aid to Victims of Crimes of Violence)

Estimated Proposed

196768 1968-69 1969-70 1970-71 1971-72 1972-73
General Fund .....ccoeovvnerovccrernronnns $15,414 $25,000 $125,000 $125,000 $325,000  $500,000 *

Indemnity Fund ..... 6997 5728 5080 1414 2,090 2,000

Emergency Fund ‘ - 49,055 66,565 294,760 75,000 -

Totals $22,411 §$79,783 $196,645 $421,174  $402,090  $502,000
* Includes $50,000 for funding claims of citizens who have benefited the public pursuant to Chapter 1111, Statutes of 1969 (“Good Samaritan
Act”™).
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Item 48 STATE CONTROLLER

levied on the perpetrators of the crimes. Receipts from these fines are
deposited in the Indemnity Fund. Table 1, summarizing the history of
program expenditures, shows that Emergency Fund allocations were
required in fiscal years 1968-69 through 1970-71, and reflects an es-
timated Emergency Fund allocation of $75,000 in the current year.

In the current year, 113 claims totaling $202,616 were approved
between July and December 1971. Comparable figures for July to
December 1970 were 66 claims totaling $171,344. Sixteen of the cur-
rent-year claims were for the maximum $5,000 amount, compared
with 12 such claims during the same period in 1970 and three during
the comparable period in 1969. If grant payments authorized at the
semimonthly Board of Control meetings continue to increase at the
present rate, the board estimates that program requirements in the
current year will total approximately $550,000 (including the $50,000
investigative expense of the Attorney General) rather than the $402,-
090 shown in Table 1. Thus, based on past years’ experience and the
level of awards made in the first six months of the current year, both
the amount estimated to be expended in the current fiscal year and
the amount proposed for fiscal year 1972-73 may be inadequate to
cover all grants made by the Board of Control.

The proposed General Fund appropriation of $500,000 for fiscal year
1972-73 includes $50,000 for the funding of claims filed under the

“Good Samaritan Act.” Such claims were previously funded through
the legislative claims process, but pursuant to legislation enacted in
1971 (Chapter 1269) they are now funded in this item.

STATE CONTROLLER

Item 48 from the General

Fund Budget p. 29 Program p. 85
Requested 1972-T3.....cvvicvmrrnrninimenssnssaescessssessessiessmsessscsons $6,237,871
Estimated 1971-T72 ....ccooovvviveirirererrerieneensresssssesssesreresseersasenne 5,899,862
Actual 1970-T1 ....coovrrerrtrcceeereeeessne e esben s seeesssesesseeees 5,701,815

Requested increase $338,009 (5.7 percent)

Total recommended reduction ...........cceveneereriverernnnanenes Pending
) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. The State Controller will assume the disbursement func- 97
tion for the Medi-Cal Management System commencing on
a pilot basis in August 1972. A budget increase of $163,000
proposed for this purpose will be reimbursed by the Depart-
ment of Health Care Services.

2. Withholding of state income taxes will require expendi- 97
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STATE CONTROLLER—Continued

tures of $680,000 in 1972-73 for disbursement of tax refund
warrants. This amount is not included in the Governor’s
Budget but will be contained in a supplemental budget re-
quest to the Legislature from the Department of Finance.
The request will include funds related to the acquisition of a
new small scale computer which we recommend deferring
pending resolution of the consolidated EDP service center
issue.

3. The Inheritance and Glft Tax Division requestsa budget 100
increase of $96,000 in 1972-73 to support the workload gene-
rated by the acceleration of inheritance and gift tax pay-
ments. This increase will also be covered by a supplemental
budget request.

4. We recommend augmenting the Controller’s budgetby 101
$28,000 in 1972-73, to establish a two year pilot program of
contracting for civil service property tax appraisers to review
the values submitted by inheritance tax referees.

5. The Local Government Fiscal Affairs Division proposes 104
to transfer seven positions from the Street and Road program
element to the Financial Reporting and budgeting element
for purposes of improving the timeliness and accuracy of the
special district financial reports. We recommend legislation
to require these districts to have their individual reports cer-
tified by a public accountant or certified public accountant.

We further recommend elimination of four of the positions
proposed for transfer, for a General Fund reduction of $41,-
424,

GENERAL PROGRAM STATEMENT

The Controller is an elected constitutional official who is the ac-
counting and disbursing officer of the state. The Controller serves on
a number of boards and commissions including the State Board of
Equalization, the Franchise Tax Board, State Lands Commission,
Pooled Money Investment Board, Board of Control, and the various
bond finance committees.

The office is organized into seven divisions, which are responmble
for administering the three major programs identified in Table 1. It
draws support from five funds and in addition is reimbursed for serv-
ices provided to other agencies.

Estimated program expenditures for 1971-72, the proposed expen-
ditures for 1972-73 and the budget increase over the current year are
also shown in Table 1.

ANALYSIS AND RECOMMENDATIONS

The net increase in proposed program expenditures, all funds, for
1972-73 includes $115,000 for merit salary adjustments and higher staff
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Table 1

State Controller's Program Budget—All Funds
(in thousands)

Estimated Proposed
By program and element 1971-72 1972-73 Change
1. Fiscal control
Control accounting ...........ccoeeeveermeneene $626 $652 $26
Financial analysis 193 199 6
Unclaimed property ... 189 215 26
Claim audit ) 447 454 7
Field- audit 647 656 9
General disbursement...............coveneenr 679 886 207
Payroll 1,370 1,422 52
Data Processing ......co.occreescrereesonns (202) (194) (—_8)
Subtotal $4,151 $4,484 $333 -
IL. Tax administration
Inheritance tax ......ceeesnnncrnenens $1,683 $1,735 $52
Gift tax 293 292 —1
Tax collection ........cceceereiverrcvesrvennns 116 119 3
Gas tax refund .......ccoemercennrreeerernennnn. 680 699 _19
Subtotal $2,772 $2,845 $73
III. Local government fiscal affairs
Financial reporting $231 $322 $91
Streets and roads ..... 478 342 —136
Uniform accounting 49 66 17
Tax-deeded land 125 129 4
Subtotal $883 $859 —$24
IV. Undistributed administration .............. w $_2g $3
Total program costs.......... . $8,010 - $8,395 ' $385
Reimbursements........c...ovrvcoerrerneinenns —682 —820 —ﬂ
Net totals $7,328 $7,575 $247
By funds ’
General Fuel $5,900 6,238 $338
Motor Vehicle Transportation Tax ............ 103 106 3
Motor Vehicle Fuel . 1,108 990 —118
State School Building Aid ....cccoooeecvrrvrverenee 142 160 18
Aeronautics 75 81 6

benefits, $87,000 for anticipated higher prices of materials-and sup-
plies, and workload adjustments of $44,000 for increases of four author-
ized positions, two in the unclaimed property element, and two for the
inheritance and gift tax group. Expenditures for the implementation
of the Medical Management System will total $163,000, and will consist
primarily of postage, printing and new equipment, but this cost will
be reimbursed by the Department of Health Care Services.

At this time, the Controller’s proposed budget does not include
augmentations of $680,000 for staffing, supplies and new EDP equip-
ment to meet the requirements for disbursing income tax refunds in
1973, $96,000 in additional support for the inheritance and gift tax
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STATE CONTROLLER—Continued

element to meet the workload associated with the acceleration of
these tax payments, and up to $100,000 for inventory exemption audits.
We understand that the Department of Finance will submit supple-
‘mental budget augmentations to the Legislature covering these three
areas.

FISCAL CONTROL

The objectives of this program are to maintain an effective system
of internal control over the state’s financial transactions, and to report
accurately the state’s financial condition and operations in order to
assure fiscal integrity in the administration of the state government.
The divisions of accounting, audits, and disbursements carry out the
activities of the seven program elements. The allocation of personnel
to these elements and budget changes from the current year are
shown in Table 2. Our comments will be limited to the unclaimed
property and general disbursement elements because practically all of
the workload changes will occur in these two areas.

Table 2
Fiscal Control Program Staff
Man-years
Change
Estimated  Proposed Authorized  Salary
Program elements 1971-72 1972-73 Total  positions  savings
Control acCOUNtNg .....covvmrverceressecrsnerens 402 402 -
Financial analysis ....... 9.0 9.0
Unclaimed property 11.6 13.6 2.0 2.0
Claim audit 398 3938 g
. Field audit 39.1 39.1
General disbursement..........ccouceveceneerene 36.1 372 1.1 11
Payroll 1187 120.9 2.2 22
Data processing ........mensivessisessssens 167 154 —13 _ =13
Total 3112 3152 4.0 20 20

Unclaimed Property

The unclaimed property element is responsible for the administra-
tion of laws relating to estates of deceased persons and unclaimed or
abandoned property. Under the Unclaimed Property Act, holders of
property (banks, insurance companies, etc.) which has not been
claimed for a specified period of time must deliver such property to
the state. The state may liquidate any noncash items at public auction,
and the proceeds are deposited in the General Fund. Any owner who
appears, however, is entitled to a refund, and a reserve fund of $5O 000
is maintained for this purpose.

Since the passage of this act in 1959, the state has received approxi-
miately 53,000 stock certificates. To date none of the shares represent-
ed by these certificates has been sold. About 5,000 certificates are for
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shares of listed companies or shares traded over the counter, while the
remainder consists of unlisted shares with unknown market values. It
is proposed to add two positions to the Controller’s staff to prepare and
maintain.an inventory and investigate the market value of these un-
listed shares. It is anticipated that at least three years will be required .
to establish the initial inventory listing and market evaluation. We
recommend approval of these two new positions.

General Disbursements

The adoption of a state withholding tax program and the prototype
testing in two counties of a new Medi-Cal Management System by the
Department of Health Care Services starting August 1, 1972, will sig-
nificantly increase the disbursement workload of the State Controller
during the budget year.

As aresult of these two changes, the Controller s volume of ‘warrants
will increase from 3.9 million in 1971-72 to 10.1 million in 1972-73, or
an increase of 160 percent. In the following year, 197374, this warrant
volume will double again to over 21 million.

Medi-Cal Management System. Currently, the function of disburs-
ing Medi-Cal payments is handled by a contractual arrangement with
fiscal intermediaries. However, the Controller’s office intends, under
its constitutional authority, to prepare all payments under the
proposed Medi-Cal Management System (MMS). If for some reason
MMS is not implemented, we assume that the Controller will insist on
taking over the warrant issue responsibility from any fiscal intermedi-
ary.

The initial implementation of MMS will be undertaken on a pilot

‘basis in two counties beginning in August 1972 and continuing for a
period of approximately six months. If the prototype operation is suc-
cessful, the MMS program will gradually be expanded to all 58 coun-
ties. During 1972-73 this program is expected to increase the number
of warrants issued by the State Controller by approximately 1.2 mil-
lion,

During the initial six-month period these Medi-Cal disbursements
will be handled with no additions to staff or EDP equipment but the
following expenses will be incurred, which will be reimbursed by the
Department of Health Care Services.

Postage $94,000
Mailing equipment 29,000
Building alterations 20,000
Supplies, travel and other : 20,000 -
Total sy $163,000

The cost of this program after the initial test perlod will depend
upon what actions are taken at that time.

Withholding Tax Refunds. The adoption of personal income tax
withholding will result in the issuance of approximately 5.2 million
refund warrants during the first half of 1973. These refunds will cover
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overpayments on 1972 income taxes. The issuance of these refunds
coupled with the scheduled expansion of MMS, will overtax:the
capacity of the Controller’s existing EDP equipment. To handle. the
increased workload, the Controller proposes to install an additional
small-scale electronic computer in the range of the IBM:360/30 to be
replaced in fiscal year 1973-74 by.a machine in the range of the IBM
370/135.

‘We concur with the need for additional computer capablhty to meet
the above workload increases and also agree that the existing second
generation computing equipment now in use in the State Controller’s
office is obsolete and not amenable to augmentatlon

Support for the expanded EDP program is not included in the
budget. A supplementary budget augmentation request in the amount
of $680,000 will be submitted to the legislature by the Department of
Finance to cover EDP expenditures and other requirements for the
two programs. The detail of this request is shown below:

 Personal Services
Permanent positions—EDP personnel - '
* (3 positions, 1.25 man-years for 1972-73) : : $11,000

Permanent positions—Other . . :
(8 positions, 4.5 man-years for 1972-73) 30,000
Temporary positions 14,000
Staff benefits ; 6,000
Subtotal $61,000
Rental of IBM Model 360/30 (5 months) . 100,000
Other general expense : 32,000
Printing . 56,000
Postage . 418,000
Facilities operations . 9,000
Equipment . 4,000
Total . -.$680,000

Controller Studying Consolidated EDP Service Center. The State
Controller has taken the initiative in complying with a legislative
recommendation contained in the Supplementary Report of the Com-

‘mittee on Conference (Budget Bill of 1971) which states that any

planning for a new electronic computer system for the Controller
'should be completed in cooperation with EDP Master Plan Consolida-
tion Group IV. The Supplementary Report also recommends that the
State Treasurer, State Personnel Board and other fiscal and personnel
agencies be considered as prime customers for a State Controller Data
Processing Service Center.

A detailed discussion of this planning effort for a consohdated EDP
service center and an integrated fiscal and personnel system can be
found on page 000 of the Analysisin the section dealing with statewide
EDP issues.
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We expect that the requirement for additional EDP equipment in
- -the Controller’s office will occur in February 1973. Because this date
coincides with the tentative date for installation of the first computer
for a consolidated EDP center, it is likely that joint use of the equip-
- ment can occur. Therefore, planning for this new system should be
completed as part of the EDP service center study.
‘Further, if an IBM 360/30 is selected as an interim system to solve
the increased warrant workload problem, we recommend that the
.~ Department of Finance EDP Control and Development Unit take
steps to assign one of three IBM 360/30 machines that should be
available from the Secretary of State, Highway Patrol or the Depart-
ment of Social Welfare (as recommended in other sections of this
* Analysis) . -

We therefore withhold recommendation regarding the $100,000 for
equipment rental in the supplemental budget request pending resolu-
tion of the consolidated EDP service center issue and possible availa-
bility of a similar computer system from another state agency.

Long-Range EDP Plans

As we indicated before, the Controller’s office has taken the lead in
developing a plan for consolidating the fiscal and personnel data sys-
tems of six state agencies into a processing service center. Basing
much of his plan for improved EDP service on the recommendations
of the Governor’s Survey on Efficiency and Cost Control, the Controll-
er desires to replace all of his obsolete computing equipment with
modern computer systems. This would result in the capability to in-
stall centralized and automated accounting systems replacing the
hand copy ledger cards, establish an integrated financial management
information system and develop compatible payroll and personnel
EDP master files as recommended by the Governor’s Survey and a
personnel Board study (APTDAC).

If the planning for a consolidated center is successful and results in
a large central computer system which should be a more cost-effective
operation, the Controller and the other participating agencies will be
able to achieve their long-range EDP objectives with a significantly
improved state system for processing both fiscal and personnel infor-
mation. It is expected that a budget augmentation request will be
presented to the fiscal committees during the 1972 session if the six
agencies agree to embark on a consolidated EDP program.

TAX ADMINISTRATION

The function of this program is to administer the inheritance and
gift tax laws, gasoline tax refunds, delinquent motor vehicle fuel-li-
cense taxes, motor vehicle transportation tax and insurance premium
taxes. The allocation of personnel to the program elements and the
budget changes from the current year are shown in Table 3.
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Table 3 ‘
Staff of Tax Administration Program

Man-years
Change

Estimated  Proposed Authorized  Salary
Program element - 1971-72 1972-73 Total positions savings
Inheritance tax ... 109.7 1126 29 20 09
Gift tax .o 180 179 —0.1 —. —0.1
Tax collection . 90 .- 9.0 — — -
Gas tax refund...........coeensensie. 46.2 482 2.0 — 20

Total 1829 1877 48 2.0 2.8

Inheritance Tax

Under the provisions of AB 1, 1971 First Extraordinary Session, in-
heritance tax payment dates are amended to conform with 1970 fed-
eral estate tax changes. The delinquency period for payment of
inheritance taxes was shortened from two years to nine months, and
the 5-percent discount for payment of these taxes within six months
of the decedent’s death is eliminated. Even without state conformity,
the federal law was expected to result in a significant acceleration in
the filing of state tax reports. The projected normal caseload, the
impact of federal acceleration of payment dates, and the effect of state
conformity is shown is Table 4.

Table 4
Inheritance Tax Projected Caseload
1971-72 1972-73 1973-74 1974-75

Projected normal caseload

prior to federal and :

state acceleration .....o..oeeeverenne 37,600 39,500 41,500 43,600
Caseload including federal

acceleration and state

'CONFOITNILY ovvvveveorecrmenrnrrisenenrarens 42,500 47,900 44,900 46,200
Percent increase over 1971-72
“normal” caseload ...........cconenee.. 13% 21% 19% 23%

The heaviest impact of the state acceleration will be felt in the last
quarter of 1972 and the first half of calendar 1973. Although some
dropoff will occur in fiscal 197374, the cumulative effect of continual
growth will maintain the number of cases well above the 1971—72
normal level.

As a result of this caseload, the Controller is requesting a budget
augmentation of eleven permanent positions and five temporary posi-

-tions. Two of these positions are included in the Governor’s Budget for
1972-73 and the remaining positions will be covered by a supplemen-
tary request to the Legislature by the Department of Finance. It is
anticipated that the five temporary positions will be eliminated within
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one year. The eleven permanent positions represent an increase of
approximately 10 percent in the man-years devoted to this program

element. We recommend approval of the two positions in this budget,

and we will review the other positions when the supplemental request
Iis submitted to the Legisiature.

Inheritance Tax Property Appraisals

We recommend augmenting the Controller’s budget by $28,000 in
1972-73 to conduct a two year pilot program of having civil service
property tax appraisers review the values submitted by inheritance
tax referees. Under current law, court-appointed inheritance tax re-
ferees appraise all real and personal property, other than cash and
cash-type items, which is subject to inheritance tax, and make the
initial determination of the amount of tax payable. Referees are ap-
pointed by the superior court from a panel of eligible persons appoint-
ed by the State Controller for four year terms. To qualify for
appointment to the panel, an applicant must pass a written examina-
tion administered by the State Personnel Board, and have five years
of acceptable experience. At the present time there are approximately
160 panel members throughout the state, and a large portion of these
members are attorneys and businessmen rather than real estate
brokers or appraisers.

Although appointed by the Controller, inheritance tax referees act
independently and are not subject to the control or supervision by the
Controller. The tax reports prepared by the referee are audited to
verify the tax computations and the propriety of the application of the
inheritance tax law. The property appraisals, however, which form the
basis for the tax computations, are accepted by the Controller without
verification. Although the referee is required by law to furnish any
information concerning appraisals which the Controller may request,
supporting evidence or documentation of the appralsal is rarely re-
quested.

We believe that a potential exists for a significant loss in inheritance
tax revenue because of the absence of any control over the appraisal
work performed by the referees. Table 5 shows that real property
constitutes about 30 percent of the total assets in taxable cases. This
potential revenue loss could be minimized by employing appraisers on
the staff of the Inheritance and Gift Tax Division who would audit and
evaluate the work of the referees. The approach and the objectives of
these audit activities would be twofold. First, staff appraisers would
regularly perform a postaudit type of appralsal to evaluate the judg-
ment of the various referees.

The second type of activity would mvolve the staff appraiser work-
ing in conjunction with the referee on specific cases where the size of
the estate or the nature of the property involved presented particular
problems. The objective of this activity would be to eliminate or mini-
mize any deficiencies or biases in the appraisal by reviewing question-
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able areas with the referee prior to the time the tax report is filed.

Because this would be a pilot program, we recommend that the
Controller contract with the State Board of Equalization to obtain the
services of two associate real property appraisers to perform these
special audits. Such an interagency contract would allow maximum
administrative flexibility for this new program.

Table 5

Distribution of Assets, by Type of Property,
. in Taxable Inheritance Tax Cases

1967-68 Data
Millions  Percent of total
Real property
Residential $681
Commercial : ; 107
Industrial 37
Vacant lots 37
Farms i 187
Other real estate "2l
Total real property $1,070 30%
Intangible personal property
Corporate stock . $1,390
Bonds 157
Notes and mortgages 189
Cash type assets 539
Other intangibles o206
Total intangible $2,481 69%
Tangible personal property
Furniture and furnishings $8
Motor vehicle, planes, trailers 12
Jewelry 5
Other 17 o
Total personal property %4 1%
Grand total X $3,593 100%

LOCAL GOVERNMENT FISCAL AFFAIRS

This program is responsible for prescribing uniform accounting sys-
tems for cities, counties and special districts, and for issuing consolidat-
ed reports of financial transactions for several classifications of local
governmental agencies. The personnel involved in the elements mak-
ing up this program are shown in Table 6.

In 1971-72, three positions were reallocated from Financial Report-
ing and Budgeting and one from Uniform Accounting to the Street
and Road program element to conduct audits for the Department of
Public Works on three new federal grant programs. The volume of
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Table 6
Staff of Local Government Fiscal Affairs Program
Man-years
Change.

Estimated . Proposed . Authorized . Salary
Program element 1971-72  1972-73 Total positions savings
Financial reporting L
and budgeting ........coovvveerecssannne . 10.0 176 76 ‘1.0 06
Street and road reports . 26.1 174 —87 —80 —07
Uniform accounting.... 22 33 11 1.0 0.1

Tax-deeded lands .... 98 98 = — —

Totalcooumeccncerivesimmnnennaeenns 48.1 481 — — —

projects connected with these programs has been only a fraction of the
number anticipated and as a result, these four positions, plus an addi-
tional four positions can be released from this activity. The Controller
proposes to transfer seven of these positions to the Financial Report-
ing and Budgeting group and one to Uniform Accounting in order to
improve the accuracy and timeliness of the consolidated financial
reports, in particular the reports of special districts. Table 7 shows that
the 1971-72 Budget, as enacted, would have reduced the special dis-
trict report staff to 1.1 man-years. However, the transfers proposed in
that budget were not made, and as a result, 5.1 man-years are actually
assigned to this report. The 1972-73 budget proposes to increase this
staff to'8.1 man-years, but no noticeable improvement would be made
in the timely completion of this special district report.

Table 7

Preparation of Financial Transaction
Reports of Local Governments

Controllers staff Average time lapse—
(man-years) ’ in months—to prepare
these reports!
1971-72 1972-73
Reéports Original - Revised Proposed Goal  1971-72  1972-73
Cities 34 2.7 34 5 5 5
Counties 09 09 0.9 4 4 4
Water districts.......ccoo.ooerreeneeervennen. 3.3 33 33 6 8 7
Other special districts SR W | 5.1 8.1 9 12 12
Subtotal...... 87 12.0 157
Miscellaneous positions .. . 13 1.3 1.9

Total staff ...o..oomvemrrimercerrerrecrrnerenns 10.0 133 17.6

1 Only the processing time of the Local Government Fiscal Affairs Division is counted. Excluded is the EDP
processing time.

Problems of Special District Reports

The Controller’s special district financial transaction report covers
over 4,000 districts. One of the major problems involved in compiling
this report is the reviewing and checking the completeness and arith-
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metical accuracy of the information submitted by each of the districts.
Missing or questionable information requires a field trip to the offices
of the agency to obtain the correct information. In the case of the
smaller special districts, the individual responsible for preparing the
report is frequently a part-time employee who is not trained in ac-
counting or financial management. As a result, the Controller’s repre-
sentative often finds it necessary to correct the deficiencies himself.
This occurs in about half of the districts.

We recommend elimination of four government auditor II positions
for a General Fund saving of $41,424. This change would restore the
staffing pattern of the Financial Reports and Budgeting element to its
pre 1971-72 level. We also recommend that legislation be-enacted
which would require these special districts to have either a C.P.A. or
public accountant prepare and certify the material which is submitted
to the Controller’s office as the basis for this special district financial
report. This legislation should also specify that the preparation of the
reports be carried out in accordance with the uniform accounting
system as specified by the State Controller. A similar statutory require-
ment now exists for reports submitted to the Department of Educa-
tion by all school districts (Section 17206, Education Code). We
believe that such a requirement would minimize the deficiencies in
the incoming reports and permit the Local Government Fiscal Affairs
program to reach its objective of improved accuracy and timeliness of
reporting without increasing its staff over the 1970-71 level. We thére-
fore recommend approval of the transfer of three positions from the
Street and Road element, but recommend elimination of the addition-
al four positions scheduled for transfer. We also recommend approval
of the transfer of one position to the Uniform Accounting element.

ADMINISTRATION

The executive office of this division prov1des general supervision for
the six operating divisions and also assists the Controller in his duties
as a member of various boards and commissions. The administrative
service staff provides auxiliary services for the entire agency including
accountmg, personnel and mail services. About two-thirds of the divi-
sion’s costs are allocated to the three programs of this agency. The
" direct cost of the Controller, his personal staff, plus secretarial support,
are not allocated. The basis for allocation is the personnel costs, by
fund, of each of the programs elements.
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Item 49 from the Motor Vehi- ‘
.cle Transportation Tax v
Fund , o ... . Budgetp.29 Program p. 85

Requested 1972-T3.....ccveeeieeein et re et esesssrens $106,358

Estimated 1971-T2 ......ccoorveenreinnnnnesssssissssnsssnsssssssssones 103,402

AcCtUal 1970-T1 ..ottt ssases s eressssans 140,356
Requested increase $2956 (2.8 percent) Ce

Total recommended reduction ............iviereennnernnnieninn.. . None

ANALYSIS AND RECOMMENDATIONS

We recommend approva]

This appropriation is for the cost of collectlng the motor vehicle
transportation (truck) tax, the details of which are included under
Item 48.

STATE CONTROLLER
Item: 50 from the Motor Vehi-

cle Fuel Fund Budget p. 29 Program p. 85
Requested Js 6200 < S e $990,255
Estimated 1971-72 .....ccccovvveinenrrincrenenens rerenenees SR 1,108,488
Actual 1970-T1 ..ottt ses st 923,654

Requested decrease $118,233 (10.7 percent)

Total recommended reduction ........c..coceverevevreeninnnrvsnenees None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

This appropriation is for administration of the gasoline tax audits
and gasoline tax refund functions, the details of which are included
under Item 48.
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STATE CONTROLLER Items 51-52

STATE CONTROLLER
Item 51 from the State School

Building Aid Fund Budget p. 29 Program p. 85
Requested 1972-T3........ et e $159,801
Estimated 1971-72 ......cccccoivrerreerrciniirisreecreresniesessereresseseneenns 141,566
ActUal L1970-T1 .....ooreereeieereeeeiete ettt essenes 135,973

Requested increase $18,235 (12.9 percent)

Total recommended reduction ..........ccooceevieeeeeeerernienn. None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

This appropriation covers the auditing and accountlng of the expen-
ditures of school districts for property financed by state loans under
the State School Building Aid Program. These activities are included
under Item 48.

" STATE CONTROLLER

Item 52 from the Aeronautics

Fund Budget p. 29 Program p. 85
Requested 1972-T3..........cccmiercmnnineecrsnersnniaesssncssssseasesens $81,103
Estimated 1971-72 ......cccoenvinererrernrenenresressssisnsesesnens rerernreneens 74,637
Actual 1970-T1 ......cccoiveerrererreieenrerecstereetereeese e seressesessasenas 71,776

Requested increase $6466 (8.7 percent)

Total recommended reduction ..........ccocoveeeeveveeveeeeioerenenen, None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.
This appropriation covers the auditing and accounting activities for
the Airport Assistance Program, which are included under Item 48.
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Item 53 from the General

Fund . ~ Budget p. 31 Program p. 97
Requested 1972-T3.........oreinese et $26,486,349
Estimated 1971=T2 ......couvirvreretieninreecemsseesessereseosssnnssesssssenses 25,345,769
Actual 1970-71 ................ eeeeeerrreesntteer e eareeareee b eeaeteenarneeeanterss 24,108,759

Requested increase $1,140,580 (4.5 percent)
Increase to improve level of service $411 247

Total recommended reduction ............. etrreees oo sererenes $398,233
» . .. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . page

1. The implementation of Chapter 1400, Statutes of 1971, 119
which imposes the sales and use tax on gasoline will require
51 additional positions in 1972-73. We recommend approval
of these positions.

2. Two new property tax appraisers are requested for the 113
board’s intercounty equalization surveys. We recommend
approval.

3. In order to maintain and improve the auditing coverage 118
of the medium and small sales tax accounts, the budget pro-
poses 39 additional auditor positions for the field offices, and
one auditor, one clerk and one tax counsel position for neces-
sary support in headquarters.

We recommend disapproval of the 42 additional audit and -
~ related positions for a General Fund savings of $398,233.

GENERAL PROGRAM STATEMENT

The Board of Equalization is the largest tax collection agency in
California. It is governed by five elective members, four of whom are
from geographic districts (newly reapportioned by Chapter 1796, 1971
Session) and the State Controller serving ex officio. The chairman of
the board automatically serves as a member of the Franchise Tax
Board which administers the personal income and bank and corpora-
tion franchise taxes. »

The main responsibilities of the board, and the percentage of total
staff assigned to each, are outlined as follows:

1. Administer the sales and use taxes—78 percent.

2. Assess and collect the motor vehicle fuel (gasoline), use fuel

(diesel) and truck taxes—S8 percent.

3. Impose and collect the alcoholic beverage, and the state and local

cigarette taxes—2 percent.

4. Assess and allocate the property tax values of public utilities—3

percent.

5. Advise county assessors and conduct intercounty property tax
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equalization surveys—6 percent.

The board’s responsibilities are divided among 11 operative pro-
grams and will be 1mplemented by a proposed staff of 2 1431 man-years
in 1972-73.

General Review of the 1972-73 Budget Increase

The board draws its support from four major sources: The General
Fund, the Motor Vehicle Fuel Fund, the Motor Vehicle Transporta-
tion Tax Fund, and through reimbursements from other agencies,
primarily from cities, counties and a transit district for which: the
board collects a portion of the sales tax. As shown in Table 1, General
Fund support will increase in the budget year by somewhat more than
$1.1 million, approximately $410,000 of which constitutes an improve-
ment in the level of service.

Table 2 shows the composition of these increases broken down by
prevailing service level and budget augmentations due to the im-
plementation of Chapter 1400, Statutes of 1971 (which imposes the
sales and use tax on gasoline and changes the state and local rates for
these taxes), and proposals to expand the level of sales tax auditing and
property tax appraisals.

The first item “merit salary increases” represents 49 percent of the
budget change relating to the prevailing level of service and amounts
to about one-third of the total budget increase. It is fixed cost, as are
many of the other increases in the department’s request. Salary sav-
ings reflect the Department of Finance’s decision to make the agency
absorb in the current year, $125,407 in additional costs to prepare for
the implementation of Chapter 1400 during the budget year. Most of
the other cost increases reflect inflationary adjustments, increases in
the Department of Motor Vehicle charges for the services rendered
to the board, and increases in the cost for cigarette stamps due to an
increase in cigarette consumption. Communication expenses are high-
er due to the increased charges on telegrams used in the board’s
collection procedures.. The major portion of the increase for facility
operations is due to the rent increases for the various district and the
headquarter’s office.

The magnitude of reimbursements is determined by three factors:

1. The mapping service provided to the counties and the state prop-
erty tax assessees. In the past this cost was largely financed from
reimbursements by the users. In the future, it will be financed by fees
paid by local governments submitting information on tax code area
changes. As a result of this change, the money collected will be treated
as a revenue rather than'as reimbursements.

2. The board realized an increase in reimbursements when 195
~ positions were transferred from the data processing center of the
Department of Agriculture. These positions will continue to provide
essentially the same service to this department, which will in turn
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Table 1
A Comparison of Program Staff and Fund Source—Board of Equalization
Man~years
Program 1971-72 197273 Change
1. Local property tax equalization._____..______ 143.9 145.4 +1.5
2. State-assessed property tax___. .. _______.. 82.5 82.2 —-0.3
3. County appeals of intercounty equalization
appraisal___________________ [, 10.4 10.4 -
4.Salesand use tax- . . ___.__.______ 1,796.0 1,889.8 +93.8
5. Alecoholic beverage tax___ . __________.___._ 25.6 25.5 —-=0.1
6. Cigarette tax program _ .. ... ________ 19.0 ) 18.9 —-0.1
7. Motor vehicle fuel license tax__.___.________ 15.1 15.1 -
8. Use fuel tax program_______.______________ 85.0 84.7 —0.3
9. Motor vehicle transportation license tax._____ 84.5 84.2 —0.3
10. Insurance tax Program .. ... - oo oo—o.. 1.5 1.5 -
11. Appeals from other governmental programs._ _ 6.7 6.7 -
12. Administration and support—distributed to :
other programs_ ... _____ (148.9) (148.5) (—0.4)
13. Data Center contracts Wlth other public .
AZENCIES - oo e 67.1 66.6 —0.5
Totals. .. 2,337.3 2,431.0 +93.7
Expenditures 1971-72 1972-738 Change
General Fund.___ . ______ $25,345,769 $26,486,349  $1,140,580
Motor Vehicle Transportation Tax Fund___._____ 1,130,386 1,147,386 17,000
Motor Vehicle Fuel License Tax Fund..________ . 1,352,553 1,370,553 18,000
Reimbursements._ _ . ______....__ 6,608,746 7,070,150 461,404
Total all programs, all funds_________....__ $34,437,454 $36,074,438  $1,636,984
Table 2
Schedule of 1972-73 Budget Changes, All Funds—Board of Equalization
1. Existing Programs: '
Merit sa,lary inerease. . emiecmcmccnn +$354,916
Salary savings decrease oo oo +21,999
Workload and administrative adjustments__ oo ___.__ — 144,668
Proposed new positions_ - _ _ . __.lo__ +147,714
Premium pay and night shift differentials_ __ ______._____________ 49,063
Staff benefits and others_ .o oo . e —— 478,233
Operating expénses and equipment:
General expenses._ _ - - e +-100,5658
Printing . e —immeeae —9,035
Communications_ - _ o mmemncices 458,687
Travel in~-state. .. .- . +1,224
Travel out-of-state_ - _ . ) +2,400
Data Processing .. - - oo oo oo e +574
Facilities operation. o oo + 106,135
CBQuipment . - o el +24,000
Prorated charges_ _ - . +2,874
Reimbursements . . o o - oo oo o e mceeen —29,204
Total . e e +$725,470
II. New or Expanded Programs
1. 40 sales tax auditors, and 2 supporting positions. _ ... _________ +$398,233
2. 2 property tax appraisers_ .. i + 28,767
3. Chapter 1400, net cost of 51 new positions_____________________ 423,110
Total—New or Expanded Programs._ - - vmeooaeao +$450,110
III. Grand tobal o e +$1,175,580
General Fund._ .. _ -l $1,140,580 :
Motor Vehicle Transportation Tax Fund________ 17,000
Motor Vehicle Fuel License Tax.... ... __.... 18,000
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reimburse the board for its costs.

3. Chapter 1400 changed the formula whereby cities, counties and
a transit district reimburse the state for collecting the sales and use
taxes. In the past these governments paid a pro rata share of the total
costs equivalent to 1.09 percent of their receipts. This measure pro-
vides a fixed ratio of 0.82 percent of local receipts as the future charge.
This change will reduce state reimbursements by about $1.1 million
annually starting in 1972-73.

ANALYSIS AND RECOMMENDATIONS

1. Local Property Tax Equalization

This program consists of two phases, the supervision of local assess-
ment admiristration and practices as well as intercounty equalization.
Both elements of the program are designed to induce and maintain
an acceptable degree of intracounty and intercounty equalization.

While the supervision of local assessment administration is mainly
directed at assisting the local assessors to accomplish their assessment
responsibilities, it also includes a compliance program whereby the
board makes a comprehensive survey of each local assessor’s office
once every six years. Within the intercounty equalization element of
the program the board conducts a triennial appraisal survey of every
county to determine the prevailing assessment levels.

Table 3 shows the distribution of the staff between the two program
elements.

Table 3

Distribution of the Board’s Staff among the Elements of the
Local Property Tax Equaiization Program

Man-years

1970-71 1971-72 1972-73
A. Supervision of local assessment administration

Assessment practices surveys.. ... 20.8 21 20.9

Technical services and assessor’s handbook - 20.6 19.2 19.1

Appraiser training and certification.______. 9 8.5 8.5

Contract auditing services!_ - _____________ 5.8 5.4 5.4

All others. - - o oo ... - 8.2 10.8 10.8

Subtotal ... 64.4 64.9 64.7

B. Intercounty equalization_ . .. _ . .. ... ___. 79.4 79 78.7
Workload and administrative adjustment.__. - - 2

Total . oo 143.8 143.9° 145.4

1 Fully reimbursable.
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A. Supervision of Local Assessment Administration

Since the enactment of AB 80, the 1966 Property Tax Reform Bill,
the board’s role in the joint effort with the local assessors to improve
intracounty equalization has been strengthened considerably. The
board provides assistance to the assessors in property tax matters, and
it also influences local assessment practices by conducting surveys and
verifying the qualifications of the local appraisal personnel.

Assistance. In assisting the local assessor’s offices, the Legislature,
other interested groups and the general public with respect to prop-
erty tax problems, the board’s staff replies to inquiries, provides assist-
ance in the form of research into special problems, and publishes the
board’s recommendations in the form of handbooks on general and
special appraisal guidelines for the assessors’ use. These handbooks are
detailed outlines of special appraisal techniques and are advisory by
nature.

Property tax forms and rules also are prescribed by the board, but
they are mandatory rather than advisory, and they are designed to
ensure equitable treatment in all local jurisdictions.

In addition, the board performs out-of-state property tax audits for
the counties. These audits cover personal property where the full cash
value is $50,000 or more. The counties reimburse the board for these
audits. '

The board also provides a series of appraisal courses in large counties
and regional (central) schools to assist the county appraiser personnel
to meet the qualification requirements specified by law. The board
reviews and approves in-service training courses developed by coun-
ties and courses conducted by these schools, and it keeps a central file
on each of the approximately 3,000 appraisers regarding their civil
service status, appraisal experience, and annual training.

Control. The board exercises partial control over local assessment
practices by conducting an assessment practices survey in each county
at least once every six years. This survey includes an analysis of all
aspects of the county assessor’s appraisal practices and related activi-
ties, a written report is prepared and submitted after conference with
the assessor and the assessor has one year to respond to the recommen-
dations. The board estimates that it will complete 18 survey reports
during 1971-72 and expects to complete nine additional surveys in
1972-73.

Control activities of the board also include the surveillance of prop-
erty tax exemptions granted by local assessors in order to protect the
property tax base of the state. The board has statutory duties with
respect to three categories of exemptions. Claims for welfare exemp-
tions have to be submitted to the board for approval, the board ensures
the elimination of duplicate homeowners’ exemption claims on the
basis of an intercounty matching program, and board representatives
inspect exempt timber stands and serve on the timber maturity board.
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B. Intercounty Equalization

Each year a survey of local assessments is conducted in one-third of
the counties of the state in order to determine the actual assessment
level prevailing in the respective counties. This is done by selecting
a random sample of properties within the counties. The samples con-
tain all types of properties such as residences, vacant lots, business,
commercial and rural properties.

Sample Selection. The properties of every county included in the
annual survey are selected on a random basis, taking into considera-
tion, however, the appraiser manpower available, the distribution of
the types of properties to be appraised, and the statistical confidence
level desired.

Appraisal and Review. All appraisals made by the board’s staff are
reviewed with the county assessor. After review, the appraised value
determined by the board may be appealed by the assessor to the
Office of Appraisal Appeals and ultimately to the board. The results
of the board’s appraisals are used to compute the county assessment
ratio. If this ratio does not come close to the ratio required by law, the
respective county is required to adjust all the assessments on the
secured roll for the current fiscal year.

Decrease in Number of Properties Appraised. The local assessors
have become more and more sensitive to the impact of this program,
with the result that the board’s staff has to devote more of its time to
a review and discussion with the county assessors, thus reducing the
“direct” manpower available for actual field appraisals. In addition,
the analysis of samples drawn in prior surveys often results in the
adjustment of the sample for the next survey with the impact that the
composition of the total sample becomes more complex and time
consuming to appraise. As a result, the total number of the board’s
sample appraisals has had to be reduced dunng the past few years as

fOHOWS Actual number

Year of appraisals Percentage change

196566 - - oo 6,084

1966—67 e o oo oo 5,859 o —3.7
196768 - o e 5,669 —3.2
196869 . oo 5,413 —4.5
1969=70_ e 5,168 : —4.5
1970-71 o e 5,165 ) _-

1971=72 e 5,165 (estimate) o=

In order to maintain the confidence level aimed at for the total
survey, the sample size should be maintained, due to the increased
importance of the survey findings.

Fund Allocations Based on Survey Findings. While the sample size
decreased over the years the relevance of the sample findings in-
creased due to the development of the fiscal transactions affected by
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the assessment ratio findings.

The board’s findings on local property tax assessment ratios will
affect the distribution of about a $1 billion in state funds during 1972
73. The programs affected by these ratios are: school equalization and
pupil transportation aid, repayment of school building aid loans, and
the county costs for Medi-Cal under the new law (Chapter 577, Stat-
utes of 1971). These intercounty appraisals also have an 1mpact on
local property taxes because the board’s market value findings, espe-
cially on large valuable properties, frequently are used by the county
assessor to compute the future assessed value. The Board of Equaliza-
tion estimates that between $12 and $15 million annually in increased
local property taxes result from the assessors levying tax on escaped
assessments discovered by the board’s appraisals.

New Appraisers. The board is requesting two additional appraisers
for the intercounty equalization program in order to prevent a further
decline in the number of sample property tax appraisals, statewide.
We recommend approval of these positions on a workload basis. This
additional staff will be able to make about 150 additional appraisals
each year, which is about eight extra field appraisals for each of the
counties surveyed. As part of the long-range solution to this staffing
problem, the board is studying the feasibility of changing their meth-
ods of appraising different types of properties, i.e. single family homes.
2. State-Assessed Property Tax Program '

Generally the ad valorem (property) tax is a locally assessed and

. levied tax but the State Board of Equalization is assigned the function

assessing certain types of property which cannot be adequately as-

- sessed by local assessors. The board is also required to allocate the

“assessed values to the rolls of the local jurisdictions concerned. In
addition the board assesses, levies and collects a state property tax on
private railroad cars owned by companies other than railroads. The
revenues are deposited into the General Fund. The staff of the valua-
tion division which fulfills the functions described is distributed
among the different functions as follows:

~. Table 4
Staff of the Board’s State-Assessed Property Tax Program
Man-years
A, Assessment of public utilities 1970-71 197172 197813
Derivation of value indicators.___._____.___ 1.6 1.6 1.6
Field appraisals. . - _____.___ 22.5 22.6 22.5
Allocation of assessed value to taxing districts 32.4 29.0 28.9
Preparation of tax area maps. .. ..__..____ 22 3 22.2 22.1
Subtotal .o oao e ool 78.8 75.4 - 75.1
B. Private car tax
Inventory of cars___ ..o ... .. 6.9 6.1 6.1
Assessment and collection of tax__...______ .8 1.0 1.0
Subtotal .- 7.7 7.1 7.1
Total o .. ..______ e e e 86.5 82.5 82.2
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A. Assessment of Public Utilities

Each year the board values the taxable property owned and used by
common carrier railroads, telephone and telegraph companies, gas
and electric companies, express companies, as well as radio-telephone
companies. These assessments include unitary (property used for the
primary function of the company) as well as nonunitary property. In
addition the board assesses intercounty pipelines, aqueducts, canals
and ditches, and the properties owned or used by railroad car compa-
nies. For the unitary property the board establishes the market value
of the property by use of four value indicators prepared by the staff,
and after determination of the assessment ratio to be used, the valua-
tion division allocates the assessed values to the local rolls according
to the location reports submitted with the property statements by the
assessees. As shown in Table 4, the allocation function and the field
appraisals require the largest portion of the manpower. This is due to
the number of field appraisals to be made (all land and nonunitary
properties), as well as the widespread location of the properties
among the approximately 23,400 tax rate areas in the state.

Value Indicators. One of the most important value indicators used
by the board for the determination of the market value of unitary
property is capitalized earnings computed by application of an appro-
priate capitalization rate to income reported in the financial state-
ments of the assesees. Over the years the accuracy of these financial
statements submitted to the Public Utilities Commission by the small-
er utility companies has become of increasing concern to the board
due to the expansion of these companies and the recognized lack of
annual review of these statements by the PUC. Though the assessment
procedures were adjusted to reflect these conditions it seems advisa- -
ble to provide for a closer scrutiny of the accounting procedures used
and reports submitted by the respective companies. We recommend
that the Public Utilities Commission improve their review of the ac-
counting systems and reports of the smaller utility companies, thus
also improving the quality of the information used by the board for
assessment purposes. :

Fee Schedule. Since the 1969-70 fiscal year at least part of the
board’s cost for providing and distributing tax code area maps was
borne by the users of these maps (e.g. counties and utilities) by paying
a charge. The 1970-71 Conference Committee then decided that the
total cost should be borne by the users. During the 1971-72 budget
hearings opposition to this method of financing was raised by utilities
which resulted in legislative action during 1971. Chapter 1137, which
provides for a complete redesign of the method of financing. It re-
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quires the board to develop a schedule of fees to be charged to local
jurisdictions which report changes in tax area boundaries (i.e. annexa-
tions, establishment of special districts) which result in an adjustment
of the tax code area maps. The board’s cost for the mapping service
for 1972-73 is estimated at $318,902, while it expects to receive $287,000
from the sale of the maps and the filing fees. This would amount to
approximately 90 percent coverage of the cost.

B. Private Car Tax

Railroad cars not owned by rallroad companies but operatmg on
California’s railways are assessed and taxed by the board. The revenue
collected from this state property tax is deposited in the General .
Fund. The number of cars to be assessed to every private car owner
is determined on the basis of a car-day count developed from the
information contained in the car movement records submitted by the
assessees. The number of cars (by type of car) is then multiplied by
the average market value per type of car and after application of the
assessment ratio, the assessed valuation for the respective assessee is
determined. The tax rate used for computation of the private car tax
is the average statewide property tax rate for the previous fiscal year.
Therefore the private car tax for the current year is based on last year’s
figures with respect to car movements and the tax rate. There exist no
collection problems due to the board’s ability to attach credits, pre-
venting the railroads from reimbursing the private car owner for the
use of the cars before the tax liability is paid. The board expects 675,000
car movements into and out of California during 1972-73 and the tax
is expected to yield approximately $4.8 million in 1971-72.

3. County Appeals of Intercounty Equalization Appraisals

AB 80, the 1966 Property Tax Reform Bill, provided for the establish-
ment of the Office of Appraisal Appeals operating independently from
the property tax department of the board. This office is designed to
make available to the local assessors an institution where to express
their disagreément with the appraisals made in context with the inter-
county equalization surveys at a time of i 1ncreasmg importance of the

.findings made by the survey.

On occasion, the board’s appraisers and the county assessor will
disagree on the values assigned and if the differences cannot be re-
solved in a conference, the assessor can submit the dispute to the OAA
and ask for a settlement. The office’s own appraiser personnel then
review the case and make their own value determination either on
basis of the material submitted by both sides or after an independent
field appraisal. In general the office is able to settle the dispute. If it
fails to do so, either side can present the case to the board which then
makes the final decision. In general, workload in this office has peri-
odic increases and slumps. To keep the permanent staff at a minimum,
additional appraiser staff from the Department of General Services is
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used during periods of highest activities. :

During the early, slower months of the survey cycle, the-office
reviews appraisals made by the valuation division of the property tax
department. If wide differences occur in these appraisals, the two
parties hold a conference and the final report is submitted to- the
assistant executive secretary, property taxes.

Though the office was requested to take action on the largest num-
ber of cases during the first year of its existence, there was a noticeable
increase in the office’s workload last year as shown in Table 5.

Table 5
Disposition of Appeals to Office of Appraisal Appeals

1967-68  1968-69  1969-70  1970-71

Number of appraisals contested ____________ 552 334 227 330
Number of cases settled by OAA-__ el 496 272 © 217 290

(90%) (81%) (96%) (88%)
Settled by board action.__.._: S 56 62 10 50

4. Sales and Use Tax Program

During 1972-73, the board expects to collect almost $2.8 b11110n in
sales taxes; the General Fund portion will be almost $2.1 billion, the
city and county share will be $681 million, and the one-half percent
tax levied by the San Francisco Bay Area Rapid Transit District will
yield about $30 million. About 78 percent of the board’s total staff, or
1,889.8 man-years, is allocated to this program in the budget year.
Table 6 shows the distribution of manpower among the four main
activities:

Table 6

Staff of the Sales Tax Program ‘

. ] Man-years
Program element 1970-71 1971-72 197273
L AUAIING - oo 805.9 814.3 816.0
New positions requested.... .- _._.____ - - 41.0
Chapter 1400_ . - . .- .4 7.5
II. Processing tax returns. __ _______.__.______ 316.3 321.1 321.7
Chapter 1400_ . - oo - .5 . 20.7
III. Collection activity . mv-oocomccce oo 252.3 252.8 253.4
Chapter 1400 - . _ oo oo eimeeoeene ' - .5 8.9

IV. Registration of taxpayers and maintenance .

of accounts_ oo oo a_las 403.6 405.8 406.7
Chapter 1400. - . - .6 13.9
Total e 1,778.1  1,796.0 1,889.8

‘Sales Tax. Audits

During 1970-71, the board collected $32.5 million in net revenue
from 26,905 sales tax audits at a cost of $12.6 million, for a ratio of $2.58
for each dollar of cost. Table 7 shows the revenue and cost ratios for
each district, including the out-of-state offices, over the last three
years.
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Table 7
Net Revenue Per Dollar of Cost from the Sales Tax Field Audit Program
District , . 1968-69 196970 1970-71

Tos Angeles. . .o umoo ol $2.45 $2.07 $2.50
San Bernardino. _ .. Lo aas 1.51 2.39 2.16
Marysville_ _ __ ___ L ________ 2.90 1.77 1.58
San Francisco oo el 1.61 1.53 2,13
San JoSe - - o o oo e 1.48 2.28 2.02
Qakland____ . ___.___ 1.47 1.53 1,71
Santa Rosa-.._._.___. e e 1.43 1.39 1.52
Sacramento._____ . _.____ 1.62 1.72 1.43
San Diego oo oo 1.59 2.17 2.53
Fresno_ e 0.95 1.27 1.62
Average in-state__..________ e e $1.96 $1.92 $2.19
Average out-of-state_- .. __________._______. 3.63 3.81 5.30
Average-total. ... _.._______.__________ $2.14 $2.14 $2.58

For many years we have studied the sales tax field audit program.
Our analysis has focused attention on the manpower assigned to, and
the revenue productivity of, the various types of sales tax audits, both
in-state and out-of-state. A study of Tables 8 and 9 indicates that there
were 14,000 large sales tax accounts which were eligible for a field
audit in 1970. Over a three-year period, 81 percent of these eligible
accounts will be audited and they produce a high rate of net revenue
per dollar of auditing costs. Table 8 also indicates that the out-of-state
audits are the most productive,

There were about 103,000 medium sales tax accounts, and over a
three-year auditing cycle about 37 percent of these accounts will be
audited. During 1970-71, these in-state audits required 187.7 direct
audit man-years, which is equivalent to 46 percent of the total in-state
audit manpower. In our 1967-68 Analysis we contended that the board
had an excessive number of audits in its medium size sales tax ac-’
counts, and therefore we recommend a 30-position reduction in the
auditing staff. The Legislature deleted 40 auditor positions.

About 60 percent of the sales tax accounts are in the small category.
During 1970-71, the board allocated 43.5 man-years of in-state audit
staff to cover these accounts, and through careful preselection of the

. Table 8
Analysis of Sales Tax Field Audits, by Type of Audit, 1970-71
" Number Audit Net revenue
Type of sales tax accounts of audits man~years per dollar of cost
1. In-state only

Large. oo 3,388 137.0 $2.65
Medium___ . __________ 11,130 187.7 1.42
Small . ________.__..__ 3,301 43.5 1,78
Closeouts____ - _____._ 7,014 36.1 4,92
Total. . ... 24,833 404.3 $2.19

2. Out-of-state :
Large. e 396 25.2 $6.25
Medium_____._._.____ 972 16.0 2.39
Small. L. 292 4.8 4.78
Closeouts_ ... _.__._ : 412 5.6 9.81
Total . _ ... 2,072 51.6 $5.30
3. Grand total __________.__ 26,905 455.9 o $2.58
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audits, the net revenue per dollar of cost was kept close to the total
in-state average. Over a three-year cycle, only about 6 percent of these
accounts will be audited because their potential for audit recovery is
very low. - '

Closeouts are a special type of compliance auditing which occurs
when the retailer goes out of business.

Table 9
Sales Tax Field Audit Coverage Over a Three-Year Auditing Cycle—1970 Data

Audit coverage

Number of eligible

Type of account accounts Percent Number
Large. oo eeeeeea 14,000 81 11,340
Medium . - e oo 103,000 37 38,100
Small __ .o 176,000 6 10,560
Total . ool 293,000 20 . 60,000

Board Requests New Auditors. In the proposed budget, the board
is requesting 40 new sales tax auditors plus two supporting positions.
Four of these auditors are requested in order to maintain the existing
level of audit coverage as the number of sales tax accounts increases.
The other 36 auditors, plus the supporting positions, are requested in
order to increase the board’s audit coverage in the medium and small
in-state sales tax accounts.

The board contends that:

1. The audit coverage in these two groups has been significantly
reduced since 1967-68, and that now it is below an effective level,
and

2. At least 36 new positions are needed to correct this situation.

We recommend disapproval of these 40 auditors plus two support-
ing positions for a net General Fund savings of $398,233.

Our reasons for this position are:

1. The drop in audit coverage during calendar 1971 was largely due
to the Governor’s December 1970 employment freeze, and the board’s
level of salary savings, rather than to a lack of authorized positions. For
example, Table 10 shows that 418.9 man-years were spent on in-state
audits during 1970, but this level dropped by 30.9 man-years in 1971.
Now that the employment freeze is over, the audit level can be res-
tored to its 1970 level by filling vacant positions. There is no need to
create new authorized positions.

2. Table 9 showed that at 1970 workload levels, 37 percent of the
medium sales tax accounts will be audited over a three-year cycle. If
the board’s audit request is approved, then about 32 out of the 40 new
auditors would be assigned to these medium accounts, and this staff
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increase would raise the audit coverage to 43 percent. The board has
not proved to our satisfaction the need for this six-point increase in
audit average. Table 8 showed that this group of accounts has the
lowest ratio of net revenue to audit costs.

Table 10

Comparison of the In-State Sales Tax Field Audit Manpower Quotas
and Actual Work

In man-years

1970 1971

In-gtate only type of 1969 1972
sales tax accounts actual Quola Acdual Quota Actual Quota

137.7 149.9 152.9 136.0 160.5
199.9 189.1 187.5 172.1 196.9

56.2 42.5 62.9 42.9 66.0
y 53.2 37.4 51.3 . 37.0 53.9
Total o ________ 404.9 447.0 418.9 454.6 388.0 477.3

Chapter 1400. The board is requesting 51 new positions to adminis-
ter Chapter 1400, Statutes of 1971, which removes the sales and use tax
exemption on gasoline, changes the state sales tax rate to 3% percent
and allows counties to increase the local sales tax rate to 1% percent.
All of these changes will occur on July 1, 1972, and they will require
several major changes in the board’s sales tax activities. For example,
the sales tax liability of 22,200 gasoline stations will be substantially
increased. This type of retail outlet, typically has a high rate of turnov-
er, and causes collection and compliance problems. With the substan-
tial increase in the sales tax liabilities of these sellers, the potential for
future collection problem:s is drastically increased. The board hopes to
reduce the collection problems by requiring monthly payments from
the 12,700 service stations which currently are on a quarterly payment
basis. This change will increase the cashiering and other return proc-
essing activities of the board. The board also intends to increase the
‘number and coverage of closeout audits of these taxpayers:

A listing of the new positions, by organizational unit, which will
administer this workload change, follows:

Unit Positions
Data processing 1 programmer
5 keypunch operators
General services: 2 cashiers . (intermittent help)
Headquarters
processing of returns 3 calculating machine operators

2 clerical positions
2 tax representatives
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Compliance 6 clerical positions
2 tax representatives
Allocation of revenue 1 tax auditor III,
1 senior account clerk
Auditing 1 tax auditor II
1 clerk II
Districts
auditing , 5 tax auditors II
compliance 11 tax representatives

8 clerical positions

We recormmmend approval of these 51 new positions for the adminis-
tration of Chapter 1400.

The board has not solved all of the problems associated with this
legislation. One of the major unresolved issues is the question of
“security” when the new law takes effect. At present, all new sales
taxpayers are required to post security (bonds, savings certificates,
cash, etc.) at the time they obtain their sales tax permit. The usual
practice is to have the security be equal to twice the normal reporting
liability. For example, if a taxpayer is on a quarterly payment basis, and
his normal sales tax payment was $100, then he would have to post $200
in “security.” If the taxpayer in this example was a service station
operator, then his sales tax liability could be $1,000 a quarter after
gasoline becomes subject to the sales tax. His security requirements
would change to $2,000 if he continued on a quarterly payment basis,
or it would be about $650 if his taxes were due monthly. In either case,
there would be a substantial increase in the security deposits by this
type of taxpayer.

At the present time the board is reviewing th1s security issue and
its related collection problems. Its ultimate decision, which should be
imposed uniformally among the four equalization districts, could have
an impact on the future staffing needs of this agency. A possible solu-
. tion to this problem would be for the major oil companies to guarantee
the sales tax payments of their franchised dealers. If this occurred,
then the board would not have to require large security deposits from
each service station, nor would it be necessary for the board to sub-
stantially expand its field collection staff.

5. Alcoholic Beverage Tax

California’s alcoholic beverage taxes include six separate tax rates
according to the type of beverage taxed. Revenue from these taxes is
expected to reach $116 million in 1972-73. Only 25.5 man-years are
assigned to the administration of these taxes because they are paid by
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a limited number of producers and distributors. No change is request-
ed for the support of this program which mainly consists of surveil-
lance and the matching of data from monthly returns filed by the
taxpayers against shipment information submitted by agencies in-
volved in the transportation and distribution of the merchandise.
Every four months the amount of the security posted and the taxes
paid by each taxpayer are reviewed and the security requirement is
adjusted automatically. Once a year the account of every one of the
1,023 taxpayers is reviewed in a desk audit, and if discrepancies ‘exist,
a field audit is made. There are relatively few problems with respect
to the collection of this tax due to the close surveillance maintained.

6. Cigarette Tax

The 10-cent-per-package tax on cigarettes is collected from 186 dis-
tributors through the sale of stamps and meter impressions which they
obtain from a commmercial bank. The state contracts with this bank for

- the issuance of the indicia.

This tax is largely administered at headquarters, due to the type of

operations required. The taxpayers (wholesale distributors) submit
detailed monthly reports (returns) on their handling of cigarettes,
and the information is matched with that received from the bank.
Reconciliations are made of the purchase of stamps and the sale of
cigarettes, taking into account changes in the respective inventories.
Every three to four months the distributor accounts are checked more
closely and if any unreconcilable differences occur, a physical inven-
‘tory by the district personnel is scheduled. A comprehensive desk
audit of every distributor account is conducted annually, based on an
extensive matching process ‘of information submitted by all parties
sinvolved (ex. manufacturers, distributors, common carriers, banks,
wholesalers), and the banks’ handling of the indicia is reviewed. Due
to the close surveillance of all parties concerned the program is as
much a policing activity as it is concerned with the administration of
the tax. :

The agency estimates state revenue of more than $176 million dur-
ing 1972-73 fiscal year, while the estimated cost of stamp supply and
distribution is $602,853 for the budget years. These estimates are based
on the assumptions that the existing contract with the banks will be
renewed, and that cigarette consumption will increase by 2.9 percent
in 1972-73. - ‘

7. Motor Vehicle License (Gasoline) Tax

The gasoline tax is imposed upon distributors and brokers of gaso-
line at a rate of 7 cents per gallon, and at the rate of 2 cents per gallon
on fuel sold to noncommercial aircrafts by jet fuel dealers.. Although
there are 471 taxpayers registered, 99 percent of the revenue is paid
by about 20 distributors. The State Controller shares responsibility for
the administration of this tax by collecting delinquencies and making
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refunds for gasoline used for nonhighway purposes. Receipts from this
tax are deposited in the Motor Vehicle Fuel Fund, and the board
receives reimbursements from the fund for the administration cost.
Revenues are estimated to amount to $684 million in 1972-73. No
significant change in the staffing of the program is planned. The man-
power available is predominately occupied with the processing of the
tax returns in headquarters (the system employed is similar to that of
the alcoholic beverage and cigarette taxes) and the auditing of the
accounts. While the major companies are audited annually, the others
are covered by audit every other year. The auditing program is com-
plemented by an extensive field inspection program.

8. Motor Vehicle Use Fuel Tax

This levy is similar to the tax on gasoline; however, the point of
imposition is different. The tax is imposed on fuel placed into the tank
of a motor vehicle by either a licensed vendor or user (large trucking
companies with own bulk storage which buy the fuel ex-tax) at a rate
~ of 7 cents per gallon for diesel and 6 cents for liquefied petroleum gas
and compressed natural gas. The tax applies to highway uses only, and
the board makes refunds upon request from those who pay taxes on
fuels consumed in other than highway uses. Approximately 3,800 ven-
dors and users are licensed with the board, and it is estimated that
$46.1 million revenue for the Highway User Fund will be collected
from them in 1972-73.

The program setup is similar to that of the sales and use tax, with
a similar compliance and audit procedure. The audits are conducted
on a three-year cycle and are more of a compliance and policing
activity than a tax recovery effort as is the sales and use tax audit
program. The results of the latest field audits, for 1970-71, are shown
in Table 11. The surveillance element is especially important due to

Table 11

"Net Revenue per Dollar of Cost in 1970-71 from the
Use Fuel and Truck Tax Field Audits

District Use fuel Truck taz
Los Angeles _ _ .o oo eeceeaee $1.34 $1.18 .
San Franeisco_____.__._._ e e .14 1.03
Oakland _ - _ . o lieeoo. .08 : .42
FreSN0. o oo 1.22 .98
San Bernardino_ __ e 1.34 1.17
San Diego_ oo e ' —.84 .13
San Jose______.____ e e e —1.02 2.14
Santa ROS&. .ot v oo .44 .21
Sacramento_ . emnan 6.74 .39
Marysville_ . o oo .38 .99
Average in-state_ . _____________________.... $1.18 $.99
Average out-of-state__ . __ . ______ . _______ : 2.48 5.24
Average total . ___.__ e —— e $1.24 $1.31
Audit staff (man-years) . ..o oooemvonoao 21.3 29.1
Audit cost (thousands) ... __..._ $312 $443

218 12 9 600 122




Item 53 : EQUALIZATION

the type of accounts involved. The staffing of the program is un-
changed. :
9. Motor Vehicle Transportation License Tax

This tax is imposed on the gross receipts from vehicles transporting
persons or freight for hire on the state highways. Administration of the
tax is shared by the board with the State Controller who collects
delinquent accounts. Revenues collected are deposited in the Motor
Vehicle Transportation Fund and are eventually allocated to the
Highway User Fund, after both agencies have been reimbursed for
the administration cost incurred. The administrative procedures relat-
ed to this tax are similar to those of the sales and use tax program, and
involve approximately 28,000 taxpayers, for whom licences are issued,
returns processed, and audits made. The tax is expected to produce
$28 million in 1972-73.

Legislation enacted at the 1970 session (Chapter 1267) required the
board to prepare a formula for application of the tax to carriers of
household goods, and to report to the Legislature by March 15, 1972,
on the fiscal effect of the formula. Chapter 424 (1971 session) repealed
this requirement and the board now expects to increase the number
of audits in the regular audit program by utilizing the two man-years
of audit time which would have been required to fulfill this obligation.
10. Insurance Tax

The Board of Equalization administers the gross premiums tax on
insurance compromises in conjunction with the State Controller and
‘the Insurance Commissioner. Using statements submitted to the
‘board by the companies, an assessment is prepared against their gross
premiums from California business. A retaliatory tax is assessed on
““companies whose home state imposes a tax rate higher than California.
Only 1.5 man-years are allocated to the administration of this tax.

11. Appeals From Other Governmental Programs

Taxpayers who disagree with the amount of state tax liability as-
sessed against them may pay the amount in question and seek redress
in the courts, or, prior to payment they may file an appeal with the
Board of Equalization. Senior citizens who are denied property tax
assistance or are allowed only part of what they expect may also appeal
. to the board.

Intracounty equalization appeals arise from dlsputes between a
county assessing property and the public agency which owns it and
must pay a property tax on it. When property owned by a governmen-
tal agency is located outside its own jurisdiction (normally outside its
service area) the board acts as arbitrator in valuation disputes.

Table 12
Appeals From Other Governmental Programs
-1969-70 1970-71 1971-72*
Franchise and income tax ..., 190 236 ) 124
Senior citizens: 162 96 54
Intracounty equalization ...........ccoveuuns 9 3 3

*July 1, to December 31, 1971.
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Administration

During 1971, the Department of Agriculture eliminated its data
processing operations, and as a substitute contracted with the Board
' of Equalization to provide these EDP services. A total of 19.5 positions
were transferred to the board for this purpose. The 1972-73 budget
includes 148,000 in salaries and wages for these positions and $19,000
in general expenses to cover a transfer of equipment. The board will
be reimbursed by the Department of Agriculture for the cost of prov-
iding EDP services.

BOARD OF EQUALIZATION -

Item 54 from the Motor Vehi-
cle Transportation Tax Ac-
count in the Transportation

Tax Fund Budget p. 31 Program p. 97
Requested 1972-T3.......ciiiorine et essnesaeienenes $1,147,386
Estimated 1971=T2 ......cccccviniverinimircraeernaeeriennsnsssessensenens 1,130,386
Actual 1970-TL ..ot esee e sennen 1,114,622

Requested increase $17,000 (1.5 percent)

Total recommended reduction ..........cccccrieevnnnrrsecronenns None

ANALYSIS AND RECOMMENDATIONS

We recommend approval as budgeted.

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 operations. This appropriation is to cover the board’s

cost of administering the tax, the details of which are included under
Item 53.

Item 55 from the Motor Vehi-
cle Fuel Account in the

Transportation Tax Fund Budget p. 31 Program p. 97
Requested 1972-T3.......cccoiirreieeereeeeseieneesnasesceeisesnn $1,370,553
Estimated 1971-T2 ......ccivererecennrinieressssssscssnessssiesssssion 1,352,553
Actual 1970=TL .....oiviiiiieireenreererer e esb e ese st ersern . 1,314;101

Requested increase $18,000 (1.3 percent) :
Total recommended reduction S TR ~ None

ANALYSIS AND RECOMMENDATIONS

We recommend approval as budgeted.

The Board of Equalization assesses and the State Controller collects
the motor vehicle fuel (gasoline) tax. The board assesses and collects
the use fuel (diesel) tax. This appropriation is to cover the board’s cost

of administering these two taxes, the details of which are included
under Item 53.
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SECRETARY OF STATE
Items 56-58 from the General

Fund Budget p. 129 Program p. 118
REQUESEEA 1972-T3...oooreveveversessesseeemeeceererssessssssssneenssssessssosss $2,602,740
ESHMAEd 19712 ..oooooreoeeeeveeeosersosseseoeeemessessssssesssssmeessesesssresss 2,366,231

Actual 1970-T1 oot esenes 2,175,419
Requested increase $236,509 (9.9 percent) .
Increase to improve level of service $120,797

Total recommended reduction ............cccevvvernirnencreeennns None

GENERAL PROGRAM STATEMENT

The Secretary of State is a constitutional officer responsible for
carrying out the duties prescribed by the Government Code. He is
custodian of the enrolled copy of the Constitution, all acts passed by
the Legislature, journals of the Legislature and the Great Seal, and has
specified responsibilities in the following program categories.

CORPORATE FILINGS

Strict adherence to the laws governing the establishment, revision
or dissolution of the state’s corporations must be maintained to protect
the public interest. Attorneys on the staff of the Secretary of State
examine all articles of incorporation and related documents which
revise or dissolve corporate entities, and attest to their compliance
. with the appropriate statutes before accepting them for formal filing.
- In addition, all applications for trademarks, corporate and fraternal
names, and other documents required by law, are reviewed and regis-
... tered.

ELECTIONS

The Secretary of State is the chief elections officer and oversees and
coordinates all state elections. Lists of registered voters within city,
Assembly, senatorial and supervisory districts, by party affiliation, are
compiled by this office, and various statistical reports required by the
Elections Code are pubhshed

He also solicits, assembles, supervises the printing of, and distributes
all ballot arguments. A semiofficial and official canvass of election
results is conducted and made a matter of public record.

The Secretary of State serves on the State Commission on Voting
Machines and Vote Tabulating Devices with the Governor and Attor-
ney General, and acts as the commission’s secretary. Because of the
substantial investment of time required by this activity, the Secretary
of State was authorized, during the last fiscal year, to hire an executive
' secretary to the commission for general administrative duties and to
revise and evaluate proposals for new devices or changes in already
acceptable devices.
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FINANCING STATEMENTS

Under the Uniform Commercial Code, Uniform Federal Tax Lien
Registration Act and the Government Code, the Secretary of State is
required to accept for filing as a public record financial statements
which perfect security interests in personal property. On January 1,
1970, the Secretary of State began filing notices of tax liens as well.

Most of the electronic data processing equipment in the depart-
ment is used for this activity because the program entails the storage
of these documents and retrieval of information upon request from
the public.

NOTARY PUBLIC

The Secretary of State has responsibility for the appointment of
notaries public. This responsibility includes the issuance of original
certificates and review of certificates every four years for purposes of
renewing the appointments. The Secretary of State also provides veri-
fication of the authenticity of notary signatures upon request from the
public. '

ARCHIVES

The Chief of Archives and his staff collect, catalog, index and pre-
serve historic and otherwise valuable papers and artifacts. Documents
requiring repair are restored by a document restoration technician
and they are laminated for permanent preservation. Reference serv-
ices are provided for the public. The archivists receive some advice
and direction from the Heritage Preservation Commission of which
the Secretary of State is secretary.

ADMINISTRATION

The Secretary of State and his staff provide policy and supervision
to the above functional activities, and perform personnel, budgetary,
accounting and other‘administrative functions for the department
including the development and operation of electronic data process-
ing systems which support the other departmental programs.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The proposed budget for the Secretary of State in fiscal year 1972-73
represents an increase of $236,509 or approximately 10 percent over
the current-year estimated expenditures. The increase is due largely
to a minor capital outlay program for the State Archives Program and
because 1972 is a general election year requiring additional expendi-
tures for ballot pamphlets and for expenses of presidential electors.

It is estimated that the Secretary of State will remit to the General
Fund revenues of $4,394,200 during fiscal year 1972-73, an increase of
5.3 percent over this year’s estimated revenues. This increase is less
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than the percentage increase expected in the current fiscal year over
fiscal year 1970-71 (11.9%) because candidate filing fees are collected
for primary elections and are not required for most candidates in
general elections. Revenues from candidate filing fees in the proposed
budget year will decrease by $225,000 because of this situation. This
revenue loss is more than offset, however, by increased revenues
(with associated workload increase) in the Corporate Filing, Financ-
ing Statements and Notary Public programs. Estimated revenues to be
remitted to the General Fund during fiscal year 197273 are expected
to exceed program expenditures by nearly 170 percent.

New Office in Los Angeles

During the 1971 legislative session the Secretary of State requested
an augmentation to the Governor’s Budget of $209,283 to provide
functional and staff realignments and funding for offices in Los Ange-
les and San Francisco. Justification for the request was made on the
basis of providing a more direct service to corporations and the public
in the Los Angeles region and the requirement for office facilities in
San Francisco for use by the Secretary of State while performing
duties in that city.

This request was granted by the Legislature and office space was
secured in Los Angeles and San Francisco soon after the current fiscal
year began. Beginning in January 1972, the Secretary of State will
process articles of incorporation, financing statements and corporate
name documents in the Los Angeles. office. The secretary plans to
increase the capability of the Los Angeles office as workload requires,

‘but there is no request for this purpose in fiscal year 1972-73.

ARCHIVES PROGRAM

The largest single budget increase is $92,555 (68 percent over es-
timated current year expenditures) for support of the Archives Pro-
gram. The proposed increase will provide for a historical document
display facility in the State Archives Building. Currently, there are two
small displays in the building which are incidental to the storage areas.
Therefore, the only visitors to observe the displays are those persons
engaged in research of the files. ,

The new display facility will permit all visitors to (1) view many
more historical and otherwise valuable documents and artifacts re-
garding the State of California than would otherwise be possible and
(2) view the documents in an atmosphere conducive to full apprecia-
tion of the artifacts. , '

We recommend approval.

CORPORATE FILING PROGRAM

As a result of legislation passed during the 1969 session, the Secre-
tary of State receives, between April 1 and July 1 of each year, approxi-
mately 175,000 documents regarding corporations and their agents for
recordation. In accordance with law, a $3 filing fee has been set for this
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activity to cover administrative costs. Fees are remitted to the General
Fund. '

Consultant Recommends Interim System

Recognizing that the corporate filing process could be automated,
the Secretary of State had developed a preliminary budget request to
upgrade data processing equipment and obtain additional personnel
to conduct the design and implementation of the new program. The
office took the position that it must have a dedicated computer facility
but the Office of Management Services (whose duties have now been
transferred to the Department of Finance) recommended that the
Secretary of State consider a consolidated EDP facility in lieu of up-
grading its present computer to accommodate the new system. To
resolve this issue, a management consultant was retained to examine
the entire data storage and retrieval requirements of the office, in-
cludng financial filings, election requirements and the new corporate
filing applications. Major findings of the March 1, 1970, consultant
report were: (1) the Secretary of State had not accurately defined his
data processing requirements in the initial request for computer up-
grade, (2) additional personnel and data processing equipment would
be required to meet the level of service planned by the Secretary of
State, (3) anumber of alternatives exist for providing the data process-
ing capacity required, including sharing of electronic data processing
resources, (4) objections to shared data processing facilities raised by
the Secretary of State have no significant management or technical
validity, and (5) all alternatives reviewed have significant obstacles
which must be overcome before any one alternative will be reasona-
bly successful.

Based on the above findings the consultant recommended that the
Secretary of State: (1) develop an interim system which would meet
the minimum réquirements of the new program; (2) develop concur-
rently a system which meets the long-range requirements for a com-
bined corporate index and officer name system; (3) implement the
interim system with the present computer configuration; and (4) once
the interim system is operational, reevaluate the alternatives consid-
ered by the consultant.

As a result of the consultant study, an interim corporate officer filing
system was designed and the 1970-71 budget request was augmented
$202,767 by the Legislature to implement and operate the system. In
approving the request the Legislature also expressed its intent that the
Secretary of State receive data processing services from the shared
computer facility being developed at the Department of General
Services. The Legislature directed the Secretary of State and the Of-
fice of Management Services to take appropriate steps to implement
this recommendation and report progress to the Joint Legislative
Budget Committee by June 1, 1971.
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Conflicting EDP Directives ‘

In May 1970, the Long-Range EDP Master Plan was approved by the
State Electronic Data Processing Policy Committee. This plan created
seven consolidation groups for the purpose of analyzing common
needs and consolidating computer services wherever possible. Each
state agency was a member of a consolidation group and the Secretary
of State was placed in Consolidation Group No. 4 together with most
of the state fiscal and personnel agencies. Consolidation Group No. 4
did not include the Department of General Services and it was appar-
ent, therefore, that the Secretary of State had two directives, one from
the administration which directed consolidation with the other mem-
bers of Consolidation Group No. 4 and one from the Legislature which
recommend that data processing services be received from the De-
partment of General Services.

Final Resolution Expected

The incumbent Secretary of State took office in January 1971 and
therefore had no part in earlier deliberations relative to either the
interim corporate filing program or requests for an upgraded com-
puter system. However, it was apparent that members of his staff
disagreed with the consultant’s findings and the consolidation of com-
puter facilities.

The Supplementary Report of the Committee on Conference
(Budget Bill of 1971) repeated the previous year’s recommendation
that the Secretary of State obtain data processing services from the
Department of General Services. We have also consistently recom-
mended that the Secretary of State join the Legislature, Department
of Finance and Department of Education as customers of the shared
computer facility in General Services.

We expect-the various issues discussed above to be brought into
focus by a second consultant study which is now in progress under
direction of the Secretary of State with approval of the Department
of Finance. This study will review the adequacy of the interim corpo-
rate officer program which is not fully meeting requirements of the
1969 legislation, suggest improvements in other automated programs
and make recommendations regarding the optimum solution for
providing EDP service to the Secretary of State.

The final report from the consultant is expected in late January 1972.

~We have not reviewed the preliminary findings of the study and

therefore are not able to comment on the report at this time. Howev-
. er; as we discussed above, any recommendation for a dedicated com-
puter system would be contrary to existing legislative policy regarding
EDP facilities. . .

By receiving data processing services from a shared computer facil-
ity, the Secretary of State will be relieved of operating the small
inefficient computer system now installed, have access to a large com-
puter with the capacity available to run an upgraded corporate officer
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_filing program, improve remote terminal service in the Uniform Com-
mercial Code application if required and offer any other improved
level of service which can be cost-justified before the Legislature..

We will analyze the consultants report and be prepared to discuss
the various aspects of the above problems during the Secretary of
State budget hearings.

CALIFORNIA HERITAGE PRESERVATION COMMlssloNf
Item 59 from the General,

Fund .Budget p. 33 Program p. 123
Requested 1972-T3......c.coovrerverereerreenerrersesssrenes e $800
Estimated 1971-72 .......... et everrt et et r s s aeroressebebenes 800
Actual 1970-T1 ...corereericrccrreessreisessnseceseeesessassassssssnes 463

Requested increase—None
Total recommended reduction .......c.coviviencnecieseneneinenenes None

GENERAL PROGRAM STATEMENT

‘The California Heritage Preservation Commission was created by
Chapter 1938, Statutes of 1963, and continued by Chapter 1383, Stat-
utes of 1965. The commission is composed of the Sécretary of State,
who serves as the commission secretary, representatives of four desig-
nated state agencies, a private college or university, six private citizens
appointed by the Governor and two members of each house of the
Legislature. Members serve without compensation and meet on an
irregular basis, usually four times a year.

The purpose of the commission is to advise the Secretary of State,
whose duty it is to preserve historical and otherwise valuable docu-
ments, on matters regarding the identification, restoration and preser-
vation of such documents.

. 1971 Report to the Legislature

As required by statute, the commission submitted a report to the
Legislature during the 1971 session. In this report the:commission
recommends, among other things, that exhibits of valuable documents
be displayed in state buildings outside Sacramento; exhibits be in-
stalled in appropriate nonstate museums, libraries and other facilities;
a mobile history display unit be developed for use in schools; designa-
tion of a new Archives Building in the California State Capitol Plan;
and the development of a program for safeguarding historically valua-
ble county records.

ANALYSIS AND RECOMMENDATIONS
The commission has requested $800 to provide for travel and gen-

eral administrative expenses during the 1972-73 fiscal year.
We recommend approval.
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Item 60 TREASURER

~ STATE TREASURER
Item 60 from the General

Fund Budget p. 35 Program p. 124
Requested 1972-T3.....rcceeereeeeieseeseaesressssaeressssassssssssenes $1,020,474
Estimated 1971-T2 .......ivrrneiererninriscsiereneseesssenssssserssssones . 960,451
Actual 1970-71 ... SRRSO 837,438

Requested increase $60,023 (6.2 percent)

Total recommended reduction ........cccvvieinersiireerrencans Pending
i Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. We recommend approval of the one man-year staff in- 135
crease in the investment program.

2. We withhold recommendation on the amount budgeted 137
for data processing, pending completion of an acceptable
EDP proposal.

3. Subject to the presentation of an acceptable EDP pro- 138
posal, we recommend approval of the additional computer
operator trainee on the warrant processing staff.

GENERAL PROGRAM STATEMENT

The State Treasurer is charged with the following responsibilities:

1. Provide custody for all money and securities belonging to, or held
in trust by the state;

2. Invest temporarily idle state and other de51gnated funds;

3. Pay warrants and checks drawn by the State Controller;

4. Prepare, sell and redeem general obligation bonds of the state;

5. Prevent the issuance of unsound securities. by districts and by
other agencies. ‘

These responsibilities are implemented through the six programs

. shown in Table 1. ‘

Table 1
Program Requirements of the State Treasurer's Office
] Man-years Expenditures (in thousands)
' Actual  Estimated Proposed  Actual FEstimated Proposed
Program elements 1970-71  1971-72  1972-73 .  1970-71 1971-72  1972-73
1. Bond sales and service.. 104 119 115 $290.5 $322.7 $339.0
2. Investment services ...... 42 4 5 121.5 131.8 147.7
3. Paying and receiving .... 18 242 25.8 . 350.7 456.7 477.1
4. Trust SErvices .........oueeeee 125 13.2 131 200.9 219.6 227.3
5. District
Securities Division .......... 8 9.1 - 91 1777 1872 185.8
6. Administration ) : i
(cost distributed
to other programs) ........ 13 154 153  (2674)  (292.8) (3194)
66.1 718 798  $1,141.3  $1,3180 $1,376.9
- - — —3039 --3576 —356.5

— - — $837.4 $960.4 $1,020.4
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Higher operating expenses (predominantly rent) and the proposed

two staff positions largely account for the increase in total expendi-
tures during 1972-73. Lower reimbursements, however, increase the
growth in General Fund support to 6.2 percent.
' Rental expenses are increased from $53,425 in the current year to
$78,808 in the budget year, a 47 percent growth. This change is due
exclusively to a new policy by the Department of General Services
which is designed to equalize rental costs among state agencies. At the
present time, the State Treasurer pays 22% cents per square foot.
Under the new policy, this office will pay 40 cents per square foot,
which is a standard charge being applied to several state agencies.

ANALYSIS AND RECOMMENDATIONS

BOND SALES AND SERVICE
Issuing, selling, servicing, and redeeming of all General Obligation
Bonds, State Building Certificates, and California State College Reve-
nue Bonds are the responsibilities of this program. Bond servicing and

brochure costs, reimbursed from individual bond funds, are estimated
at $65,000 for the budget year.

Bond Interest Rates Expected to Increase
History of the Treasurer’s bond marketing activity is shown in Table

2.
Table 2
Treasurer's Bond and Note Sales
(in millions)
Actual Estimated Estimated
1970-71 1971-72 1972-73
© Average Average Average
. Amount int rate Amount  int rate Amount - Int. rate
General obligation bonds..” - $585.5 5.36% $500 4.70% $430 - 475%
Revenue bonds ..., 35.7 6.55 133 6.00 80 6.00
Bond and revenue
anticipation notes............ - 100 2.35 510" 280 — —

! This figure represexits revenue antxcnpatlon notes issued dunng calendar 1971

The authority to issue these notes expires at the end of 1971—72

The interest cost of bonds issued by the state declined during the
current fiscal year. This trend reflects the recent liberal monetary
policy of the federal government and the sluggishness of private de-
mand for long-term funds. During 1972-73, however, a more moder-
ate expansion in the money supply and an increase in private credit
needs will result in an increase in the cost of the state’s borrowing,
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INVESTMENT SERVICES

The main objective of this program is to maximize the interest
return on state investments. The Treasurer, under the direction of the
Pooled Money Investment Board (composed of the Treasurer, State -
Controller and Director of Finance) is responsible for the investment
of idle state funds.

The investment program provides services for the Pooled Money
Investment Account (composed of temporarily unused balances from
the General Fund and other state funds which joined the pool) and
several other independent state funds, which utilize the Treasurer’s
services for their investment program. These independent funds in-
clude the State Highway Fund, the Condemnation Deposit Fund
(money held in trust as a result of condemnation proceedings) and the
Unemployment Compensation Disability Fund. During the past fiscal
year, some 4,600 investment transactions, totaling over $30.5 billion
were completed. Table 3 compares interest earnings from the Treas-
urer’s investment service during 1969-70 and 1970-71 fiscal years.

Table 3
Investment by the Pooled Money Investment Board
{millions)
1969-70 ) ) 1970-71
Average Average
daily daily
_ amount Percent  amount Percent
Investment program invested Earnings  yield ~ invested Earnings  Yield

Pooled money .......ccoccereeenne $1,184.5- $83.0 701% - $1,2369 $759 ' 6.14%
Condemnation.............cowcce. 314 18 5.73 280 1.6 5.75
Total $1,215.9 $84.8 $1,264.9 $71.5

A portion of the temporarily idle state funds is not invested. It is left
in non-interest-bearing bank accounts (called “compensating bal-
ances”) with nine banks to compensate them for warrant and deposit
handling services. The size of the compensating balances, determined
on a formula basis, is governed by the prevailing interest rates. Table
4 shows that distribution of investments, including the compensating
balances during 1970-71. -

Table 4

Distribution of the Average Daily Amounts of Temporéry Idle Funds
in the Pooled Money investment Account During 1970-71

{millions}
Average
daily Interest Percentage
Distribution balances earnings yield
Investrent in securities........coveerenns $668.6 ' $37.7 5.64%
Investment in time (savings) deposits 4329 29.6 6.83
Loans to General Fund. .....cooecrniice. 1354 86 6.38
Total investments....c...oo.vveeeecersvervensns $1,236.9 $75.9 6.14%
Compensatory balances ........veervvnncne 41.1 —
Total - $1,278.0 . $75.9
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The investment program also includes deposit of state moneys in
bank time (savings) accounts. The total amount to be deposited is
determined by the Pooled Money Investment Board, but the alloca-
tion of the designated amount among the 113 participating banks is
determined by the State Treasurer. These state savings deposits must
be collateralized with securities by the depository banks. The mini-
mum legal requirement for such collateral is 110 percent of the time
deposit. The Treasurer is charged with the responsibility to review
periodically the portfolios used by the banks as collateral to insure that
changing market conditions have not eroded the value of the securi-
ties in the portfolios below the required minimum.

Investment Program of the Pooled Money Investment Board

Maximizing return on investments within the statutory framework
allowed is the major criterion guiding the investment policy of the
Pooled Money Investment Board. Prior to 1966, when the state was on
-a cash accounting and budgeting system, this investment policy was
geared toward medium (i.e. 90 days to one year) and longer term (i.e.
over one year) investments in federal government securities, as well
as in bank time deposits with fixed maturity.

The 1966 change to accrual accounting and budgeting necessitated
heavier reliance on short-term (i.e. below 90 days maturity) issues due
to periodic cash shortages. Gradually, investment authority was ex-
tended to other types of securities. These new authorizations not only
allowed the state to take advantage of a higher return often prevailing
in the short-term securities market, but opened the door for greater
liquidity by allowing the Treasurer to utilize the ﬂex1ble maturity
dates of the newly authorized securities.

In addition to U.S. Treasury and other federal government securi-
ties, the Treasurer is authorized to invest state funds in commercial
paper, repurchase agreements and, as the result of Chapter 1392,
Statutes of 1971 (AB 1220), in banker’s acceptances. Investment in
commercial paper of 1-90 day maturity is limited to a maximum of 15
percent of the fund’s portfolio. Repurchase agreements are used inter-
mittently for investment of very short (i.e. 1-30 days) duration. Rates
for these securities fluctuate considerably more than for other types
of investment, but a sophisticated investment program will produce
substantial short-term gains.

During recent years securities with maturities of less than 90 days
have accounted for over 60 percent of the total investment portfolio
of the Pooled Money Investment Account. Table 5 shows the composi-
tion of these holdings for two recent years.
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Table 5
Composition of Pooled Money Investment Account Holdings
196869 1969-70
Purchase - Purchase
price Percent  Average price Percent Average
Maturity term (thousands)  of total yield . (thousand) of total yield
Under 10 days .....c...cooueees  $229,725 289%  724%  $346,432 213%  793%
10-30 days....... . 144,715 18.2 7.94 47,595 3.7 7.26
31-90 days....... 128,352 162 7.92 399,270 31.5 6.61
91 days-1 year . 73,957 9.3 5.96 163,344 129 720
1-3 years........... eetrnesaeseesrane 68,010 86 6.13 128,883 10.3 5.65
149,190 18.8 5.20 181,342 14.3 5.38

$793,949 1000%  6.88% $1,266,866 1000%  6.80%

The state’s recurring cash flow problem has been the main reason
for this concentration of investments in very short-term securities.
This move actually resulted in a financial advantage to the state, be-
cause, as Table 5 illustrates, short-term interest rates for this period
ranged above medium and long-range earning rates.

The recent enactment of state income tax withholding is expected
to ease the cash flow problem and allow the Treasurer more flexibility
to invest in long-term securities. Chapter 1243, Statutes of 1971, calling
for monthly apportionment of moneys from the Pooled Money Invest-
ment Fund to special funds, however, could reduce the size of the pool
available for longer-term investment.

Increase in Interest Yields

During the fall of 1971, short-term interest rates declined substan-
tially. A number of economic forecasting groups anticipate the short-
term rates will increase throughout calendar 1972, but will not reach
their historic peaks of early 1970.

Staff Increase Proposed
Four technical positions currently participate in the investment

program. The investment officer, with the help of the other positions
shown in Table 6 directs this program.

Table 6
The Treasurer’s Investment Program Staff

L Percent of time
Position on this program

Assistarit deputy treasurer 50%
Treasury cashier 50
Investment officer 100
Assistant treasury officer 100
Se/cretary 100

. As the result of additional duties being assigned to the cashier and
the assistant deputy treasurer, their future participation in this pro-
gram will be reduced. The addition of a second assistant treasury
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officer is proposed in the budget. This position will help the invest-
ment staff to cover the securities market in greater depth.
We recommend approval of this additional position.

PAYING AND RECEIVING

This program provides banking services for state agencies. It in-
cludes depositing tax collections, redeeming warrants issued by the
State Controller and other agencies, and accounting for state time
deposits placed in banks throughout California. These activities sup-
plement the investment program by providing the necessary report-
ing on the state’s dally cash position and furmshmg information used
in calculating the “compensating balance” formula.

Processing Workload to Increase. Table 7 indicates that during
1970-71, the Treasurer’s office processed 10 million warrants, or an
average of about 40,000 per working day. Last year we called attention
to the potential increase in the Treasurer’s warrant workload from the
adoption of income tax withholding (with its 5.2 million refund war-
rants), and the pilot program of the Controller making direct pay-
ments of Medi-Cal warrants. Withholding became effective on
January 1, 1972, and the refunds will be paid during the first half of
calenddr 1973. The pilot Medi-Cal program is scheduled to start in two
counties in August 1972, and if it is successful, it will be implemented
statewide. Table 7 summarizes the Treasurer’s current and projected
warrant processing workload.

Table 7
Projected Workload of the Treasurer's Paying and Receiving Program
(thousands)
_ Agency trust warrants
Disability Controller warrants Percent
Fiscal Year Reguler  Insurance  FReguler  Medi-Cal  Withholding  Total increase
1969-70 ..ccovnnvcniiinnns 1,322 1,255 6,208 8,785
1970-71 ........ e 1,462 2,649 5,909 10,020 14.03%
1971-72 (est.)..cwine. 1,535 2,913 6,500 10,948 9.28
1972-T8 .ovcorvvccsrrans 1,688 3,204 7150  1,173! 5,220 18,435 68.68
197374 ..ooverrervrcrreene 1,856 3,524 7865 11,821 5537 30,603 66.13
1974-T5 ..o 2,041 3,876 8652 15912 5814 36,295 18.60

! Workload expected to be produced by pilot program involving only two counties.

An anticipated workload of this magnitude requires an electronic
data-processing capability (EDP) with adequate backup to insure
uninterrupted processing of the daily volume. Furthermore, the
Treasurer has to meet a 4 p.m. deadline to compute the state’s dally
cash position.

Data-Processing Problem Unresolved

In our previous Analysis we indicated that the Treasurer participat-
ed in an experimental optical character recognition (OCR) test pro-
gram, conducted by the Department of General Services. Based on
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the results of that study, we recommended that, if the' OCR equip-
ment were retained on a contract basis, the Treasurer use this equip-
ment to process.its warrant workload. The equipment, however; was
subsequently released and the Treasurer reverted back to the old
EDP system consisting of punchcard input and data capturing by a
Spectra 70/45 computer system provided by the General Services
Data Processing Service Center. About half of the time, this system has
been incapable of computing the ‘state’s daily cash position by the
Treasurer’s 4 p.m. deadline. As a result, the state has not been able to
maximize its 1nvestment potential.

Consohdated Data Processmg Approach

The Treasurer is currently part101pat1ng ina study to determme the
feasibility of developing a consolidated data processing service center
to serve the Controller; Treasurer, State Personnel Board, Public Em-
ployees Retirement System, State Teachers Retirement System and
Veterans Affairs. This consolidated approach was recommended in
the Supplementary Report of the Committee on Conference (1971
Budget Bill) and its progress is discussed in deta11 under Item 61,
Department of Finance—Statewide EDP.

Use of MICR Equipment Anticipated

In a recently completed feasibility study, the State Treasurer con-
cluded that magnetic ink character recognition (MICR) equipment,
a system already used by most banks for warrant processing, would be
the most suitable and economical system for its own processing pur-
poses and would be most suitable to meet the anticipated increase in
processing workload. -

Based on this study, the Treasurer recommended:

1. Use the existing key-punch entry with the Spectra 70/45 data

capturing system for the balance of the current fiscal year.

2. ‘Starting July 1, 1972, use the MICR data entry and reader system
and the existing Spectra 70/45 computer for the reconcﬂlatlon
process.

3. Beginning January 1, 1973, replace the Spectra 70/45 with file
sorting and report generation capabilities, thus creating a com-

‘plete MICR “stand alone” system with its own dedlcated com-
puter.

This: MICR feasibility study is currently being reviewed by the EDP
Control and Development Division of the Department of Finance.

The special group of state EDP technicians, studying the feasibility
of a consolidated service center for the Controller, Treasurer and
other agencies, has reviewed this MICR feasibility study, and it recom-
" mends support for this new system, provided it meets the require-
ments of the entire warrant processing cycle, including the
Controller’s bank reconciliation activities. The group also states that
the operation of the MICR system should-be compatible with the
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operations of a consolidated Controller-Treasurer EDP service center.

We concur with this policy statement by the Consolidated Group
Four EDP Study Group. We withhold recommendation on the $387,-
662 EDP budget of the Treasurer’s office until an acceptable proposal
covering the increased warrant processing workload is approved by
the EDP Control and Development Division of the Department of
Finance, and presented to the Legislature.

Prdposed Staff Increase

In view of the withholding and Medi-Cal increases in warrant work-
load, the Treasurer proposes the. addition of a computer operator
trainee to help with the increasing volume. Subject to the presenta-
tion of an acceptable EDP proposal, we recommend approval of this
new position on a workload basis.

TRUST SERVICES

This program provides for the safekeeping of all state-owned securi-
ties in the Treasurer’s vault or in approved depositories. The securities
are held under agreement between the Treasurer and the banks or
trust companies and are under the Treasurer’s control.

The total value of securities held at the end of fiscal 1970-71 was $7. 8
billion. The Treasurer’s use of a TWX communication system for the
settlement of securities traded results in considerable savings in trans-
portation and insurance costs, in addition to savings accruing from
prompt settlements.

Other trust activities include the preparation and keeping of agree-
menlts on the state’s time deposits, the control and maintenance of the
required collaterals on these time deposits, as well as clipping and
processing of coupons for the collection of interest on bonds held. The
‘Treasurer expects to receive an estimated $104,000 in the current and
budget years, as reimbursements for collection and transfer-agent
costs from the various state agencies for handling of their securities.

DISTRICT SECURITIES COMMISSION

- The 1969 Legislature terminated the District Securities Commission

as a separate entity and transferred it to the State Treasurer. Its
present staff of 9.1 man-years, consists of an executive secretary,
assistant executive secretary, three engineers, an auditor and clerical
support:

The prime function of the commission is the technical and fiscal
evaluation of construction projects proposed by water and certain
other districts. Its main objective is to promote sound financial pro-
grams for districts in order to prevent excessive indebtedness and
thereby protect the public against the issuance of unsound securities.

Table 8 shows funding for the District Securities Commission.
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Table 8
Budgetary Support for the District Securities Commission
Actual Estimated Proposed
. 1970-71 - 197172 1972-73
Program cost $177,670 $187,200 $185,797
Reimbursements........oceneeensiresernnnns —103,501 — 187,200 ~185,797
General Fund cost......ccceneenn. S $74,169 - —

Prior to the current fiscal year, the commission was supported from
the General Fund, with its inspection revenues being deposited into
that fund. If revenues from fees failed to cover costs, the difference
became an added General Fund cost.

In our 1970-71 Analysis, we recommended that the commission be
entirely funded by fees charged to the local water districts which use
its services. These fees would be reimbursements, i.e., not included in
budgetary totals, and the expenditures of the commission would be
limited by the amount of fees collected. If actual receipts fell below
estimates the commission would have to reduce its expenditures or
receive an allocation from the Emergency Fund.

The Governor’s 1971-72 Budget followed our recommendation by
placing the commission on a reimbursable basis.

Historically, fee collections have been con51stently below budget
estimates. In 1970-71, for instance, the commission’s expenditures ex-
ceeded fee revenues by $74,169. The commission attributes this prob-
lem of fee collection to the unique nature of its work, in that its
activities on a particular project are expended over several years, but
the resulting fee revenues usually are received near the end of the
project. This problem has been compounded by tight money markets
and lack of federal funds, which resulted in slowdowns in construction
activity and payment of inspection fees,

Commission Expects to Cover Expenditures:

The commission reports that, as a result of the general improvement
in economic conditions, an increase in federal funds and an improved
bond market, it will probably collect at least $166,000 in fees and, given
a_continuing favorable economic climate, it may collect as. much as
$208,000 during 1971-72. If actual revenues are at the midpoint ($187,-
000) of this range or above, the commission will cover its expenses. If
not, the commission will need funding from other sources within the
Treasurer’s office, or an allocation from the Emergency Fund.

‘Reimbursement Budgeting to Continue

For fiscal 1972-73 the commission is again budgeted on a relmbursa-
ble basis. This pressures the commission to improve, as far as it can,
its fee collection procedure and, if necessary, to adjust fees upward to
meet expenses. The commission is currently considering an adjust-
ment in its fee schedules.
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DEPARTMENT OF FINANCE

Item 61 from the General

Fund ‘Budget p. 36 Program p. 127
Requested 1972-T3.......cccvevivcrnnennnrnerssssisessssssssoressesssassesesons $4,648,873
Estimated 1971-T2 ......oiicnniereeinesensessersosssssssessersosses 4,410,389
ActUal 1970-T1 ..o erecreeeessese e ssnaosaens 4,020,659

Requested increase $238,484 (5.4 percent) -

Total recommended reduction .........cceeeecennens eereeriereereenes Pending
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Budgetary Process. New budget procedures were for- 149
malized in 1971 to improve and expedite budget develop-
ment and to aid in the clarification of the role of the
Department of Finance in the budgetary process.

2. Departmerital Program Budget. We have requested the 146
department to redefine its own program budget categories to
make them a more meaningful tool for evaluation.

3. Audits Division Reorganization. The Audits Division of 148
the Department of Finance is undergoing a reorganization :
aimed at expanding and upgrading the financial audit cover-
age of state agencies 7

4. Budget Data System. The outside contract services for 149
programming and implementation of the budget data system
were terminated in December 1971. Although basic pro-
gramming and documentation is completed, extensive
modifications remain to be completed by state personnel.
Recommend a delay in budget approval for the budget data
system pending a successful demonstration of the capabilities
of the system and the submission of a schedule which speci-
fies reporting requirements and dates for the fiscal year 1972~
73, o
5. EDP Planning. During 1971 responsibility for statewide = 153
planning and coordination of EDP systems and facilities was
transferred to the:Department of Finance.

GENERAL PROGRAM STATEMENT

The Department of Finance is responsible for adv1s1ng the Gover-.
nor regarding the fiscal condition of the state and assisting in the
preparation and enactment of the Governor’s budgetary and legisla-
tive program. The department is composed of an executive office, the
Budget Division, the Audits Division, and the newly established Offlce
of EDP Control and Development. The programs which the depart-'
ment has established to carry out their responsibilities are shown in
Table 1 together with 4 comparison of man-years for each program
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and total expenditures for the current and budget years.

Table 1
Distribution of the Staff of the Department of Finance, by Programs
Man-years
Estimated Proposed :

By Programs 1971-72 1972-73 Difterence
Programming and budgeting system ..  166.6 155.6 —11.0
Fiscal and program compliance ............ 580 704 124
EDP Control and development ........... 144 15.0 6

Total staff 239.0 241.0 - 20
Total program expenditures

(thousands) . $4,410 $4,649 $239

The 197273 proposed budget includes $76,000 for merit salary and
staff benefit increases plus an increase of $52,000 in rent expense due
to reallocation of rental charges for occupancy of state-owned build-
ings. Under the new policy adopted by the Department of General
Services, rental charges to state agencies will be equalized at 40 cents
per square foot; a substantial increase over the rate currently being
charged to the Department of Finance. The shift in man-hours be-
tween programs stems from the redirection of effort in the Audits
Division toward financial auditing.

PROGRAMMING AND BUDGETING SYSTEM

The basic objective of this program is to insure the financial integ-
rity of the state through the continuing evaluation of the benefits and
costs of all state government programs, and the development of an
annual financial plan and implementing legislation. The Budget Divi-
sion is primarily responsible for carrying out the activities of this pro-
gram. The division is organized into four units under program budget
managers, each of whom have responsibilities in all of the elements of
this program. The Audits Division also contributes to the program-
ming and budgeting systemn through its management performance
audits and joint studies with Budget Division personnel.

Finance's Role in Budget Making Changed

Prior to 1969 the Department of Finance had extensive central
- control responsibilities for budgetary development, review, and ad-
ministration. In its capacity as the central budget authority, the de-
partment received budget requests from various state departments,
conducted hearings and then, based upon policies approved by the
Governor, determined a level of support for each program. In 1969 the
basic responsibility for budget preparation was transferred to the
agency secretaries. Beginning with the 1970-71 fiscal year, budgets
were prepared largely by agency personnel under the direction of the
agency secretaries, with Budget Division personnel made available to
the agencies as a staff resource. This rather drastic shift of responsibili-
ty and authority created problems of communication between the
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agencies and the Department of Finance, and left the department
without a clear delineation of its role in the budget development
process.

New Budget Procedures Adopted

Te remedy these deficiencies new procedures were formally adopt-
ed during 1971 which are designed to clarify the role of the Depart-
ment of Finance in the budgetary process and to improve the
information flow between all parties involved. These procedures are
also expected to expedite the mechanical aspects of budget assembly.
As an important byproduct, they will facilitate the integration of the
budget data system into the programming and budgeting system.

The newly adopted procedures, which are set forth in detail in the
State Administrative Manual, are summarized below.

a. Policy Guidelines. Fiscal and program guidelines for develop-
ing the budget are established by the Governor and his cabinet and
transmitted through the agency secretary to each department. Reve-
nue estimates will be prepared by the Department of Finance to be
used in the formulation of these guidelines. :

b. Baseline Budget Planning FEstimates. Budget planning esti-
mates will be prepared by the Department of Finance as the starting
point for the budget development process. The planning estimates
will be based on the prior year’s budget adjusted for price level in-
creases (but not workload increases), merit salary increases, and any
salary or fringe benefit programs approved for the current year. Plan-
ning-estimates will also incorporate shifts in priority or empbhasis, or
other policy guidelines established by the Governor and the cabinet.

c. Program Proposals. All requested changes from the budget
planning estimate will be documented in the form of a program main-
tenance proposal or a program change proposal. The maintenance
proposals are designed to cover budget augmentations required to
maintain existing levels of service, while the change proposals cover
either increases or reductions in the scope of the program or a redirec-
tion of its efforts. Demographic studies by the Department of Finance
will be furnished to assist in estimating the change in demand for state
services.

It is the responsibility of the individual department to prepare these
proposals and to submit them to the Department of Finance for its
analys1s and evaluation. Finance personnel will be made available to
assist in the development of these proposals and to render a prelimi-
nary evaluation as to their acceptability.

The Department of Finance staff may independently develop pro-
gram change proposals based upon its review and analysis of the de-
partment’s activities and programs.

d. Budget Hearings. The agency secretaries will schedule and
hold budget meetings with representatives of their respective depart-
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ments and finance representatives and formalize their recommenda-
tions to the cabinet. All program maintenance and program change
proposals approved at these meetings will be summarized and re-
ferred to the cabinet for information and ratification. All Department
of Finance proposals not accepted by the agency secretary or depart-
ment proposals accepted by the agency but not by the Director of
Finance may be separately presented to the cabinet for action. It is the
hope of the Department of Finance that, through preliminary discus-
sions and joint evaluations, the number of change proposals falling in
this latter category will be minimized. :

e. Updating of Budget Planning Estimates. All program mainte-
nance proposals and change proposals which are mutually approved
by the agency secretary and Department of Finance, will be incor-
porated into the initial budget planning estimate.

f. Governor’s Cabinet Review. The budget proposals incorporat-
ing the approved program maintenance and change proposals will be
presented by the agency secretaries to the cabinet for final review and
approval.

As indicated by these procedures, the basic responsibilities of the
Department of Finance are (1) to prepare the initial revenue esti-
mates and furnish demographic data, {2) to develop the budget plan-
ning estimates, (3) to assist in an advisory capacity to the departments
and agencies in preparation of program maintenance proposals and
program change prosposals, and/or to evaluate such proposals, (4) to
evaluate programs and program management efficiency with a view
toward independently initiating program change proposals.

Preliminary rulings on program proposals are made by the agency
secretary and the Director of the Department of Finance, with final
approval authority vested in the cabinet.

The extent to which the various departments will actually utilize the
availability of finance personnel in the development of their mainte-
nance and change proposals is at the discretion of the individual de-
partments or the agency secretary. During the preparation of the
current year’s budget, the degree of participation by finance person-
nel in this advisory capacity varied widely between agencies and also
between departments within agencies. It is the intent of the Depart-
ment of Finance to continue to encourage the maximum utilization of
finance personnel by the various agencies so that differences may be
resolved in the early stages of the budget development period and the
number of change proposals not having mutual approval be held to a
minimurm.

Department Plans Comprehensive Program Review Schedule

To carry out their program review responsibilities the department
plans to conduct program evaluation studies on a regularly scheduled
basis which will provide for a review of all existing programs on a
four-year cycle. Conceptually, program budgeting involves two dis-
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tinct areas of concern with respect to program appraisal, budgetary
planning, and budget decisionmaking. The first involves both the ini-
tial determination of the desirability of a program in terms of its total
costs compared to its benefits, and subsequent appraisals of its effec-
tiveness in actually achieving its stated objectives. The results of an
effectiveness appraisal should answer questions related to the con-
tinuation, expansion, .curtailment or redirection of particular pro-
grams. The second area focuses on program efficiency, i.e. whether
the various tasks and activities making up the program are being
performed efficiently and at minimum cost.

The program review effort of the department will concentrate on
the first of these areas, and program change proposals will be generat-
ed as appropriate on the basis of their findings. The department will
also be concerned with assessing the efficiency of program manage-
ment. To this end management performance audits conducted by the
Audits Division will complement the analysis efforts of the Budget
Division personnel.

Measures of Program Output

In response to the legislative recommendation that the budget data
system be enhanced to include measures of effectiveness and program
output, the Department of Finance has establishéd a task force of six
analysts. This group is charged with the responsibility of developing
the necessary output measures to provide reliable program evalua-
tion.

The task force commenced their study in October 1971. Their 1mt1al
effort was to develop workable definitions of output and establish
criteria which would guide the development of output measures for
all state programs.

An essential consideration of this phase of the project was that each
proposed output measure represent a valid index of accomplishment
or progress toward the specified goals or objectives of the program. A
clear distinction would be made between data which measures pro-
gress toward objectives and that which constitutes only workload in-
dicators or simply a quantification of the level of activity.

The second step was to begin the formulation of specific measures
for six of the departments included in the pilot study. These depart-
ments had been selected to represent the six general areas of state
government, as shown in Table 2.

Table 2

Departments Participating in the Output Measurement Pilot Project
Agency or area of activity Department
General government Board of Equalization
Agriculture and Services . Agriculture
Business arid Transportation Highway Patrol
Resources Conservation
Human Relations Public Health
Education Scholarship and Loan Commission
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The basic development work which is currently in progress on these
six departments is nearing completion. Testing and refinement of
-these measures will then be carried on for approximately six months.

The next phase of the study will proceed with the development of
measures for an additional six departments, again selected from each
of the agencies or general areas of government. Upon completion of
this phase the validity of the measures developed in evaluating pro-
gram effectiveness will be assessed. If necessary, the initial definitions
and measurement criteria will be modified to meet any deficiencies.
The project will then be expanded to include all state departments,
with a target date of June 1978 for completion of the development of
measures for all programs. A preliminary progress report on this pro-
ject will be made to the Legislature in February 1972.

Budget Division Organization

Both budget development and program review activities are car-
ried on within all four units of the Budget Division. The organizational
structure is geared to the program specialist concept with each unit
assigned to specific areas of state government. Within a unit, individu-
als at the principle program analyst level are given all budgetary
responsibilities for a specific department. In general, each unit has
additional analysts available to work on an as-needed basis with the
program specialist. Special sections have been established for such
functions as revenue analysis, demographic research and fiscal control

for all areas of government. Table 3 shows the a551gnment of personnel
to these various functions.

Table 3
Budget Division Professional Staff Man-Years by Assignment
1971-72

Assignment Man-years
Human Relations 4
Education . 15
General government, Agriculture, Service 7
Business and Transportation 2
Resources 4
Financial research 8
Demographic research -7
Revenue, disbursements and cash management 5
Fiscal control 8
Internal management 11
Total 81
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Department’s Own Program Budgeting Is Weak

Despite the fact that the Department of Finance has spearheaded
the drive for adoption and implementation of program budgeting for
the State of California, the department’s own program budget struc-
ture exhibits several deficiencies. The program elements are not clear-
ly defined, especially in the programmmg and budgeting system
which has 64 percent of the agency’s total staff.

This program consists of four elements:

-1972-73
Man-years
A. Program evaluation 60.1
B. Development and enactment of Governor’s
financial and legislative programs 675
C. Analysis and enactment of legislation 245
D. Budget data system . 3.5
Total . 155.6

The descriptions of these program elements are too broad and
vague to be meaningful budget evaluation classifications. For exam-
ple, a Department of Finance representative testifying before a single
meeting of a legislative fiscal committee, could have part of his time
allocated to program evaluation (A), another portion to development
and enactment of the Governor’s legislative program (B), and a third
portion to the analysis of legislation (C) and still be speaking to the
same subject. As a result of the crossover among these activities it is
not possible to gather meaningful workload data. Therefore, we have
requested the department’s management to redefine its program
budget categories so that by next year its budget presentation will be
a model for other agencies to emulate.

FISCAL AND PROGRAM COMPLIANCE

The objectives of this program are to assure that expenditures:on
programs are made as provided in the Governor’s Budget, to insure
the integrity and reliability of financial statements and reports of state
agencies, to evaluate compliance with statutes, directives, and ad-
ministration policies, and to appraise agency performance. Statutory
authority for these objectives is contained in various sections of the
Government Code. Section 13294 stipulates that the Department of
Finance shall examine the books of state agencies as often as the
director deems necessary, and Section 13070 gives the department
general powers of supervision over all matters concerning the finan-
cial and business policies of the state. In this regard, the department
is empowered to conduct such investigations and studies as it deems :
appropriate.

From an organization standpoint the Audits Division of the Depart-
ment of Finance has the primary responsibility for this program. The
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activities which are carried on in order to achieve the program objec-
tives may be described as follows:

1. Regular Agency Audits. This activity has three components
which are: (a) financial and fiscal compliance auditing (b) program
and policy compliance auditing, and (c) operational or management
performance auditing.

9. Special Studies and Investigations. This is not a regularly sched-
uled activity but is carried on whenever cucumstances indicate the
need for a particular investigation. -

The man-years devoted to these activities are shown in Table 4. The
cash management section of the Budget Division contributes a minor
number of man-years to this program.

: Table 4
Distributing of Fiscal and Program Compliance Staff
Man-Years

Regular agency audits 1971-72 1972-73 Difference

Financial auditing and :
fiscal compliance ........cccnencoreenes 15.0 36.0 21.0

Management performance and

program compliance auditing........ 170 e —170
* Subtotal 320 T 360 40
Special management studies ................. 190 265 15
Total Audits Division......c.eeerueerermsenene 51.0 62.5 115
Budget Division 20 i 29 -9
Administration ...........ssmiismienns _50 50 e
Total comipliance staff.................. 58.0 70.4 124

In our Analysis for 1969-70 and again in 1970-71, we commented on
the shift of emphasis that had been taking place in agency auditing
from the financial audit aspect to the management or performance
aspect. In 1970-71 the Audits Division staff was reduced by approxi-
mately 25 percent, which required a drastic reduction in the number
of total man-years devoted to regular agency audits, and further dilut-
ed the financial audit coverage. In 1971-72 another reduction in man-
years devoted to agency audits occurred as a result of a shifting of staff
effort from this area to special studies and investigations. The depart-
ment’s program statement noted this curtailment of regular audit
coverage and pointed out that fiscal and compliance auditing would
be limited to “reviews designed to determine the reliability of finan-
cial reporting and compliance with basic requirements of the state’s
financial and reporting procedures.” These reviews, the statement
continued, would be concentrated on the higher risk and more sensi-
tive areas, and would consist basically of reviews of the existence and
use of internal control procedures, rather than detailed verification of
supporting data.
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Financial Audit Requirements Reassessed

In view of this series of events the department in'1971 reassessed the
need for regular financial auditing and concluded that this activity had
been reduced below an acceptable minimum. To insure that sufficient
staff effort and management attention will be devoted to financial
auditing, the division is currently undergoing a reorganization which
will involve the establishment of a financial audit section within the
division, headed by an assistant division chief. Initially 36 positions will
be assigned to this new section and their efforts devoted exclusively
to financial auditing and fiscal compliance. A schedule of regular
agency audits will again be established which will provide coverage
for all agencies within a four-year cycle. Audits in the more critical
areas will be completed on a two- or three-year cycle, but the four-
year period will be the maximum. The audits by this section will be
traditional financial audits in the sense that they will be directed
toward the evaluation of the reliability and integrity of the financial
statements and other fiscal reports of the various agencies, and as such
will include the examination of journals, ledgers, and other supporting
records and documents. Detailed tests of individual transactions,
however, will be minimized and heavy reliance placed on surveys of
internal controls. A new financial audit procedures guide is being
prepared for this purpose. Regular audit reports will be issued setting
forth statements of coverage and audit findings.

Relationship With Other Audit Activities in State Government

On a statewide basis there are three levels of internal audit activity
which can be characterized as financial auditing of the “postaudit”
type. The first level is composed of the internal audit units within the
various state agencies. Personnel in these units perform a variety of
audit procedures aimed at verification of agency records and compli-
ance with internal procedures. There are currently a total of 82 au-
thorized positions in these units as shown in Table 5. These groups
generally are responsible to a departmental deputy director or divi-
sion chief. The second level of financial audit activity is that performed
by the Audits Division of the Department of Finance. The third level
is represented by the Auditor General’s office, which is responsible to
the Joint Legislative Audit Committee. The Auditor General main-
tains a staff of approximately 45 professionals who perform both finan-
cial and management audits, as well as conduct special investigations
at the request of members of the Legislature.

In addition to postaudit programs, a preaudit function is performed
by the claims audit section of the Controller’s office. This office is
currently staffed by 37 personnel who verify the propriety of requests
for disbursements of funds submitted by state agencies.

Because each of these levels of audit activity has different respon-
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sibilities and authority, it is in the interest of the state to identify and
eliminate or minimize areas of overlapping effort. The Audits Division
is cognizant of this fact and intends to plan and schedule their work
accordingly. The division views its function as complementary to these
activities and will tailor their program to meet this criterion.

Table 5
Authorized Internal Audit Positions 1971-72
Number of
Department positions

Department of Public Works 32
Department of Employment 10
Department of Water Resources .
Department of Motor Vehicles
Board of Equalization
State Compensation Insurance Fund
‘Department of Consumer Affairs
Department of Parks and Recreation
Department of Agriculture
State Controller
California Highway Patrol
Public Employees Retirement System

Total

gh—-w.&;»—mmqwmwm

The Budget Data System

The Department of Finance was authorized by the Legislature in
1969 to install a budget data system. Primary purpose of the system
was to support the development, monitoring and management of the
Governor’s Budget.

We have made numerous recommendations regarding the budget
-data system in the past three volumes of the Analysis of the Budget
Bill and in a statement prepared for a Joint Legislative Budget Com-
mittee hearing on this subject in May 1970. Essentially, these recom-
mendations which have subsequently been accepted by the
Legislature were to: (1) guarantee that the Legislature would have
independent access to information through keyboard terminals; (2)
require information regarding plans and costs for design, implementa-
tion and operation of the system; (3) insure that security and continu-
ity were maintained by installing the system on a state EDP facility
rather than a nongovernmental facility as originally proposed; (4)
involve appropriate legislative staff to assist in the development of
adequate budgetary information for the Legislature; (5) require that
the Department of Finance develop an overall plan that integrates the
budget data system with the program and budgeting system (PABS);
and (6) enhance the system with program measures of effectiveness
and output.
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Integration With PABS

The plan required in (5) above to integrate the operation of the
budget data system with PABS was submitted to the Legislature on
May 20, 1971. This plan and a budget data system supplement received
on November 1, 1971, represent the most current publications describ-
ing the systemn.

In the May 1971 report, the Department of Finance identified four
interrelated modules of PABS. Each module is considered by finance
as a natural division of the system and therefore each module lends
itself to being developed independently using feedback information
from the other modules. These four modules are: program definition,
program input, program output, and method of collection and analysis
of data.

The department states that the budget data system is the process
chosen for developing the data gathering module which will identify
all input within the program structure and sort and display (using
EDP methods) the essential information available in an orderly fash-
ion for specific programs.

System Architecture and Costs

The basic architecture of the budget data system is modular in
design with the following primary elements: (1) a data base contain-
ing budget, current and prior year information (records) for pro-
grams, appropriations, funds and revenues; (2) an EDP control
program which permits manipulation of the information in the data
base; and (3) a series of application programs which perform the vital
functions of keeping the data base current with valid information, as
well as reporting and sum'marizing' the data. The application programs
indicated in (3) are grouped into “phases” and are intended to func-
tion as follows: editing, updating, summarizing and reporting legisla-
tive process and budget development.

The updating activity is performed on current-year budget data, as
well as on actual expenditures and revenues. This involves recording
in the system all revisions to the current year’s budget, as they occur,
and the accumulation of year to date actual expenditures and reve-
nues on a monthly basis. The legislative process and budget develop-
ment phases also involve an updating procedure. The starting point
of the budget development phase is the budget planning estimate,
based on the current year’s initial budget as adjusted for price level
and merit salary increases. The planning estimate is updated as
proposals to maintain existing programs or alternatively to effect
changes move through the final approval stages, with the fiscal data
for the Governor’s Budget and the Budget Bill as end products.

The legislative process phase begins with the Budget Bill and re-
cords amendments by appropriation item as they are adopted in ei-
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ther house.
Table 6 displays the costs of the budget data system over a three-
year period:

Table 6

Budget Data System Costs
‘ Actual Estimated Proposed
Category 1970-71 1971-72 , 1979-73
Personnel costs .........ccooerircennnne. $28,050 $50,840 $60,850
Contract costs ... # 41,000 22,000
EDP services received ............ 106,783 186,000 b 223,740
Total other costs .......counrrrrcrrerrrnnne. 18,500 - 4,900 3,500
$153,500 $283,540 - $310,090

* Contract costs for services of a private consultant total $202,500 and were encumbered during fiscal years 1968-69 and 1969-70 with
disbursements made in payments through December 1971,
Includes $85,000 recorded as 197071 expenditures, for EDP services actually received during 1971-72.

Budget Data System Outputs

The system outputs as described by the Department of Finance are
summarized below. Although the basic programs are written, the out-
put formats have not been finalized in many cases and numerous
modifications are expected.

1. Video terminal displays. Available through this medium will be
expenditure data by organization, program, and appropriation,
revenue data, and fund analysis. The display format for expendi-
ture and revenue reporting will provide the following:

a) Prior year revised budget and actual dollar amounts.

b) Current year initial budget and revised budget dollar
amounts.

¢) Current year planned expenditures for the year to date,
based on a month-by-month allocation of the budget dollars over
the 12-month period.

d) Current year actual expenditures and revenues for the year
to date.

e) Budget year estimate, dollar amounts.

The system will be programmed to provide expenditures for organi-
zation levels from state through agency, department, division and
section, with object of expenditure detail available at all organization
levels. Program expenditures can be provided at the program, ele-
ment, and component levels. Object of expenditure detail is also avail-
able within program element or program. Initially, however, input
and reporting will be restricted to the department and program ele-
ment levels.

Video terminal output from the legislative process system phase will
be a display providing budget bill itern amounts, as introduced and as
amended in the Senate and in the Assembly. Supplementary data will
indicate the status of each item with respect to its location in subcom-
mittee, full committee, or on the floor of each house.
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Data produced from the system by the Department of Finance for
its use in the budget development phase will be held in confidence by
- the Department of Finance.

2. Printed reports. The printed reports which will be made availa-
ble on request include expenditure, revenue, fund, and appro-
priation data in format and detail equivalent to the various
schedules now contained in the appendix to the Governor’s
Budget. Also available will be an appropriation budget recon-
ciliation, fund condition statement, and a statewide summary of
expenditures by object.

Timetable for Data Input

The input of “live” data into the system is now in process. The
building of the data base was started with the input of the 1971-72
budget data and this has been completed. Actual expenditures and
revenues for 1971-72 year to date are currently being recorded in the
system, and it is anticipated that the expenditure and revenue updat-
ing phase can be commenced on a test basis after this step is complete.
Incorporation of 1972-73 budget data is scheduled for completion by
March 1, 1972, and the legislative process phase will be activated
during March. By April 1st it is anticipated that the programming
modifications for the video display formats will be finalized and the
remote terminals will be operational on a regular basis.

implementation Difficulties

The Department of Finance has experienced considerable difficulty
in bringing the budget data system to a stage of development where
a complete parallel test with the manual budget processes could be
conducted during the current year as scheduled. The original plan
called for completion and acceptance of all computer programs and
documentation by June 30, 1971. By contract amendment, this mile-
stone was reset to August 31, 1971, and actual delivery of the system
programs and their acceptance by state staff occurred on November
3, 1971.

"The state withheld $34,000 from the contractor pendmg the receipt
of final documentation and the final acceptance testing of all com-
puter programs. The final payment was made to the contractor on
December 30, 1971. Total cost of the system continues to be covered
by the original fixed-price contract and therefore the delays have not
resulted in additional payment to the contractor. In making the final
payment the Department of Finance stated in a letter to the contrac-
tor that payment and acceptance of the system have been made with
the knowledge that the system and programs delivered will require
extensive modifications by the state as “live” budget data is entered
into the system and this system is run in a parallel mode.

It appears that problems experienced in completing the detailed
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design and programming of the budget data system stem from: (1) the
contractor underestimating the complexity of the state budget proc-
ess; (2) personnel problems associated with the contractor’s staff, and
(3) a general lack of both general and technical communication and
consideration among the Budget Division (the user), the contractor
and the General Services” Data Processing Service Center No. II (the
EDP utility).

Testing and Demonstratmg of System Incomplete

Our office was informed by. the Department of Finance that the
budget data system would be sufficiently operational during the mid-
dle of the current year for us to install the Legislative Analyst terminal
and begin using the system on an experimental basis in early 1972,
Prior to installing our terminal, we had expected to observe actual
demonstrations of the system’s capability.

To date, we have not had a satisfactory demonstration which' illus-
trates the system capabilities as described in the Final Report of the
budget data system (the basic design document). We are cognizant of
the problems surrounding the development and implementation of
the budget data system and recognize the complexity of the California
budget process.

However, our major concern at thlS time is whether the problems
encountered in programming the system are so severe as to make the
basic system design specifications unworkable. The only satisfactory
way to resolve this particular concern is through an-adequate systems
test using “live” data and through a successful parallel operation.

‘Unacceptable Information Flow to Legislature

Of even greater concern to our office at this time is the continued
-reluctance on the part of the administration to release fiscal and pro-
gram information to the Legislature on a timely basis. This “informa-
tion flow problem” is evident in (1) the reporting of expenditures and
experiences relating to ongoing programs during the current year and
(2) in the transmittal of the usual “confidential” budget information
which is customarily made available to the Legislative Analyst in order
for us to prepare the Analysis of the Budget Bill.

As we stated in our May 1970 presentation, there was a loss of backup
information in the conversion from line item to program budgeting.
Therefore if the intent of the budget data system was to facilitate the
conversion to program budgeting and produce an improved manage-
ment and cost reporting system as originally indicated, the system
must materially improve the availability of budget information. To
achieve this improvement in information, however, we must have a
workable system (as discussed earlier), and a commitment to enter
data into the system on a timely basis to facilitate both the executive
and legislative decision processes.

For example, on page 26 of the Final Report of the budget data
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system, a major benefit of the system was described as the ability to
identify real and potential fiscal problems in time to-react effectively
(trend development, revenue and expenditure discrepencies, etc.).
According to the system description, it would be possible to generate
monthly actual and revised expenditures on the basis of claims filed.

At the time of the Budget Committee hearing on the budget data
system, we suggested that this system benefit might have assisted in
predicting a shortage of funds relating to payments for Medi-Cal drug
claims (a crisis in Medi-Cal funding existing at that time) providing
the proper data were entered into the system.

To illustrate, with a more current example, the necessity for timely
information, AB 1 (1971 First Extraordinary Session) amended the
Welfare and Institutions Code and required each county welfare de-
partment to submit to the Department of Finance each month a copy
of the monthly reports of caseloads and expenditures submitted by the
counties to the State Department of Social Welfare. The Department
‘of Finance is required by AB 1 to submit these data to the Joint
Legislative Budget Committee and the data are also to be incorporat-
ed into and made an integral part of the budget data system. This
legislative action was required to improve the flow of welfare informa-
tion.

Summary of Concerns

Given the above circumstances, we recommend a delay in budget
approval for the budget data system pending (1) a successful demon-
stration of the capabilities of the system and (2) the submisson of a
schedule by the Department of Finance by May 1, 1972, to the fiscal
committees and the Joint Legislative Budget Committee which speci-
fies the reporting requirements and dates for fiscal year 1972-73 rela-
tive to both monthly expenditure reporting (as described in the final
system design document) and the submission of budget information
for the 1973-74 fiscal year. This schedule should cover manual and
budget data system information requirements. To represent an execu-
tive commitment to provide the Legislature with information within
normally accepted guidelines, this schedule should have the endorse-
ment of the Governor-or his cabinet.

If the schedule is received by May 1, 1972, we will analyze the
contents and make recommendations regardmg funding of the system
for the budget year:.
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STATEWIDE ELECTRONIC DATA PROCESSING

Summary of Recommendations

1. Recommend that thé Department of Finance in cooperation
with six departments in Consolidation Group Four take steps to imple-
ment the study-team conclusions relative to a consolidated EDP cen-
ter by January 1973 rather than July 1973.

2. Recommend that the Department of Finance and Human Rela-
tions Agency together with involved departments take the necessary
steps to establish a centralized agency EDP facility in the Human
Resources Department thereby releasmg three 1ndependent depart- ;,
mental computers.

3. Recommend that Department of Finance and the Legislative
Analyst present to fiscal committees by April 1, 1972, recommenda- -
tions for any revisions to Section 4 of the Budget Blll of 1972 and
related criteria together with findings relatlve to EDP supplementary
budgetary information.

The Department of Finance is currently résponsible for statewide
coordination and control of electronic data processing (EDP). The
provisions of Chapter 1237, Statutes of 1971 (AB 1663) and Section 4
of the Budget Act of 1971, specifically give the Department of Finance
the responsibility for certifying that EDP expenditures and budget
requests by state departments meet certain criteria and procedures
which have been established by the Legislature.

In addition to declaring legislative intent relative to the present role
of the Department of Finance during fiscal year 1971-72, this legisla-
‘tion also establishes the California Information Systems Implementa-

“tion Committee. This committee is given the specific responsibility of
- reviewing the adequacy of state EDP policies and is required to de-
velop an organizational structure and the necessary functions and
activities to effectively operate the state’s data processing installations.

Although statewide EDP issues are discussed under this item, the
specific recommendations relative to departmental EDP are made
under the budget items which support individual department expen- -
ditures.

Legislature Abolishes Office of Managerh'ent Services

Through the Budget Act of 1971, the Legislature removed fiscal
support for the Office of Management Services (OMS) by deleting
Item 37. Other actions included the transfer of 15 positions with relat-
ed support to the Department of Finance for control and coordination
of EDP and the transfer of two positions to the State Personnel Board
for continuation of the EDP training program. This was followed by
enactment of a statute eliminating OMS and transferring its functions
to the Department of Finance.

155 ~ e




ELECTRONIC DATA PROCESSING

Historical Review

Before discussing the newly orgamzed EDP Control and Develop-
ment Unit and other assigned responsibilities within the Department
of Finance to better coordinate and control EDP, we will brleﬂy
sumnmarize the events of the past few years.

The Joint Legislative Budget Committee was required to conduct
a study of EDP and related systems analysis techniques by Resolution
Chapter 120, 1966 First Extraordinary Session (SCR 34). A required
report was prepared by the Legislative Analyst as staff to the Budget
Committee and released in January 1967 under the title “Automatic
Data Processing in California Government.” In this study, we dis-
cussed in considerable detail: (1) the total absence of policy to guide
the development of EDP in state government; (2) the lack of a state-
wide master plan; (3) the proliferation of electronic computers
throughout the individual departments of state government; (4) the
inability to exchange similar information between departments be-
cause of a lack of standardized data elements, codes and programming
languages; and (5) the probability of EDP costs rising from $32 million
annually in 1966 to $140 million by 1975. Numerous actions to correct
the above problems were recommended including creating one cen-
tral agency to establish EDP policy, planning and control.

The Governor’s Survey on Efficiency and Cost Control conducted
during 1967 essentially agreed with the findings and recommenda-
tions in our report, drew attention to the continued low utilization of
state computers, and made 135 specific recommendations relating to
the use of EDP by state departments. The Office of Management
Services was established by executive order in November 1967 to
serve as the central coordination and control agency as recommended
by the Governor’s survey.

During the 1968 Regular Session the Legislature enacted Chapter
1327, Statutes of 1968 (SB 959), which clearly established legislative
intent, objectives and policies for EDP and created three organiza-
tional entities: The Intergovernmental Board of Electronic Data Proc-
essing, the State Electronic Data Processing Policy Committee and
the Office of Management Services.

In each Analysis of the Budget Bill since our 1967 study, we have
reviewed in detail the status of data processing and made numerous
recommendations consistent with the findings of the original study
and new developments in EDP technology which have occurred in
this rapidly changing field.

Similarly, the Legislature has consistently approved the continued
proliferation of new computers throughout the state departments,
specified a number of computer consolidations, and deleted funds for
various programs and projects which were poorly planned or execut-
ed.
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Reduction of Installed Computers

. As a result of recommendations contained in the Supplemental Re-
port of the Committee on Conference (Budget Bill of 1971) and ex-
ecutive branch plans for consolidating certain computer installations,
the number of installed computers can be reduced from 45 to 36
during the current year (exclusive of state colleges and the Univer-
sity).

The conference committee recommendations are summarized be-
low:

Item 47—Recommend that the State Controller consider various
state fiscal and personnel agencies as prime customers on any new
computer system in order to reduce duphcatlve systems and insure
full equipment utilization.

Item 55—Recommend that the Secretary of State receive data-
processing services from the Department of General Services (in
lieu of continuing to operate his own computer system).

Item 173—Recommend that the California Highway Patrol con-
solidate its electronic data processing operation into the Depart-
ment of Justice Law Enforcement EDP Service Center.
(Implementation plan due October 1, 1971.)

Item 176—Recommend that the Department of Motor Vehicles
merge its two separate data processing divisions into one central
operation.

Table I shows the computer additions and reductions contemplated
by the end of this fiscal year.

Table |
Proposed Computer Releases and Additions
No. No.
Department released Type added Type

Highway Patrol...........ccocoecermereenmnenne 2 IBM 7740
Franchise Tax Board . 2 IBM 360/40 1 IBM 360/65
Youth Authority ........ 1 IBM 360/20
Dept. of Agriculture .... 1 IBM 360/20
Dept. of General Services ............ 1 RCA 301
Dept. of Human Resources

Development 1 . IBM 7080

2 IBM 360/30 1 IBM 360/165

Dept. of JUSHCE ..vvvuuccreereerenserseesnse 2 RCA 301 1 RCA Spectra

70/60
(also upgrade
one existing
70/46 to-a
70/60) *
! This up%rade will allow the Department of Justice to absorb the California Highway Patrol Auto Status system and also implement the
ifornia Criminal Justice Information System.

In addition, if recommendations regarding the Secretary of State
and fiscal / personnel agencies (State Controller, Personnel Board and
Public Employees’ Retirement System) are followed, an additional
five computers can be released and one new machine installed as a
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replacement.

Finally, recommendations in this Analysis regarding the Human
Relations Agency will reduce three more computers leaving the new
statewide total of installed computers at 28 by the end of fiscal year
1972-73. Other consolidations of equipment and integration of systems
are possible to improve the state’s utilization of modern computer
technology, but the above reflects what is readily achievable in the
immediate future. For example, consolidations in the Department of
Motor Vehicles, revenue and taxing agencies, the Department of Gen-
eral Services, State Colleges and University of California are possible
but the exact details must await the results of further study.

STATEWIDE EDP MASTER PLAN

Last year’s Analysis described in detail the Long Range Master Plan -
for the Utilization of Electronic Data Processing in the State of Cali-
fornia which was adopted on May 21, 1970, and purported to set forth
a direction for the state in its use of EDP during the period 1970-1975.
The major provision in the plan was the formation of seven consolida-
tion groups made up of operating departments which were functional-
ly related either by programs or an existing EDP service structure.

We were especially critical of the consolidation group concept and
stated that this represented, in our judgment, an approach which
would produce much talk about issues and little concrete action. With
few exceptions, this prediction has been correct.

This is not to suggest that the state must develop a new or revised
EDP Master Plan. In fact, the original draft of the EDP Master Plan,
the adopted plan itself and both executive and legislative EDP recom-
mendations which have been developed and are expected to be im-
plemented by the California Information Systems Implementation
Committee should be more than adequate to place the state’s EDP
program on a sound basis. To illustrate, two major consolidation efforts
which hold considerable promise are discussed below.

Fiscal-Personnel EDP Consolidation

The fiscal and personnel agencies of state government (all in Con-
solidation Group Four) including the State Controller, State Treas-
urer, State Personnel Board, Public Employees Retirement System
(PERS), and the State Teachers’ Retirement System (STRS) are typi-
cal of state agencies which operate independent or obsolete date proc-
essing equipment and which have requested funding for new
dedicated computer systems or system upgrades.

Because of a legislative resolve to halt computer proliferation, fund-
ing requests for new computers have been consistently denied to
these agencies. As a result, the Treasurer now receives EDP service
from the Department of General Services, STRS is a customer of the
PERS data center, and the Controller and Personnel Board are con-
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tinuing to operate obsolete second-generation equipment.

A number of studies within state government have recommended
centralization of information and computer processing with respect to
accounting and personnel functions of state government and have
identified substantial savings. The Personnel Board’s 1966 Automated
Personnel Transaction Data Communication {APTDAC) study iden-
tified savings of $500,000 in clerical salaries alone through an improved
procedure for handling the complex processes relating to personnel
and payroll transactions and records.

The Governor’s Survey on Efficiency and Cost Control recommend-
ed in November 1967 a study to determine the feasibility of develop-
ing a compatible payroll and personnel master file using EDP mass
storage units to eliminate duplication and provide an integrated per-
sonnel management information and payroll system.

The Controller in 1968 requested funds to begin planning toward
the objectives indicated in these two studies. Based on the Controller’s
concept of this system, development costs through 1975-76 would total
$6,675,443 and accumulative savings would total $7,651,000 in the same
period. The Legislature approved $60,000 to study the concept, and
the April 1969 FPMIS report recommended staffing to prepare a de-
tailed system design and funds totaling $350,000.

Although the funding request was never formally submitted to the
Legislature, we reviewed the 1969 effort and concluded that it did not
sufficiently address the fundamental question of a consolidation of
computer facilities as a prerequisite to an integrated “data base” ap-
proach to- a fiscal and personnel management system.

Conference Committee Recommends Consolidation

After a special request by the State Controller for a major system
- upgrade during the 1971 session (which was subsequently with-
drawn), the Supplementary Report of the Committee on Conference
(Budget Bill of 1971) recommended that any planning for a new
electronic computer system or improved data processing service for
the Controller be completed in cooperation with EDP Consolidation
Group Four. It further recommended that the State Treasurer, State
Pesonnel Board and any other fiscal or personnel agency requiring
data processing service be considered as prime customers of a Con-
troller data processing service center in order to reduce duplication
of fiscal and personnel systems and insure full utilization of any
proposed new computing equipment.

As a result of this recommendation, the Controller solicited the
cooperation of the other four state agency heads as well as the Depart-
ment of Veterans Affairs (also a Group Four member) to begin plan-
ning for a consohdated data-processing facility.
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Feasibility Study Team Formed

After a planning workshop in September 1971, a Consolidation Fea-
sibility Study Team was organized and a project manager selected.
This team is now engaged in a comprehensive factfinding project and
the schedule calls for a plan to be completed in January 1972.

As the Controller’s representative stated in the opening address at
the workshop, “FPMIS joined APTDAC in a state of limbo” and “. ..
Consolidation Group Four has been meeting regularly—twice a
month—for over a year and absolutely nothing tangible has been
produced. Everybody is in favor of consolidation—as long as their
department operates the data-processing service center.”

Budget Augmentation Request Probable

The study team will complete a detailed analysis of the EDP needs
of each agency and reduce these requirements to a possible machine
configuration to serve all participants. In addition, a logical systems
approach to integrating the various processes and alternatives avail-
.able for operating an EDP service center will be presented to each
constitutional officer or department administrator in Consolidation
Group Four.

The approach and recommendations of the study team are con-
tained in the preliminary copy of the Final Report dated January 14,
1972. The following represents the summary of recommendations:

" 1. “Establish a single, consolidated EDP center to provide services
to the six departments: Public Employees’ Retirement System,
State Controller’s Office, State Personnel Board, State Teachers’
Retirement System, State Treasurer’s Office, and Department of
Veteran’s Affairs.

2. Centralize essentially all EDP personnel and equipment in the
center.

3. Place the center within the State Controller’s Office, separate
from the existing EDP unit, reportmg to the Deputy Controller,

- Administrative.

4. Install the center in the StateArchives Buﬂdlng (1020 “O” Street)
with alterations for secunty

5. Establish a joint users’ steering committee con51st1ng of policy
level representatives from each of the six departments to guide
‘the implementation and operation of the center.

6. Transfer administratively all affected EDP facilities and person-
nel now a part of the six departments to the center effective July
1, 1973.

7. Use existing state EDP facilities in interim to satisfy immediate
expansion needs of participating departments.

8. Adopt the implementation plan as specified in Part 2 of the re-
port.”

152 11 3 560 160




ELECTRONIC DATA PROCESSING

The cumulative cost comparison of operating a consolidated center
according to the Final Report indicates that for the fiscal year period
1972-73 through 1976-77, decentralized costs for data processing
would total $33,271,214 and centralized costs for the same period
would total $28,523,510 or a cumulative savings of $4,747,704.

After a review of the preliminary final report of this task force, we
are in general agreement with the approach and conclusions as stated
below

(1) The magnitude of the savings may be conservative if an inte-
grated system approach is taken and the departments utilize a
common data base to the extent possible. It is possible however
that conversion and systems design costs would offset savings,
but the benefits of this approach should be apparent as the
agencies begin an in-depth analysis and the long-term savings
should definitely outweigh the initial development costs.

(2) The July 1, 1973 date to establish the center administratively
should be moved forward to January 1, 1973. This date allows
almost a full year for planning and also coincides with the date
the Controller must have additional EDP equipment to accom-
modate a significantly heavier workload related to the issuing
of Medi-Cal and withholding tax refund warrants.

To facilitate the implementation of the recommendations of this
study team, we recommend that the Department of Finance EDP
Control and Development Unit in cooperation with the six depart-
ments of Consolidation Group Four take the necessary budgetary and
planning steps to establish a Consolidated EDP center and implement
the corclusions of the study team contained in the January 14, 1972
report by January 1973.

If agreement among the agencies is reached, we anticipate a re-
quest for an augmentation to the various budget items which support
the participating members. If no agreement is reached, each agency
may continue to request funds from the Legislature to upgrade their
individual EDP programs, a course of action that has proven unsuc-
cessful in recent years.

Human Relations Agency Consolidation

In last year’s analysis, it was pointed out that the Human Relations
Agency had a unique opportunity to establish an agency-wide data
processing center to serve the member departments. Consolidation
Group No. 1 was established for this purpose but we warned that
without strong leadership from the agency, the outcome might only
be bickering and foot-dragging.

One year later we find that the’ consohdatlon group has ceased
meeting, a technical specialist has been released and the one agreed
consolidation (Youth Authority and Corrections into the Mental Hy-
giene computer center) is progressing very slowly.
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Because the Department of Human Resources Development
(HRD) will install a new powerful computer in April 1972, the issie
of consolidation in this agency once again becomes important if the
state is to gain maximum utility from this new eqmpment

HRD Computer System Upgrade

The Department of Human Resources Development has selected
an IBM 370/165 to replace its existing obsolete IBM 7080 and- two
360/30 computer systems. Chapter 1107, Statutes of 1971 (AB 1503)
appropnated $3,435,000 to permit HRD to purchase the central proc-
essing unit and related peripheral devices using moneys credited to
California’s account in the Unemployment Trust Fund. .

Under provisions of the fund created under the Reed Act the de-
partment can use federal funds for this purchase and reahze savings
to the state of approximately $2,800,000 over a straight lease plan. We
supported this acquisition during the 1971 session because of the sav-
ings and the fact that a machine of this size and expandibility will
greatly enhance the computing capability of HRD and also facilitate
the efforts to develop a consolidated EDP center providing computer
service to departments within the Human Relations Agency.

The U.S. General Accounting Office has examined the procurement
of computers in the State of California where federal funds are in-
volved (as recommended by the Supplemental Report of the Commit-
tee on Conference—Budget Bill of 1970). Its finding with regard to the
HRD procurement was that there would be available time on this new
computer and the U.S. Department of Labor encourages the sale of
unused computer time to state and local governments.

Potential Departmental Consolidations

The IBM 370/165 selected for purchase by HRD when fully expand-
ed is comparable to approximately % of the computing capability now
existent in the entire executive branch of state government. This
acquisition plus the plans of the Department of Health. Care Services
to install a Medi-Cal management system requiring equipment
equivalent to two IBM 370/165’s will result in a tremendous comput-
ing capacity resident within the Human Relations Agency.

The potential for duplication of computing equipment, data com-
munications lines and data files on persons served by the member
departments make an agency approach to this problem mandatory.
We therefore have recommended in this Analysis under the various
items supporting departmental expenditures. consolidation with the
HRD computer and the release.of: (1) an IBM 360/30 in the Depart-
ment of Social Welfare; and (2) an RCA Spectra 70/45 in the Depart-
ment of Public Health and another in the Department of Mental
Hygiene.

We are certain that this recommendation will produce savings in
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computer costs, a reduction in EDP management and operations per-
sonnel, greatly improved capability for the participating departments
and an economy of scale resulting from the use of a single large com-
puter over the numerous small and medium-scale machines now in-
stalled in the agency.

Our preliminary assessment indicates that with the work of these

three machines added to the HRD computer, approximately one-half
* the maximum capacity of the equipment would still be available for
other uses. The issue of computing capability required to support the
Department of Social Welfare’s proposed expanded data reporting
system must also be approached from an agency perspective because
of the substantial capacity which will be available in HRD and the
Department of Health Care Services and the potential duplication of
both data processing and communication facilities.

Given the above, we recommend that the Department of Finance
in cooperation with the Human Relations Agency and the Depart-
ment of Human Relations Development, Public Health, Mental Hy-
giene and Social Welfare take the necessary steps to establish a
centralized agency EDP facility in HRD thereby releasing three inde-
pendent electronic computers now operated by the individual depart-
ments. .

EDP CONTROL AND DEVELOPMENT UNIT

The Department of Finance assumed responsibility for statewide
control and coordination of EDP on July 1, 1971. After establishment
" of the EDP Control and Development Unit (EDPCDU) comprised of
" personnel transferred by the Budget Act of 1971 from OMS to Fi-
" nance, two high-level positions were established: (1) a Chief of EDP-
CDU (a civil service position) with a salary range of $1,708-$2,076, and
(2) a State Data Processing Officer statutorily provided under Chap-
ter 1237 with a salary range of $1,882-$2,288. Appointments have been
made to these positions (the latter by contract until the effective date
of the legislation), and the Department of Finance is now discharging
its new reponsibilities. Authorized positions for this unit total 15 and
the expenditure level for fiscal year 1972-73 has been budgeted at
$361,896.

Under the provisions of Section 4 of the Budget Act, the Director
of Finanice must now certify that all EDP expenditures (excepting the
University, State Compensation Insurance Fund and Legislature)
over $10,000 from any source for expansion, improvement or addition
to any electronic data processing activities meet certain criteria which
have been specified by the Legislature. These criteria include consoli-
dation and optimum utilization (defined as 24 hour-7 day operation)
of EDP equipment, maximum practical integration of EDP systems,
the establishment of service centers, adherence to standards, the es-
tablishment of proper management controls, and the creation of func-
tional information systems. It should be noted also that Section 4 of the
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Budget Act requires that these criteria be applied to all expenditures
budgeted for fiscal year 1972-73 as well as to funds allotted for expend-
iture in this fiscal year.

We understand that there are certain problems associated with the
provisions of Section 4 of the Budget Act such as excessive paper work
for both departments and the control agency, double justification of
projects and funding, and delays in acquiring needed personnel or
equipment. Although we continue to support the requirement for this
provision, it is possible that the provisions of Section 4 and the criteria
should be reevaluated before the adoption of the Budget Bill. Similar-
ly, the supplementary program and budgeting information for EDP
prepared by each department and submitted to Finance and the Leg-
islative Analyst apparently presents some problems regarding prepa-
ration time, validity of data, etc. In fact this year the information has
not been submitted to our office in time for us to include our charts
on statewide EDP costs in the Analysis. (These will be published as
supplementary material for the fiscal committees.)

In order to resolve each of the above problems, we recommend that
the Department of Finance and the Legislative Analyst present to the
fiscal committees by April 1, 1972, recommendations for any revisions
to both Section 4 of the Budget Bill of 1972 and related criteria to-
gether with findings relative to submission of supplemental budgetary
information for electronic data processing.

Monthly EDP Reports Required

Upon request we have reported monthly to the Assembly Commit-
tee on Efficiency and Cost Control and the joint Legislative Budget
Committee during this fiscal year (beginning September 1, 1971) on
the status of state EDP with particular emphasis upon the Department
of Finance control activities.

We requested the Department of Finance to inform our office on
a monthly basis of its major EDP activities and accomplishments.
Early in the fiscal year the department indicated that it intended to
be action oriented in this field, and to date there are positive indica-
tions that the provisions of Section 4 and legislative criteria are being
enforced to the extent possible considering the diffusion of authority
within the executive branch. The monthly reports will continue
throughout the fiscal year and they can be made available to the fiscal
committees if additional information is required.

Specific Unit Activities
The specific activities of the EDP Control and Development Unit
include the following:

1. Certification of EDP expenditure as required by Section 4 of the
Budget Act of 1971; ) '
2. ‘A review and approval of all expenditures budgeted for fiscal
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year 1972-73 under Section 4;

3. The continuation on a limited basis of an EDP installation evalua-
tion program which was established by the Legislature;

4. Areview of requests for new computer equipment in the Depart-
ments of Social Welfare, Health Care Services, Human Resources
Development and Justice;

5. Coordination of efforts by state agencies to determine the level

' of support which can be expected from the Radio Corporation of
America following RCA’s announcement of withdrawal from the
general computer business: (It should be noted in this regard that
the Univac Division of Sperry Rand Corporation has assumed
responsibility for RCA’s existing general purpose computers in-
cluding the 16 RCA computers installed in state agencies.)

6. The requirement that computer utilization reports be filed on all

" installed computers starting in January 1972 as part of an initial
effort to improve utilization of the state’s computers.

We understand that the EDP Control and Development Unit will
be developing specific plans and policies to improve utilization of
computer technology within California state government. However,
any formal release of such plans will probably not come until later in
the current year. As we indicate below, if the administration and the
Legislature cannot agree on a plan to implement existing or revised
EDP policies and develop an organizational structure for the manage-
ment on a statewide basis of EDP resources, the Department of Fi-
nance will be faced with continued resistance, and confrontations in
its efforts to carry out the responsibilities assigned to it by the Legisla-
ture. ‘

CALIFORNIA INFORMATION SYSTEMS IMPLEMENTATION COMMITTEE

Under the provisions of Chapter 1237, the California Information
Systems Implementation Committee is established with membership
of the chairmen of the Joint Legislative Budget Committee, Assembly
Committee on Efficiency and Cost Control, Joint Legislative Audit
Committee and the Directors of Finance and General Services and
the Governor or his designee as members.

Committee Responsibilities

Chapter 1237 gives the committee numerous specific responsibili-
ties which will serve to answer the following questions:
1. Are existing state policies and plans relative to EDP adequate?
2. Can a program be developed to encourage, accommodate and
accomplish the utilization of appropriate electronic data process-
ing technology in meeting the state’s information requirements?
3. How should the state be organized to best utilize and manage its
electronic data processing resources?
" 4. Once the above are determined, what are the required steps to
implement the committee’s recommendations?
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Although this committee expires on June 30, 1972, we believe it is
possible with coordinated effort to accomplish the goals established by
Chapter 1237.

The State of Illinois is perhaps the best example of the accomplish-
ments which can be achieved when the Governor and Legislature
unite behind a plan to apply modern computer technology to the
state’s information handling problems. In this instance, IMPACT 70
(Illinois Master Plan Applying Computer Technology in the 1970’s)
was developed and implemented in a spirit of cooperation that re-
duced the kind of continuing antagonism and confrontation that have
hindered efforts to consolidate and control computer resources in
California. ’

The Illinois plan will reduce the number of computers from 33 in
state government (exclusive of higher education) to three large-scale
data centers, each operating a duplexed system or a total of six in-
stalled computers. EDP costs without the planned consolidation were
expected to grow from a total of $50 million a year to $95 million by
1975~76. Costs to operate the three consolidated data centers is expect-
ed to total $47,520,000 in 1975-76. Therefore, the potential savings over
a five-year period with the consolidated approach will total in excess
of $100 million.

EDP Organizational Structure

We believe that specific state policies to provide for consolidation
of EDP resources and the development of an integrated (data base)
approach to information systems coupled with an organizational struc-
ture to effectively manage and operate data processing on a statewide
basis become the two central issues for this committee to deal with.

If these issues are successfully resolved, it will be possible for the
state to: (1) take advantage of the economies of scale inherent in large
computing facilities; (2) utilize and train its scarce technical personnel
resources in an efficient and effective manner; (3) develop for access
by both the executive and legislative branches the data bases required
for management decision making; (4) maintain data communication
networks without duplication of facilities; (5) deploy on an orderly
basis small-scale “mini computers” and remote job entry devices for
EDP users who have a demonstrated requirement for this kind of
equipment; and (6) reverse the trend which has seen EDP costs rise
rapidly while producing in many instances only marginal benefits to
users. '

The following are what appear to be the alternative organizational
structures available to the state for managing and operating electronic
data processing;:

1. A Department of Data Processing Services which would central-

ize all EDP planning, management of facilities, equipment, tech-
nical consulting services and software development within one
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department of staté government. This concept has been recom-
mended in our Analysis of the Budget Bill for fiscal year 1970-71
and 1971-72 and was embodied in SB 338, 1971 Session.

2. An agency approach which would establish four data-processing
organizations serving the member departments.

3.- A modified agency approach which would designate certain de-
partments within state agencies as service centers for all other
departments. The current environment embodies this approach
except that there has been little effort to consolidate to some
logical number of state EDP facilities (ranging from 6 to 10 for
example). ' :

4. Consolidation along strictly functional lines. This would result in
such centers as law enforcement, fiscal and personnel, health and
welfare, engineering, scientific and natural resources, etc.’

None of the above alternatives except No. 1 approaches EDP with

a statewide perspective regarding deployment of equipment, utiliza-
tion and training of personnel, common data communications net-
work, compatible programming languages and software development
and the standardization of data elements and codes. However, any of
the other alternatives could bring about the desired objectives with a
strong central coordination and control group and a limited number
of large EDP service facilities.

COMMISSION ON CALIFORNIA STATE
AGOVERNMENT ORGANIZATION AND ECONOMY

Item 62 from the General

Fund Budget p. 37 Program p. 135
Requested 1972-T3........cccoiiemnnercrrneseeerereeesesesesessssesenns $54,692
Estimated 1971-T72 .......ccccvrervinrinrnerisioreseresssssssssesssssssssessssnes 50,564
Actal 19T0-TL .cooeiseeeiirneiers e rseaessrsssessessssssessssssosanes 51,419
Requested increase $4,128 (8.2 percent)

Total recommended reduction .............coeeveerrereereeeeieeierenne None
; Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Identification of Personnel. Recommend any future 168

temporary assignment of personnel be clearly identified
in the budgets of both the lending and the receiving
agency. h

The commission has obtained staff support for several
recent major studies by temporary assignment of per-
sonnel from other agencies. Cost of these services has
not been charged to the commission nor has the budget
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li

made any provision for such costs.

GENERAL PROGRAM STATEMENT

The Commission on California State Government Organization and
Economy was created by the Legislature to review state organization
and administrative procedures, and to promote economy and effi-
ciency in state government. The commission makes its recommenda-
tions to the Governor and to the Legislature. The membership of the
commission is composed of five citizens appointed by the Governor,
four citizens appointed by the Legislature, and two legislative mem-
bers from each house, with no more than 7 of the 13 members from
one political party. Commission members are reimbursed for neces-
sary expenses incurred in the performance of their duties, but receive
no salary. ,

The permanent staff of the commission consists of an executive
secretary and a senior stenographer. Additional staff support for the
conduct of studies and investigations is obtained on an as-needed basis
from other agencies or by contract with outside consultants. Consult-
ing fees have been held to minimal amounts during the last three
years by extensive use of personnel from other agencies temporarily
assigned to the commission. With one exception, however, the salaries,
staff benefits and other expenses of these personnel have not been
charged to the commission’s operations. In order to obtain accurate
and complete program costs in accordance with the objectives of the
Programming and Budgeting System, we recommend that inter-
departmental transfers of positions be clearly identified in the budgets
of both the lending and the receiving agency.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

During 1971 the commission completed a study of the operation of
district and county fairs, all of which receive state support from
horseracing revenues. Included in the commission’s report was a rec-
ommendation that an attempt be made to put these fairs on-a more
self-sustaining basis. The Department of Agriculture, with the assist-
ance of the Department of General Services, is following up on ' this
recommendation by investigating potential revenue-producing uses
of land now held exclusively for fair and exhibition purposes. Another
major project nearing completion is an evaluation of property man-
agement practices of the Division of Highways. The preliminary find-
ings of this study indicate that substantial state holdings of real
property do not appear on the division’s inventory records. In 1972 the
commission will conclude this study and make specific recommenda-
tions for improvements in property management procedures and dis-
position of surplus holdings.

Also scheduled for completion in 1972 is a study of the exempt salary
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structure for state employees and a survey of the operations of all state
boards and commissions.

COMMISSION ON INTERSTATE COOPERATION

Item 63 from the General

Fund Budget p. 37 Program p. 136
Requested 1972-T3.......oorrrrreereeeeersteresssssessasssssssssesssanes $110,730
Estimated 1971-72 ........cueeecenereiesersnmssersssssesesssssssens 110,730
ACtUal 1970-TL .ot sressssssastssesesenes 94,887

Requested increase—None
Total recommended reduction .........c.oceeveereereenreerveereeennes None

GENERAL PROGRAM STATEMENT

The objective of the Commission on Interstate Cooperation is the
promotion of cooperation between various agencies of California state
government and their counterparts in other state governments and at
the federal level. This objective is met through the state’s participation
as a member of the Council of State Governments, a quasi-official body
which prepares and disseminates reports and comparative studies on
the operations of the 50 state governments. In addition, the council
provides the staff and planning of arrangements for the annual meet-
ings of a number of associations of state officials.

The California commission is composed of 19 members, seven from
each house of the Legislature who are members of the committees on
interstate cooperation of their respective bodies, and five state officers
appointed by the Governor, one of whom is designated by him as
chairman of the commission.

ANALYSIS AND RECOMMENDATIONS

We recommend approval,

The proposed appropriation of $110,730, which is the same level as
in the current year, represents California’s contribution for the sup-
port of the Council of State Governments. The contributions from the
various states consist of a flat contribution of $7,000 plus an additional
amount based on a population formula.

The council’s proposed budget for fiscal year 1972-73 is $1,709,700,
which is an increase of $125,750 over the current budget of $1,583,950.
Of the council’s total revenues $1,587,500 will be provided by contribu-
tions from the 30 states. The balance will be generated from the sale
of council publications, interest income and reimbursements. Such
revenues are expected to total $227,500 in the budget year.

The Council of State Governments reports that in fiscal year 1970-71
it published 40 major reports and, as in the past, provided staff support
for the annual conferences of its nine affiliated organizations which
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COMMISSION ON INTERSTATE COOPERATION—Continued

include the states’ Chief Justices, court administrative officers, Attor-
neys General, budget officials, the Governors’ conference and others.

MILITARY DEPARTMENT
Item 64 from the General

Fund Budget p. 38 Program p. 137
Requested 1972-73.......cccevvvvverereirnierernnrenns errereereresesrersorrereatas $4,364,564
Estimated 197172 ......cieecerceieieesieeievenenssessersesnssons 4,112,938
ACtual 1970-T1 ..ot essserss s seresessassensessesasns 3,960,638

Requested increase $251,626 (6.5 percent)

Total recommended reduction .........ccveerviveevereecneeneenens None

GENERAL PROGRAM STATEMENT

The purpose of the Military Department is to provide an effective
military organization for deployment within the State of California,
with the capability to: (1) protect the lives and property of the people
in California during periods of natural disaster and civil disturbances,
(2) perform other functions required by the California Military and
Veterans Code or as directed by the Governor, and (3) provide mili-
tary units ready for federal mobilization.

The Military Department consists of three major units: the Army
National Guard, Air National Guard, and administration (office of the
commanding general, state military forces). The total proposed
budget for the Military Department is in excess of $72 million. Of this
amount, approximately 93 percent is federally funded with the re-
maining 7 percent from the General Fund.

ANALYSIS AND RECOMMENDATIONS
We recommend approva].

Army National Guard

"' The troop strength of the Army National Guard is determmed by
the Department of Army to meet the current contingency plans of the
United States as developed by the joint chiefs of staff with concur-
rence of the Governor. The Arrny National Guard consists of approxi-
mately 22,500 officers and men in 181 functional units which-are at
approximately 93 percent of authorized wartime strength.

The department requests $3,009,267 for state support of this pro-
gram. This represents an increase of $203,442 (7.7 percent) over the
$2,805,825 estimated for the current year. The army section operates
108 armory facilities throughout the state. The age of these facilities
coupled with increasing utility costs accounts for nearly all the re-
quested increase. The department anticipates its personnel level for
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Item 64 ' MILITARY DEPARTMENT

the budget year to reman the same as the current year.

Air National Guard

" The Air National Guard as an integral part of the state’s military

force consists of air force type units allocated to the state by the
Department of the Air Force with concurrence of the Governor. The
current staffing of officers and men is limited to 5,000, representing 88
percent of the authorized 5,648. There are 57 units at four flying bases
and three nonflying installations throughout the state.
- 'The department requests $437,910 for this program representing an
increase of $18,410 (4.2 percent) over the $419,500 estimated for the
current year. This increase is due to increased facility operating costs
similar to those described above for the Army National Guard armo-
ries. Also, the department has assumed maintenance and operational
cost of a facility in Fresno, 80 percent of which is reimbursed from
federal funds. The new facility is required to house, store and check
out the new air-to-air missile now required for the F-102 aircraft. The
site was previously occupied by the Aerospace Defense Command and
consists of missile storage and check out buildings, pilot and mainte-
nance alert shelters and alert aircraft revetments.

Office of the Commanding General

The office of the commanding general is composed of state active
duty personnel and state and federal civil service personnel responsi-
ble for the management and administration of the Military Depart-
ment. The department is requesting $917,387 for support of this
program.: This represents an increase of $28,274 (3.2 percent) which
is attributable mostly to merit salary adjustments.

Under this element, the department administers the California Spe-
cialized Training Institute located at Camp San Luis Obispo and com-
pletely funded by federal funds. This school began in September of
1971 and is related to the federal Omnibus Crime and Safe Street Act
of 1968. The department has a three-year grant to operate the school
for members of law enforcement, government officials, school ad-
ministrators, fire services, public utilities and the military. Twenty-
four, five-day courses with 47 participants per course will be offered
each year. There have been 482 participants in the course to date. The
main objective is to teach the participants: (1) what can be done to
prevent riots, (2) what can be done and what aids are available if a
riot is.anticipated, and (3) how to control a riot. The program has been
well received by past participants and the department anticipates
future participation of between 1 200 to 1,300 persons per year.

Mmor Capltal Outlay

The department is requesting $57,900 for minor capital outlay con-
struction in the budget year. This request is for 10 projects at 10
armories throughout the state. The projects are as listed below. We
recommend approval of all projects.
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MILITARY DEPARTMENT—Continued

(a) Torrance—Construct retaining wall ...........cccccceeunue $12,000
(b) Los Angeles—Bridewell Armory, construct retain-

ING Wall ..ot ens '$10,000
(c) Repair roofs at eight armories .........coovcevevevvireeennen $35,900

Military Department
MILITARY RETIREMENT

Item 65 from the General

Fund Budget p. 38 Program p. 143
Requested 1972-T3........covvevrmrsiereeeierrenie e ssssssssessssasanns $448,506
Estimated 1971-72 ........cccecervvvemmvurecrrireneeneereresmeesssresosessssssanes 387,183
ACtUal 1970-T1 ... ersectrctresstereness e e snannas 289,171

Requested increase $61,323 (15.3 percent)

Total recommended reduction .........ccvcceceneeeceevecenrerennens None

ANALYSIS AND RECOMMEN DATIONS

We recommend approval.

This program applies only to military personnel ordered to state
active duty prior to October 1, 1961. Chapter 2174, Statutes of 1961,
provided that commencing October 1, 1961, military personnel or-
dered to active duty after October 1, 1961, would become members
of the Public Employees’ Retirement System and military personnel
activated prior to that date would have the option of joining the state
retirement system or remaining under the Military Retirement Sys-
tem. : ;

There are now 32 people retired under this program and still living.
They account for the current year’s cost. Twelve additional eligible
people are expected to retire during the budget year. They account
for the added cost. Thereafter, only 13 additional people will remain
eligible for this program.
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Military Department
CALIFORNIA CADET CORPS

Item 66 from the General

Fund Budget p. 38 Program p. 143
Requested 1972-T3.......cccoirenrmveririrnenmnieesissssnssesssssssssssiesesees $100,653
Estimated 197172 .........ooeinerrrenncrnrersensrenssuesessssssmsssessesesss 97,871
Actual 1970=T1 ......coceverrererrererereneseesssssssssssssssssssessseresssarssssens 94,720

Requested increase $2,782 (2.8 percent)

Total recommended reduction .........oovvivererernersenernseens $100,653
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Delete Program. Reduce $100,653. Recommend dele- 173
tion of state support for California Cadet Corps.

ANALYSIS AND RECOMMENDATIONS

We recommend deletion of the program.

The California Cadet Corps is authorized by Sections 500-530 of the
California Military and Veterans Code. Section 500.1 mandates that
“. .. each college, community college, high school and senior high
school in this state having 100 or more male students of 14 years of age
or older and in which there is not maintained an ROTC unit shall
establish a cadet company . . .” The section provides that a cadet
company is not required unless a number of qualified male students
sufficient to constitute a company voluntarily enroll. Schools with less
than 100 male students may establish a cadet company. Participation
in the Cadet Corps has been relatively constant with only a slight
decline of 8 percent from 4,200 at 84 schools in 1968 to 3,823 at 71
schools in 1971. Actually, of the current enrollment, 50 percent of the
cadets are located at 22 schools in six cities throughout the state.

The Cadet Corps goals are to provide an educational program to
develop qualities of leadership, citizenship and community service.
These are worthy goals and there may be a capacity within the Cadet
Corps program to achieve them in some measure. However, there is
a wide spectrum of programs offered by the various school districts
which strive to attain these same goals. The decision to offer-these
programs is based on the merit of each as ascertained by the individual
district and the program is sustained at the district level. Such pro-
grams are successful at the district level, and in our opinion the Cali-
fornia Cadet Corps, if desired, should be established and sustained by
the district in the same manner. We should also point out that al-
though the federal government funds approximately 93 percent of the
Military Department expenses, there is no federal support for the
California Cadet Corps.
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PUBLIC UTILITIES COMMISSION : Items 67-68
CALIFORNIA CADET CORPS—Continued

PUBLIC UTILITIES COMMISSION

Items 67 and 68 from the
General Fund and the

Transportation Rate Fund Budget p. 40 Program p. 147
Requested 1972-T3........ccvimimmrreeereererereereeerenereresssssessssesons $12,860,187
Estimated 1971-72 .....cccvvivieiitineininnnsneresssssesssnsesessiossssses 12,408,963
Actual 1970-TL ...t ssseres e sssssssssasassens 12,280,430

Requested increase $451,224 (3.6 percent)

Total recommended augmentation (General Fund) ........ $80,000
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Recommend addition of five financial examiners and 178
one clerical position to conduct field audits of utilities’
financial records an added General Fund cost including -

" travel of approximately $80,000 annually.

GENERAL PROGRAM STATEMENT

The Public Utilities Commission, created by const1tut10nal amend-
ment in 1911, is responsible for the regulation of privately owned
public utilities. The term “public utility” includes such entities as
truck, bus, and airline companies, pipeline corporations, electric com-
panies, telephone companies, gas companies, and warehouse compa-
nies. The commission’s. primary objective is to insure adequate
facilities and services-for the public at reasonable and equitable rates
consistent with a fair return to the utility on its investment. The
regulatory activities and powers of the commission relate to:

a. Adequacy of service

b. Rates to be charged

¢. Minimum safety standards

d. Sale or encumbrance of useful utility property .

e. Issuance of certificates to operate or to construct facilities

- f. Issuance of securities

g. Financial accounting procedures on which rate decisions are

based

Commission Organization

The commission is composed of five members appointed to stag-
gered six-year terms by the Governor with the advice and consent of
the Senate. The commissioners annually elect one of their members
as chairman.

The commmission’s staff of 775.5 authorized positions is organized into
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Items 67-68 : PUBLIC UTILITIES COMMISSION

six divisions: Administrative, Transportation, Utilities, Finance and
Accounts, Examiner, and Legal. Approximately 70 percent of the staff
positions are located at the commission’s headquarters office in San
Francisco, 15 percent in the Los Angeles area office, and the remain-
der in 15 Division of Transportation field offlces located throughout
the state. -

Programs

The commission’s two major programs are (1) regulation of trans-
portation companies and (2) regulation of utilities. These programs
are administered by the Division of Transportation and the Division
of Utilities, each of which receives supportive services from the other
four divisions. Approximately 63 percent of the commission’s staffing
and expenditures are allocated to regulation of transportation, while
the remaining 37 percent relate to regulation of utilities.

Operating Procedures

The commission passes judgment on all changes in operating meth-
ods and rate schedules proposed by regulated utilities and transporta-
tion companies. It investigates complaints registered against utilities
and may also initiate investigations of utility companies on its own
volition. In all such cases, data are accumulated by the staff, hearings
are held, decisions rendered, and compliance secured through en-
forcement procedures. Appeal of commission decisions may be made
only to the California Supreme Court whose review power is limited
to questions of law.

An application or complaint presented to the commission by or
against a utility, for example, would be studied by the Utilities Divi-
sion. Any financial implications would be reviewed and evaluated by
the Finance and Accounts Division. The Legal Division advises the
commission on questions of law and assists the staff and other interest-
ed parties in presenting their findings before the commission at hear-
ings which are conducted by the Examiner Division. The
Administrative Division provides staff supervision, administers com-
mission policies, and maintains housekeeping services.

Support of the Commission

The commission is supported by the General Fund and the Trans-
portation Rate Fund. The Transportation Rate Fund finances only
those commission activities relating to the rates, charges and practices
of highway freight carriers. All other commission functions are sip-
ported by the General Fund.

Transportation Rate Fund revenues are derived from a fee on the
gross operating revenues of highway freight carriers. Currently, this
fee is set at one-quarter of 1 percent of such revenues. Additional Rate
Fund revenue is produced by a $4 quarterly “filing fee” which is paid
by all highway motor “carriers at the time of filing their quarterly
reports on gross operating revenue with the commission. Other reve-
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PUBLIC UTILITIES COMMISSION Items 67-68

PUBLIC UTILITIES COMMISSION—Continued

nues are derived from a miscellany of penalties, apphcatlon fees for
permits and: certificates, and from the sale of documents. ‘

ANALYSIS AND RECOMMEN DATIONS

The commission’s total request for the budget year is $12,860,187,
which represents an increase of $451,224 or 3.6 percent over estimated
current-year expenditures of $12,408963. The budget indicates
proposed expenditures of $6,815,963, or 53 percent of the total, to be
paid from the General Fund with the remaining-$6,044,224, or 47
percent, to be paid from the Transportation Rate Fund. This is an
increase of 4.9 percent over the current-year General Fund appropria-
tion and an increase of 2.3 percent over the current-year Rate Fund
appropriation. :

Table 1 shows the level of financial and personnel support of com-
mission activities over a nine-year period and the number of positions
assigned to utility and transportation regulation over the five-year
period for which such data have been maintained.

. Table 1

Fundihg and Personnel Growth
Public Utilities Commission

Regu- Regu-

lation*  lation ?

General Fund - Total Total 2 of of trans-

Year appropriation budget ! personnel utilities - portation
1964-65 $4,596,000 $8,896,000 740 —_ —
1965-66 . ; s . 4,912,000 . 9,397,000 762 — —
1966-67 5,363,000 10,074,000 770 — —
1967-68 : 5,789,000 10,588,000 765 — —
1968-69 ' 6,070,000 11,361,000 75 256 404
1969-70 . 6,393,000 12,053,000 782 252 423
1970-71 ... 6,585,591 12,280,430 753 235 417
1971-72 (est.) : s 6,500,000, 12,408,963 756 240 419

1972-73 (Proposed) ..owcvvivnserissenss 6815963 12,860,187 ‘ 763 246 421

! Includes General Fund and Transpértation Rate Fund expenditures,
2 Actual positions filled in man-years.

Proposed New Positions

The comimission is requesting a total of 7.5 new positions for the
budget year consisting of (1) three utilities engineers, one financial
examiner, and a half-time clerical position to implement Chapter 1109,
Statutes of 1970, which provides for commission regulation of sewer
system corporations, (2) one utilities engineer (erroneously identified
as an examiner position in the Governor’s Budget) for regulation -of
gas pipeline safety, financed by federal funds under the Federal Natu-
ral Gas Pipeline Safety Act of 1968, and (3) two clerical positions to
handle increased workload relating to the issuance of annual truck cab
stamps and registration of interstate motorcarriers as required by
Chapter 1279, Statutes of 1969.
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Commission’s Staff Reduced in Current Year

The Governor’s 1971-72 Budget reduced the commission’s staff
from 801.5 to 775.5 authorized positions by deleting 26 positions whose
duties related to the regulation of utilities. In our Analysis of that
budget, we noted the large number of requests being filed by major
utilities for rate increases and stated that “in our judgment, any reduc-
tion of positions relating to regulation of utilities at this time, when
measured against the current duties and workload of the Utilities
Division, will result in a dilution of the commission’s regulatory ability
and will have adverse effects for both the public and the regulated
utilities.” ’

The Legislature concurred with our evaluation and authorized 34
new positions for utility regulation which were subsequently deleted
by the Governor. ’

The number of requests by utilities for rate increases is projected to
remain at a high level in the budget year as indicated in Table 2. Some
utilities, in fact, have filed for rate “adjustments” immediately after
receiving a rate increase from the commission.

Announcement by the President on August 14, 1971, of a national
“wage-price freeze” resulted in a 90-day moratorium on the granting
of rate increases by the commission. Upon termination of phase I of
the President’s price stabilization program on November 14, 1971, the
commission resumed issuing rate adjustment orders. Such adjust-
ments; however, must be consistent with guidelines developed by the
Federal Price Commission and are subject to review by that body. In
brief, the federal guidelines permit rate adjustments to cover wage
and salary increases of up to 5.5 percent annually and price increases
of up to 2.5 percent annually, provided that the utility’s rate of return
on investment is not increased.

Table 2 shows basic indicators of commission workload, staffing, and
expenditures pertaining to regulation of the rates charged by utilities.

Table 2

Regulation of Utility Rates Workload, Staffing, and Cost Data Percent

change
Actual  Actual Actual  Estimated Estimated  since
1968-69  1969-70 ~ 1970-71  1971-72  1979-73  1968-69

Utility charges (billions) ... $4.30 $4.53 $5.14 $5.50 $5.88 37
Rate decisions .......cc.oceneerecis 72 121 80 90 100 39
Commission resolutions ........ 316 300 380 400 420 33
Advice letters ... 1,041 1,050 1,320 1,350 1,380 33
Public inquiries 8,292 8,850 9,590 9,900 10,200 23
Informal complaints................ 2,244 2,340 2,500 2,700 2,900 29
Expenditures (millions) $3.27 $3.24 $3.44 $3.24 $3.45 5.5
Personnel man-years .............. 191 177 175 171 177 -79
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PUBLIC UTILITIES COMMISSION—Continued

More Staff Needed to Conduct Field Audits of Utility Records

We recommend addition of six positions—one financial examiner
1V, four financial examiner II's, and one clerk-typist at a total annual
cost of $80,000 including travel expenses—to increase the level of
audits of the financial records of regulated utilities to insure that these
records are maintined in accordance with the policies and procedures
required by the commission.

Utilities’ accountmg records constitute the principal data upon
which the commission relies in performing its regulatory functions of
approving rate schedules, mergers, consolidations, and security issues.
Such records indicate whether a company is financially able to provide
adequate service to the public, and serve as a primary source of infor-
mation for investors. They also are used as indicators by the State
Board of Equalization in determining assessed valuations of utilities
for property tax purposes.

The commission conducts two types of field audits of utility records:
(1) rate-case audits, which ideally are performed in conjunction with
reviewing utility requests for rate increases, and (2) compliance au-
dits, which are conducted on a routine, on-going basis. Both types of
audits are important, the former to determine if the utility’s stated
financial records justify the requested rate increase, and the latter to
prevent deterioration in the quality of utility records and insure their
accuracy for tax valuation purposes. Failure to make routine compli-
ance audits may increase the commission’s workload when a utility
files for a rate increase because of the greater difficulty of rectifying
record deficiencies or errors that may have accumulated over a period
of months or years.

Compliance audits of nontransportation utilities have been cur-
tailed for the past three years because of the high level of filings for
rate increases which has required the full attention of all ten of the
financial examiners in the Utility Branch who regularly are assigned
to field audits. Even so, we are advised by the commission’s staff that
rate increases were granted to several major utilities last year on the
basis of financial statements which, because of staff limitations, have
not been verified by field audits. In 1971, the Finance and Accounts
Division participated in 20 of the approximately 30 rate cases involving
major or medium-sized utilities. Failure to participate in the other 10,
by means of field audits and rate of return comparisons, resulted in
part from the deletion of three financial examiner positions by the
Governor last year. Therefore, we recommend the addition of a finan-
cial examiner II position to.conduct field audits in conjunction with
rate increase cases.

The commission’s goal is to conduct either a compliance or a rate
case audit of each of the approximately 625 gas, electric, water, tele-
phone, and radiotelephone utilities under its jurisdiction at least once
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every five years. This standard, however, is not being met, as only ten
to twelve of these 625 nontransportation utilities received compliance
audits in 1971. Therefore, we recommend addition of four financial
examiner positions and a clerk-typist for this function, which should
permit the PUC to conduct an estimated 120 to 160 additional compli-
ance audits per year based on an average annual examiner workload
of 30 to 40 audits.

COMMISSION ON THE STATUS OF WOMEN

Item 69 from the General ’
Fund ' ’ Budget p. 41 Program p. 153

Requested 1972-T3......cccccovereerreeeree s sssssesesesesnsees $49,500

Estimated 1971-T2 ........cccoooimrrererrecceeerieeerene reeteeserennenens 45,500

Actual 1970-71 ............ S ST 43,531
Requested increase $4,000 (8.7 percent)

Total recommended reduction ........... rerveerreeresraeinsereeresrants None

GENERAL PROGRAM STATEMENT

The Advisory Comimission on the Status of Women was originally
established by Chapter 1378, Statutes of 1965, and was to terminate on
June 30, 1967. However, the existence of the commission has been
extended by subsequent legislation enacted in 1967 (Chapter 854),
1969 (Chapter 721) and 1971 (Chapter 541). The most recent legisla-
‘tion deleted the word “advisory” from the commission’s title, con-
tinued the commission without a termination date and broadened its
functions. The law requires that the commission report to the Legisla-
ture “from time to time, but not less often than every odd-numbered
year.”

The commission is a 17-member body consisting of the Superintend-
ent of Public Instruction, the Chief of the Division of Industrial Wel-
fare, one public member and three Assemblymen appointed by the
Speaker of the Assembly, one public member and three Senators
appointed by the Senate Committee on Rules, and seven public mem-
bers appointed by the Governor. Authorized staff consists of 2.5 posi-
tions, including an executive secretary, a stenographer and temporary
help.

The commission is directed by statute to study:

(1) Women’s educational and employment problems, needs, and
opportunities.

(2) State laws in regard to the civil and political rights of women.

(3) The effect of social attitudes and pressures and economic con-
siderations in shaping the roles to be assumed by women in society.

(4) Any laws, practices, or conditions concerning or affecting
women which impose special limitations or burdens upon them or
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COMMISSION ON THE STATUS OF WOMEN—Continued

upon society, or which limit or tend to limit opportunities avallable to
women.

The commission also acts as an information ceriter, pro_]ect coordlna-
tor and adviser to organizations concerned with women’s needs and
problems. The 1969 legislation mentioned above authorized the com-
mission to encourage women’s organizations and other groups to pro-
mote implementation of its recornmendations and gather information
concerning women’s educational, employment and related needs at
the local level. The commission advises that approximately 30 of these

“local coalitions™ are active at the present time.

The commission studied and made recommendations on the follow-
ing general subjects in its 1971 report: child care services, vocational
instruction for girls, textbook treatment of accomplishments achieved
by women, participation of women in the educational system, promo-
tion of opportunities for women in the medical field, and counseling
and referral needs of adults and protective labor laws.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The budget request of $49,500 is $4,000 or 8.7 percent above estimat-
ed current-year expenditures of $45,000. The increase reflects higher
rental and travel costs necessary to maintain the current level of
service.
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CALIFORNIA ARTS COMMISSION

Item 70 from the General

Fund . Budget p. 42 Program p. 154
Requested 1972=T3......ccccorvvrvvmerirnrirvnneseenssnnnenns e $200,030
Estimated 1971=T2 .......cccoimrmririrmnisiinnnensssresssnssisssesesesiesessasieis 168,000
Actual 1970-T1 ......coviiiiviincienineieteeseeesesscssseseacene 167,791

Requested increase $32,030 (19.1 percent)

Total recommended reduction ...........ceeeveeeereiereecceeennne None

\

GENERAL PROGRAM STATEMENT

The California Arts Commission was established by Chapter 1742,
Statutes of 1963, to provide leadership and stimulate initiative and
interest in the establishment of arts programs and activities at the state
and local levels. v

The commission, which is composed of 15 members appointed by
the Governor plus two Assemblymen and two Senators appointed by
their respective houses, is representative of all fields of the performing
and visual arts. The commission and its presently authorized staff of
20 positions have assisted communities in establishing 163 local art
councils and developing cultural programs by providing technical
advice and support when requested. :

- Commission activities are financed from (1) the General Fund, (2)
the California Arts Commission Fund, and (3) federal grants. The
California Arts Commission' Fund was established by Chapter 1051,
Statutes of 1970, and consists of contributions from financial institu-
tions and other private donors.

Major projects sponsored by the commission during the current
year include (1) “Directed by John Ford,” a film which portrays the
development of U.S. history and filmmaking through excerpts from 27
of Ford’s films and interviews with the actors appearing in them most
frequently—John Wayne, Henry Fonda, and James Stewart; (2) the
California Dance Project, which includes a statewide listing of dance
performance facilities at colleges, universities, civic centers and com-
mercial theaters, a list of all dance companies which tour California,
and other information aimed at promoting and assisting dance groups
in California; and (3) Music for Youth, which consists of music presen-
tations for elementary school children, seminars for orchestra stu-
dents, orchestral tours, and opportunities for noted professional artists
to teach and assess the talent of students.
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CALIFORNIA ARTS COMMISSION—Continued

The commission’s program also includés 18 other projects which
relate to film, educational television, local arts councils, dance, opera,
symphony orchestras, youth music groups, publications, and various
touring exhibitions of paintings and sculpture.

ANALYSIS AND RECOMMENDATIONS

. We recommend approval.

The commission proposes General Fund expenditures of $200,030 in
the budget year, which is $32,030 or 19.1 percent over the current-year
level. However, the commission anticipates a. total budget-year ex-
penditure program of $705,030, which includes $380,000 in private
donations of money and services which are accounted for through the
California Arts Commission Fund and federal grants totaling $125,000.
To date, the California Arts Commission Fund has received approxi-
mately $40,000 in cash contributions for current-year projects, and the
commission estimates that several times that amount has been con-
tributed directly to commission projects in the form of donated serv-
ices and facilities. No new positions are requested. ’

Approximately $25,000 of the requested increase would be used to
secure an additional $25,000 in federal funds which the commission
anticipates will be available on a matching basis in the budget year but
which is not reflected in the budget document. The commission states
that approximately $175,000 to $260,000 in federal funds may be re-
ceived in the current year rather than the $125,000 reported in the
budget, and that approximately $125,000 in additional federal assist-
ance to fund a variety of projects may be anticipated in the budget
year if additional matching funds are available from private sources.
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Item 71 ‘ MISCELLANEOUS

HORSE RACING BOARD

Item 71 from the Fair and .
Exposition Fund ~ Budget p. 42 Program p. 155

Requested 1972=T3......uo it enesssieesesesssnssens $374,487
Estimated 1971=72 ...t eseresreseens revenrniens 355,465
Actual 1970-TL ..ot ener s sreas ORI 346,922
Requested increase $19,022 (5.4 percent)
Total recommended reduction ............ooveevicereeeeneeesinnnn None
: : " Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Board’s Augmentation Request.. Legislation enacted 184
in 1971 authorized 18 additional weeks of racing per
year beginning in 1972. The 1972-73 proposed budget
does not provide for the additional staffing which the
Horse Racing Board believes will be required to service
the increased licensing and enforcement workload. It is
the board’s intention to request a budget augmentation
for this purpose at such time as additional weeks of rac-
ing are actually scheduled. _

2. Renewal of Licenses. Recommend legislation to elimi- 185
nate mandatory annual renewal of all horseracing occu-
pational licenses and allow the board to establish more
flexible licensing period. Change would permit board to
minimize future staff increases necessary to handle ad-
ditional workload. '

GENERAL PROGRAM STATEMENT

- The California Horse Racing Board, which consists of three mem-
bers appointed by the Governor for four-year terms, supervises all
race meetings in the state where parimutuel wagering is conducted.
The board has a staff of 23.2 authorized positions and its main office
is in Los Angeles. It maintains mobile offices which are moved from
track to track as the racing season progresses throughout the state.
These offices are staffed by license clerks and track investigators. The
stated purposes of the board are (1) the protection of the betting
public and (2) the sanctioning of every person who participates in any
phase of horseracing.

The board’s objectives are achieved by three programs: licensing,
enforcement and administration.

ANALYSIS AND RECOMMENDATIONS
We recommend approval,
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HORSE RACING BOARD—Continued
Number of Racing Weeks Increased for 1972

State law limits the number of weeks of horseracing each year in
California. Under previous law, the state was divided into two racing
zones, with a total of 122 weeks of racing (exclusive of state and county
fair racing) allocated between the zones. AB 205 (Chapter 1759, Stat-
utes of 1971) added a third zone and authorized an additional 18 weeks
of racing per year beginning in 1972. It is anticipated that one new
quarter horse meet and one new harness racing meet will be sche-
duled each year under the new law. These new meets will generate
an increase in the licensing and enforcement workload which the
board believes will require additional staff. No provision is made in the
budget for this increase and the board plans to request budget aug-
mentation when the new meets are approved and placed on the
schedule. o ‘

LICENSING

The board licenses all persons who are participants in activities
connected with horseracing. These occupational licenses encompass
37 different job classifications including trainers, jockeys, parimutuel
clerks, stable employees, owners, and officials. Licensing offices are in
operation at each racetrack during the time a meet is in progress. All
licenses are valid for a period of one year only.

Table 1 shows the number of occupational licenses issued, the
amount of fees collected, and the number of licensing personnel. The
estimated number of licenses to be issued during 1972-73 does not
include the increase in the number of licensees which may be re-
quired in connection with the additional racing weeks.

Table 1
Number and Revenues from Horseracing Occupational Licenses
» Actual Actual Estimated  Estimated
Occupational Licenses 1969-70 = - 1970-71 1971-72 1972-73
Number issued ......ocervererrererernns 14,144 15,421 16,808 17,648
Fees collected $211,203 $266,895 $290,000 $305,000
Board’s licensing personnel.......... ) 71 6.4 72 72
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Item 71 MISCELLANEQUS

Annual Licenses

We again recommend legislation to delete the requirement that all
occupational licenses be renewed annually. Alternatively, the Horse
Racing Board might be empowered to determine the period for which
each license shall be valid,

In our 1971-72 Budget Analysis, we recommended legislation be
enacted to (a) eliminate the mandatory annual renewal of all
horseracing occupational licenses, and (b) give the Horse Racing
Board authority to establish a more flexible licensing period. During
the 1971 legislative session, AB 1812 was introduced to implement this
recommendation but failed of passage.

Future staff increases could be minimized by allowing flexibility in
the issuing of occupational licenses. There are certain groups associat-
ed with horseracing, such as owners, trainers, jockeys, etc., which have
a low turnover. It appears to be unnecessary to require annual licenses
for individuals in those groups, which constitute about half of the total
licensees. The board should be given the discretion to issue multiyear
licenses to either: (1) occupational groups with a low rate of turnover,
or (2) persons with a long history of acceptable participation in Cali-
fornia racing. Annual registration could be retained for new partici-
pants. If multiyear licenses are allowed, the fees would have to be
adjusted in order to avoid any revenue loss.

Financial Impact of Chapter 1759

The major source of state revenue from horseracing is the license
fees paid by the racing associations. These fees are based on a formula
applied to the total amount of money wagered at the track (the “han-
dle”) and are collected weekly during the course of a meet. Prior to
enactment of Chapter 1759, 15% percent of the handle, plus “break-
age,” was divided between the racing associations, horse owners, and
the state. The balance was returned to winning ticket holders. Under
Chapter 1759, the take out, or amount extracted from the handle, is
increased to 15% percent, with the additional % percent distributed
to the racing associations and horsemen. The state license fee percent-
age remains the same.

N
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MISCELLANEOQOUS Item 71

HORSE RACING BOARD—Continued

The distribution of “breakage,” which is the aggregate amount re-
sulting from the deduction of odd cents on payments to winning ticket
holders, is also affected by the new law. When the total handle exceeds
$125 million the state receives one-half of the breakage on the first $24
million wagered at a meet, plus all of the breakage on the handle in
excess of $24 million. For all meets at which the total handle is less than
$125 million, the state receives breakage only on the handle in excess
of $50 million. The tracks and the horsemen share the remaining
portions of the breakage. This $50 million exemiption was scheduled to
become inoperative on December 31, 1972, but under Chapter 1759
it is retained, resulting in a loss of revenue to the state in the second
half of 1972-73 and in all subsequent years."

"Table 2 displays the Department of Finance’s estimates of the
overall impact of Chapter 1759 on revenues to the state, racing associa-
tions, and horse owners for the 1972-73 fiscal year. The total handle
is forecast to increase by $31.7 million as a result of the additional
racing days. The $1.7 million increase in license fees to the state will
be largely offset by a $1.1 million loss in revenue from breakage. Total
revenues to the racing associations and horse owners will increase $4.8
million and $4.4 million respectively. Increases in commissions and
purses will be generated by the additional racing days, as well as the
Ya-percent boost in the takeout.

“Table 2
Total Revenue Effect of Chapter 1759
On State, Racing Associations, and Horseowners

1972-73 estimates in thousands

Without With
: : Chapter 1759 Chapter 1759 Difference
Total parimutuel handle...............c...ccorevenee. $949,822 $981,564 +$31,742
State revenues
License fees 64,011 65,712 + 1,701
Breakage 6,284 5,202 —1,082*
Total $70,295 $70,914 +$619
Racing Association revenues
Commissions $44,869 $49,391 +$4,522
Breakage 1,837 2,114 +277
Total $46,706 $51,505 +$4,799
Horseowners’ revenues
Purses $34,542 $37,763 +$3,221
Breakage 2,451 3,671 +1,220
Stallion awards 1,425 1,394 —31
Total $38,418 $42,828 +$4,410
Payments to holders
of winning tickets $794,403 $816,317 +$21,914

*Represents only one-half-year impact.
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ENFORCEMENT

Supervision of racing activities and of all individuals within the
racetrack grounds is the responsibility of the board’s bureau of investi-
gation. The racing associations across the U.S. maintain active files on
persons inimical to horseracing and circulate this information. The
associations maintain -security personnel in addition to the board’s
enforcement bureau. These two groups cooperate with'state and local
enforcement agencies to identify undesirable patrons. Racing stew-
ards appointed by the board have the power to suspend occupational
licenses for violation of the board’s rules. The licensee can appeal the
steward’s decision to the board. If the board denies the appeal, the
licensee may take his appeal to the civil courts. A licensee may not
participate in horseracing in another state if his license is suspended
or revoked in California.

Compliance with laws and regulations is secured through inspec-
tions and tests of horses before and after each race and the investiga-
tion of all complaints and irregularities by the board inspectors
assigned to each track during the course of its race meeting.

Table 3 shows the number of racing days and number of disciplinary
hearings, which are indicative of the enforcement workload. The data
in this table do not reflect the increase from the expanded racing
schedule authorized by Chapter 1759.

Table 3

Number of Horseracing Days, Disciplinary Hearings,
and Horse Racing Board Enforcement Personnel

Actual Actual Estimated Estimated
. 1969-70 1970-71 - 1971-72 1972-73
Number of racing days ......c..cuewewee . 669 740 781 . 775
Number of disciplinary hearings )
|50 oToT:1 (' RO Tl 146 160 168
Number of enforcement
Personnel .......oowvvenrecererssnrnnenne 8.3 87 9 9

ADMINISTRATION

The board’s administrative and business service activities contain
the functions that are essential to the operation of all other programs.
Staffing requirements are based upon the number of days and length
of racing weeks, geographical location and number of racing meetings
which may be in progress at any given time. The board currently
licenses 22 race meetings. Seven man years are allocated to this pro-
gram element at a cost of $111,000 for the 1972-73 budget year.
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MISCELLANEOUS Item 72

BOARD OF PILOT COMMISSIONERS FOR THE BAYS OF
SAN FRANCISCO, SAN PABLO, AND SUISUN

Item 72 from the Special Pilot

Commissioner’s Fund Budget p. 43 Program p. 158
ReQUEStEd 1972-T3.....oocvoooveeesseessssenssssessssesssenssssessssssins $37,030
Estimated 1971=T2 .....coocivirirenrieeesereeiersivesnssessesesersasssosseses - . 37,646
Actual 1970-T1 ...t santese s ese s s s ressnasens - 52,719

Requested decrease $616 (1. 5 percent)

Total recommended reduction .......c.ceeeerveevvevvrereesnsionenns - None

GENERAL PROGRAM STATEMENT

This board of pilot commissioners consists of three members, ap-
pointed by the Governor, who receive part-time salaries of $300 per
month. The board maintains an office in San Francisco and has an
authorized staff of one full-time secretary.

The board is responsible for supplying qualified pilots for vessels
entering or leaving the Bays of San Francisco, San Pablo and Suisun.
Bar pilots were the first occupational group to be licensed (since 1850)
by the State of California. The law limits the maxmum number of
licensees to 30 and the minimum is set at 24. Presently, 25 pilots are
licensed by the board.

The board administers a single program of the licensing and regula-
tion of bar pilots. It conducts pilot examinations and acts on discipli-
nary complaints. It also provides staff services to the Pilotage Rate
Committee, a body established in 1961 to prepare recommendations
on pilotage rates for submission to the Legislature. This committee is
composed of five members appointed by the Governor to four-year
terms, two representing the pilots, two the shipping industry, and one
representing the public. The public member draws a $50 per diem
when meeting and also receives travel expenses.

The Governor’s Reorganization Plan No. 1 of 1969 abolished the
functions of the board effective January 1, 1971, but the board was
reestablished by Chapter 1302, Statutes of 1970, effective that same
date.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

During fiscal year 1972-73, the board proposes to expend $37,030,
which is $616 or 1.5 percent less than estimated expenditures for the
current year. This decrease reflects a reduction in such costs as general
office operating expenses, printing and form purchases.
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Ttem 73 HEALTH BENEFITS FOR ANNUITANTS

Support Funds

The board is supported from the Pilot Commissioner’s Special Fund,
which is derived from a percentage assessment on pilotage fees col-
lected directly by the pilots from ships which they pilot. Assessments
are established at a level adequate to cover board operating costs: At
the end of the budget year, the fund will have an estimated surplus
of $3,671. The bar pilots maintain their own association and their own
pilot ships. The fees which they collect are deposited in a common
treasury from which their salaries and expenses are paid.

HEALTH BENEFITS FOR ANNUITANTS

Item 73 from the General

Fund Budget p. 44 Program p. 159
Requested 1972-T3.........cooiiiviiiiiicnsecsiess e $4,503,764
Estimated 1971-72 .....ccccoevrmrivvinmnsivennirernrnnns e 3,331,983
TACHUAL 19T0-TL ..ot bens e sssae et renenees 2,292,541

Requested increase $1,171,781 (35.2 percent) '
Total recommended reduction ... e, ‘None

'GENERAL PROGRAM STATEMENT

.This statutorily required appropriation provides the state’s contri-
bution toward payment of the health benefits plan premiums of annui-
‘tants of retirement systems to which the state made contributions as -
an employer. These systems are the Judges’ Retirement System, the
Legislators’ Retirement System, the Public Employees’ Retirement
‘System (for retired state employees only), and the Teachers’ Retire-
ment System (for retired state employees only).

The objective of this program is to provide a degree of postretire-
ment security for employees by defraying up to $14 per month of the
premium of a state-approved health insurance plan. The state contri-
bution toward the premium for each participating annuitant in fiscal
year 1972-73 is $14 per month, or the total amount of the premium
should it be less than $14. Under Chapter 212, Statutes of 1970, this
monthly contribution will increase two dollars per annuitant in each
fiscal year until 1973-74, at which time the state’s contribution will
have reached the $16 per month limit established by that law.

This budget item includes an amount equivalent to 4 percent of the
total premiums paid which is deposited in the State Employees’ Con-
tingency Reserve Fund for administrative and contingent expenses.
The annual support for the health benefits division of the Public Em-
ployees’ Retirement System (which administers the program) is
derived from this fund.
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HEALTH BENEFITS FOR ANNUITANTS Item 73

HEALTH BENEFITS FOR ANNUITANTS—Continued

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The $4,503,764 requested for the budget year is to prov1de payment
for part or all (depending on the plan) of the health plan premiums
for an estimated 26,095 annuitants of the state’s retirement systems. In
the current year, an estimated 22,481 annuitants will be covered by -
this program.

We note that the amounts requested and appropnated in support
of the program in the past three fiscal years have been insufficient to
meet the state’s obligations. Emergency Fund allocations of $138,000,
$101,040 and $539,191 were required in fiscal years 1968-69, 1969-70,
and 1970-71, respectively, and an estimated allocation of $133,879 will
be needed from the Emergency Fund in the current year. Most of the
emergency allocation in the current year is attributable to an under-
estimate of the number of retirements that would occur in 1971. The
unantlclpated increase resulted from an 1mprovement (effectlve July
1, 1971) in the retirement formula for state “miscellaneous” em-
ployees. The funding deficit in 1970-71 resulted from the increased
premium contribution provided by Chapter 212, Statutes of 1970.

This program is similar to one covering active employees as de-
scribed on analysis page 345. The difference, however, is in the man-
ner of funding. The state’s contribution for the active employee
appears in the staff benefits portion of the personal services category
of individual agency budgets and is paid by the fund from which the
employing agency is supported. However, this program for the retired
employee is financed entirely from the General Fund.
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Items 74-75 ' MISCELLANEOUS

REFUNDS OF TAXES, LICENSES, AND OTHER FEES

Item 74 from the General

Fund Budget p. 45 Program p. 160
Requested 1972-T3........ccvrevveere e eve et ssssssenes $30,000
Estimated 197172 .......ccccoiviivnirerenrirernrereesisesesessersssssesessssens 30,000
ACHUAL TOTO-TL ..coirreiriiecireereresnn oo sersseessesessonsseses 13,159

‘Requested increase—None
Total recommended reduction .........coovveierevererenernerennenes None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Funds appropriated by this item provide refunds for noncontrover-
sial claims due to overpayment or erroneous payment by persons
receiving permits, taking examinations, or seeking inspections. The
item is also used to pay prior judgments, liens, and encumbrances
under Government Code Section 12516. A few tax refunds are made
from this item although most are paid from feeder funds prior to
deposit in the General Fund.

SENIOR CITIZEN'S PROPERTY TAX ASSISTANCE

Item 75 from the General

Fund : ' Budget p. L-10 Program p. 163
Requested 1972-T3.......ccviiviiinnnienecnnencsnnisssesssiassssnorns $9,200,000
Estimated 1971-72 ......ccoennierennrieesssessasessssnseessesssssseses 8,800,000
ActUal 19T0=TL ..ot stseersss st e sesesessesaons . 8,575,972

Requested increase $400,000 (4.3 percent)

Total recommended reduction .........ceeenncnevecnnens Pending
i : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Supplementary Budget. Recommendation withheld 192
on this item pending submission of a supplementary budget
proposal which will raise the total cost to about $56 million
in 1972-73. '

2.-Level of Assistance. AB 1 of the 1971 First Extraordi- 192
nary Session substantially increased the state cost and cover-
age of this program.

3. Increased Claimants. The number of senior citizen 193
claimants is expected to increase from 55,000 to 240,000 dur-
ing the budget year as a result of AB 1. About 90 percent of
senior citizen homeowners will be eligible for property tax
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MISCELLANEOUS Item 75

SENIOR CITIZEN'S PROPERTY TAX ASSISTANCE—Continued

assistance under this newly expanded program. »

4. Eligibility. AB 1 also reduced the age of eligibility from 193
65 to 62.
GENERAL PROGRAM STATEMENT

The original senior citizen property tax assistance program was
adopted in 1967 and was designed to provide property tax assistance
to certain senior citizens with limited incomes. This program was
administered by the Franchise Tax Board and the payments would
have totaled about $9.2 million to 55,000 claimants during 1972-73.

Chapter 1, Statutes of 1971, First Extraordmary Session (AB 1) in-
creased s1gn1flcantly the level of assistance to be provided homeown-
ers under this program. The household income limitation was
increased from $3,350 to $10,000 per year, and the level of assessed
valuation upon which assistance is to be computed was increased from
$5,000 to $7,500. The age of eligibility was decreased from 65 to age 62.
ANALYSIS AND RECOMMENDATIONS ' l

AB'l includes as a statement of legislative intent that, “The senior
citizens’ program shall provide not less than $56 million in state assist- .
ance during 1972-73.” Because of the late enactment date of AB 1, the
amount requested in the budget is based upon the schedule of assist-
ance provided under former law. The Department of Finance will
request augmentation of this item in accordance with the provisions
of AB 1 by separate letter to each of the fiscal committees. We there-
fore withhold recommendation on this item pending submisson of a
supplementary budget proposal by the Department of Finance..

Table 1 shows the statutory percentage of assistance and estimated
amount of property tax assistance paid by the state under the new law
in comparison with assistance which would have been allowed under
prlor law.

~ Table 1

Senior Citizens’ Property Tax Assistance
Payments COmparlson of Former Law With AB 1

Average property tax reimbursed by state

Selected X ) Former law AB1
household - - - Percent of Average Percent of ~ Average
income brackets taxes paid assistance taxes paid -~ assistance
$1,000-31,500 85 $295 92% $319
1,500~ 2,000 ... 65 239 - 92 339
2,000~ 2,500 ... 45 - 176 . 88 344
2,500- 3,000 ... 25 104 80 ‘ T332
3,000~ 3,300 ... 5 34 0 ¢ 308
4,000— 4,500 ... 0 0 52 S ot
5,000~ 5,500 ... 0 0 38 . 215
6,000- 6,500 ... 0 0 26 167
7,000- 7,500 ... 0 0 16 116
8,000~ 8,500 ... S0 0 8 64
9,000- 9,500 0 0 5 40
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Item 76 MISCELLANEOUS

This new schedule of assistance becomes operative for property
taxes paid during 1971-72, the state assistance payments on which are
made in 1972-73.

The Department of Finance estimates that 240,000 senior citizen
homeowners will be eligible for assistance under this expanded pro-
gram. The schedule was designed to provide $56 million in property
tax assistance during 1972-73, a five-fold increase over the $9.2 million
which would have been provided under former law.

Because the bill institutes a new announcement procedure, i.e. en-
closure of claims request forms with the homeowner property tax
exemption forms mailed by each county assessor, it is expected that
a higher proportion of senior citizens will respond under the new
program than did under the former. The expected increase in work-
load and a detailed explanation of the administration expenses of the
program will be found in the analysis of Item 135,The Franchise Tax
Board budget.

PERSONAL PROPERTY TAX RELIEF

Item 76 from the General
Fund. (To be added to

Budget Bill) Budget p. L-11 Program p. 164
REQUESLEA 197273 .cc..ovvverenreerrernsssessnesssssssssssssssssssassssssnsnsiosss $53,494,713
Estimated 1971-T2 .....cccoveriievrnmrennriionmnnmsenesssesesserssssesssssassersses 110,365,478
ACtUal 1970=T1 ...ooreerrerrererereresneesessersrsseresersssrosssssesessesssssessaes . 90,571,047
Total recommended reduction ......... ereeeet et aoes Pending

. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Business Inventory Exemption. AB 1 of the 1971 First 194
Extraordinary Session made the 30 percent business in-
ventory exemption permanent starting in 1972-73. It
also changed the nature of this program from a statutory
reimbursement to a system whereby counties file annu-
al claims with the State Controller.

2. Supplementary Budget.: The present wording in the 194
budget does not reflect the enactment of AB 1. There-
fore we withhold recommendation on this item pending
submittal of a supplemental proposal which will raise
the total cost to about $138 million in 1972-73. -
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MISCELLANEOUS Item 76

PERSONAL PROPERTY TAX RELIEF—Continued

GENERAL PROGRAM STATEMENT

This item reimburses local government for property tax losses re-
sulting from the partial exemption of business inventories. The legisla-
tive history of this program follows:

Chapter 963, Statutes of 1967, created the Property Tax Relief Fund
and allocated one-fourteenth of the bank and corporation franchise
tax revenues to this fund for business inventory or household furnish-
ings property tax relief.

Chapter 927, Statutes of 1968, reduced the assessed valuation of
motion picture films by limiting valuation to the tangible value of film,
and appropriated sufficient funds from the Property Tax Relief Fund
to cover the annual local property tax loss resulting from this change
in valuation. ,

Chapter 1, Sta tutes of 1968, First Extraordinary Session, exempted
15 percent of the assessed valuation of business inventories beginning
in 1969-70 and appropriated $43 million from the Property Tax Relief
Fund to counties according to a statutory schedule of reimbursement.
Expenditures from this fund for subsequent year tax losses were to be
based upon this same fixed schedule, expanded or contracted in the
same proportion as future franchise tax revenués changed from the
base year 1969-70.

Chapter 1526, Statutes of 1969, increased the inventory exemption
from 15 percent to 30 percent for the 1970-71 and 1971—72 fiscal years
only.

Chapter 272, Statutes of 1970, amended the schedule of county reim-
bursements to more accurately reflect actual 1969-70 local tax losses.
- Under the original schedule, which was based upon estimates made
before the exemption was adopted, 17 counties received more than
their tax losses, while 41 counties experienced deficits.

Chapter 777, Statutes of 1970, provided that if a school district lost
over 30 percent of its assessed valuation because of the special assess-
ment treatment granted to wines, winery products and brandy, the
district would be reimbursed: from the Property Tax Relief Fund.

Chapter 520, Statutes of 1971, appropriated $15.6 million to fully
fund actual 1970-71 losses due to the 30 percent inventory exemption.
The statutory schedule adjusted by the change in franchise tax reve-
nues had underfunded the program by this amount.

Chapter 1, Statutes of 1971, First Extraordinary Session, abolished
the Property Tax Relief Fund and established the business inventory
exemption at a permanent level of 30 percent, with the General Fund
to reimburse local governments for actual tax losses. .

ANALYSIS AND RECOMMEN DATIONS

We withhold recommendation pending submittal of a supplemen-
tary budget proposal by the Department of Finance. Because of the
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Item 76 _ MISCELLANEOUS

late enactment of AB 1 (Chapter 1, Statutes of 1971, First Extraordi-
nary Session) the amount requested in the budget is based upon the
schedule of reimbursement allowed under former law. The Depart-
ment of Finance will request augmentation of this item in accordance
with the provisions of AB 1 by letters to each of the fiscal committees.

The schedule of reimbursement provided under former law upon
which the budget request is based is not directly related to actual
county losses resulting from the partial exemption. The former law
provided that the county statutory reimbursement schedule shall be
either increased or decreased depending upon changes in bank and
corporation tax revenues. This provision was included in the original
law because the business inventory exemption was supposed to be
entirely financed from corporate tax revenues. During 1970-71, actual
local tax losses from the 30 percent exemption amounted to $103.7
million, but the fixed schedule of reimbursement authorized state
reimbursement of $88 million, leaving the counties with a deficit of
$15.7 million. Without corrective legislation the unfunded county tax
losses in the current year would have amounted to $25 million.

AB 1 eliminates the Property Tax Relief Fund and the statutory
schedule of county reimbursements and provides that beginning with
the 1971-72 year the State General Fund shall reimburse counties for
actual tax losses resulting from the inventory exemption which is fixed
permanently at the 30 percent level. Payments to counties are to be
made in three equal installments on September 15, December 31, and
April 30 of each fiscal year. Under former law, 75 percent of these
payments were to be made in August and the other 25 percent in the
following April. The total cost of the 30 percent exemption, plus the
special reimbursements for movie films, wines and brandy, will ap-
proximate $138 million in 1972-73. '
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LOCAL GOVERNMENT - Item 77

OPEN SPACE PAYMENTS TO LOCAL GOVERNMENT

Item 77 from the General
Fund. (To be added to
Budget Bill)

Requested 1972-73.......oeesieiee i e $13,000,000
Increase to improve level of service $13 000,000 : ‘
Total recommended reduction .......ccoeivereeneennereereeneenn: None.

GENERAL PROGRAM STATEMENT

This Budget Bill item which was not ‘included in the Governor’s
Budget appropriates $13 million for payments to school districts, cities
and counties for land placed under open-space restrictions.

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

Chapter 1 and Chapter 2, Statutes of 1971, First Extraordlnary Ses-
sion, authorize the allocation of state funds to:

1. Reimburse school districts for part or all of the property tax losses
resulting from the reduction in assessed valuation of lands placed
under open-space restrictions.

2. Make payments to cities and counties for all prime agricultural
land and nonprime land of statewide significance placed under open-
space restrictions.

School Districts. . This program will be administered by the Super-
intendent of Public Instruction and reimbursements will be based on
all land, prime and nonprime, placed under restricted use. Reimburse-
ments will be equal to the loss in assessed value as adjusted by the
school district equalization aid formula, so that assistance will range
from 100 percent for poorer districts to nothing for wealthier “basic
aid” districts.

Cities and Counties. Payments to cities and counties are to be
administered by the Secretary of the Resources Agency and are to be
differentiated by the location and type of land placed under restric-
tion. Payments are to be made on a flat amount per acre, regardless
of assessed valuation.
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Jtem 78 ‘ MISCELLANEOUS

Payments on prime agricultural land will be equal to $3 per acre if
it is located:

a. Within an incorporated city.

b. Within three miles of a city with at least 1,500 registered voters.

c. Within one mile of a city with less than 1,500 registered voters.
Payments on all other prime land will amount to $1.50 per acre under
restriction. ,

Nonprime land will qualify for payment of fifty cents per acre only
if the Secretary of Resources determines that such land is devoted to
a use of statewide significance, i.e. has statewide ecological, economic
or educational value or could be developed into prime agricultural
land.

~ There are presently 9.5 million acres of land under restriction, of
which 2.1 million acres have been defined as prime agricultural land.
If the amount appropriated is not sufficient to fund all qualified claims,
reimbursements are to be reduced on a pro rata basis, first on pay-
ments to cities and counties and second on reimbursements to school
districts.

At the present time, we do not have reliable data to determine the
total cost of this program during the budget year. Acreage estimates
indicate that payments to cities and counties for prime agricultural
land will amount to $3.5 million. Information on schools and the mag-
nitude of qualified nonprime land is insufficient at this time to com-
pute the cost of these two elements.

HOMEOWNERS’ PROPERTY TAX RELIEF

Item 78 from the General

Fund Budget p. L-11 Program p. 165
Requested 1972-T3.......cooeemieeeiseeesevereseeresseeasssessaenees $252,300,000
Estimated 1971=T72 .....occooieeiieeine et erereseeseneeseessessessenns 232,500,000
Actual 1970=T1 oovieeeeeeiecererrereeisseensesresssnsseesnssesennennnes. 218,035,732

Requested increase $19,800,000 (8.5 percent) .

Total recommended reduction ..........eevveecvcieiveeerennnns None
. ) Analysis
SUMMARY OF MAJOIR ISSUES AND RECOMMENDATIONS page

1. Program Growth. During the current year the cost of 198
this program is $2.5 million below the budgeted amount,
with both the number of claimants and the average
property tax rate slightly below estimates. The 1972-73
budget anticipates a growth of 3% percent in the num-
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MISCELLANEOUS Item 78

HOMEOWNERS® PROPERTY TAX RELIEF—Continued

ber of claimants and an increase of $0.58 in the average
property tax rate.

ANALYSIS AND RECOMMENDATIONS

We recommend approval,

This item provides state funds to reimburse local governments for
property tax losses resulting from the $750 homeowners exemption.
Table 1 shows the direct costs of this program since its inception in
1968. Costs for 1971-72 are estimated at $232.5 million, which is $2.5
million below the amount budgeted. The number of homeowners
claiming the exemption for the current year was 2,603,000, up 48,000
from the previous year, but 12,000 below the original budget estimate.
With the notable exception of Los Angeles County, the rate of growth
in claimants was highest in the metropolitan areas. The number of
claimants in Los Angeles County has declined for two successive years,
dropping by 9,000 for the current year and by 30,000 in the previous
year. The reason for this decline has not been determined.

Tax Rate Increase Below Prior Year

The average property tax rate on homes of $11.91 per $100 of as-
sessed value in the current year was slightly below the original budget
estimate of $11.97. The increase of $0.57 over the prior year was well
below the record jump of $1.03 for 1970-71.

Table 1

Homeowners’ Property Tax Exemption
Number of claimants

(thousands) 1968-69 1969-70  1970-71  1971-72  1972-73
Original estimates ..........cemeceereerenene 2,540 2,735 2,670 2,615 2,694
Actual 2,499 2,580 2,555 2,603 N/A
Cost (millions)

Budget estimate .......occcenecrmmeennnrermniene $178.0 $211.7 $213.0  .$235.0 $252.3
Actual 174.5 199.7 2180 232.5 N/A
Average property tax rate )

on homes 9.77 10.31 11.34 11.91 12.49
Average property tax relief

per claimant $70 $77.32 $85.05 $89.32 $93.67

For 1972-73, the number of claimants is forecast to increase 91,000
to 2,694,000. Homeowners shifting from the veterans exemption be-
cause of ineligibility due to wealth limitations are expected to account
for 32,000 of this increase, with newly constructed dwellings making
up the balance. The higher number of claimants, coupled with an
anticipated increase in the average tax rate to $12.49 will result in a
total cost to the state of $252.3 million for 1972-73. Of the $19.8 million
increase over 1971-72, $11.7 million is attributable to the expected
higher tax rate and $8.1 million due to the larger number of homeown-

23 10 4 305 198




Item 79 MISCELLANEOUS

ers claiming exemptions.

PAYMENT OF INTEREST ON GENERAL FUND LOANS

Item 79 from the Generai

Fund Budget p. 46 Program p. 167
Requested 1972-T3.......cccoeeniinnnicsnsiaisaesssssnnssessssnaronns $14,400,000
Estimated 197172 ...t sescsnee e 24,400,000
Actual 1970=T1 ..ottt s s sese s nanens 8,746,288

Requested decrease $10,000,000 (41.0 percent)

Total recommended reduction ... Pending
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. The amount requested does not incorporate the fiscal 199
effect AB 1 (Chapter 1, Statutes of 1971, First Extraordi-
nary Session) will have on this item. We therefore with-
hold recommendation pending receipt of a
supplementary budget proposal by the Department of
Finance.

GENERAL PROGRAM STATEMENT

Temporary loans are required at various times during each year
when the General Fund lacks the necessary cash to pay its bills. The
interest paid is affected by the total amount borrowed and the length
of the borrowing period in conjunction with the current rate of inter-
est. The General Fund borrows from three internal sources: the State
Highway Fund, various other special funds and the Pooled Money
Investment Account. .

ANALYSIS AND RECOMMENDATIONS

This item normally presents a statement of cash flow of General
Fund receipts and disbursements on a monthly basis, which is used to
estimate funds required to finance interest payments on General
Fund loans. _

The cash flow schedules for 1971-72 and 1972-73 are not included
in the budget, however, because the late passage of AB 1 (Chapter 1,
Statutes of 1971, First Extraordinary Session) made it impractical to
incorporate estimated revenues from this legislation, principally with-
holding, into the cash flow statements. Consequently the amounts
estimated for the current year and requested for 1972-73 overstate
funds required for payment of interest on General Fund loans. The
Department of Finance plans to reestimate General Fund cash flow
incorporating the expected revenues from Chapter 1 and will request
a reduction of this item by letter to each of the fiscal committees. We
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MISCELLANEOUS Item 79

PAYMENT OF INTEREST ON GENERAL FUND LOANS—Continued

therefore withhold recommendation on this item pending submission
of a supplementary budget proposal by the Department of Finance.

The Legislature enacted two laws during 1971 which will have a
significant effect on the payment of interest on General Fund loans:

1. Senate Bill 734 (Chapter 223, Statutes of 1971) authorizes the
state to issue revenue anticipation notes. General Fund loan re-
quirements were projected to exceed the state’s internal borrow-
ing capacity during eight months of the current year. Chapter
223 authorizes the state to finance these cash shortages by issuing
revenue anticipation notes rather than registering warrants
which was the only financing alternative under former law.
These notes have been issued in various denominations as re-
quired to meet General Fund shortages with the last and expect-
ed final issue made in December 1971. Table 1 identifies each sale
of notes, their retirement dates and the interest rate.

Table 1
Revenue Anticipation Notes issued During 1971
Amount Retirement
Issue Date ‘ (millions)  Interest Rate Date
August 1971 $150 2.72% 10-31-71
September 5 3.10 3-31-72
September 10 318 3-31-72
September 185 322 3-31-72
December 160 2.37 4.28-72

The interest rates on these notes are much lower than originally
estimated, primarily because of an unexpectedly large supply of short-
term money available during this period. Interest payments on all
revenue anticipation notes issued during 1971 are expected to amount
to $5.5 million.

2. Assembly Bill 1 (Chapter 1, Statutes of 1971, First Extraordzhary
Session) initiates a system of income tax withholding beginning
January 1, 1972. Thirty percent of General Fund revenues are
derived from the personal income tax. In the past the major
portion of these revenues has been received in April. This unev-
en flow of revenues has resulted in an intensive period of borrow-
ing during the first half of the fiscal year when General Fund
disbursements exceeded receipts, with subsequent repayment of
loans in the second half of each fiscal year when the bulk of
personal income tax revenues was received. .. : :

Under withholding, personal income: taxes will be remltted to
the state on a monthly basis and quarterly estimates will be paid
by persons with income not subject to withholding. This more
even flow of income tax revenues will materially reduce the
frequency and intensity of General Fund borrowing and subse-
quent loans should only be required during those months when
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Items 80-82 PROVISION FOR SALARY INCREASES.

unusually large disbursements (e.g. the February school appor-
tionment) are made.

PROVISION FOR SALARY INCREASES
Items 80, 81, and 82 from the '

General Fund Budget p. 46 Program p. 173
Requested 1972-T3......cviviireriieieeerereeeisestinseeresveeresrevesens $74,233,000
Estimated 1971-T2 ..o Ceeeeeeeseeree et reeesesee e enseene 5,394,000
Actual 1970-T1 ...t ses 41,400,000
Total recommended augmentation...........c..iveeeveeeiveirreeneennens $42.022,000

) : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Civil Service. Augment $15,829,000 General Fund and -~ 201
$16,039,000 special and other funds. Recommend aug-
 mentation to provide a 7.5 percent general salary in-
crease for civil service and exempt state employees.

2. Higher FEducation. Augment $26,193,000 General 204

Fund. Recommend augmentation to provide a 7.5 per-
cent salary increase to nonfaculty employees and a 12.5
percent increase to faculty employees of the University
and state colleges.

We recommend a budget augmentation of $58,061,000 ($42,022,000
General Fund) to provide for a 7.5 percent general salary increase for
all state civil service employees and nonfaculty employees of the uni-
versity and state colleges, and a 12% percent increase for faculty and
faculty-related employees at the University and state colleges.

The Governor’s Budget proposes a total of $106,314,000 for state
employee salary increases. This amount represents an average in-
crease of 5 percent for civil service and exempt employees to be
allocated to various employee classes giving due weight to the recom-
mendations of the State Personnel Board. University faculty and fac-
ulty-related classes and state college instructional and
instructional-related classes are proposed to receive an average in-
crease of 7% percent. Table 1 presents the allocation for each em-
ployee group by fund.

Table 1
- Allocation of Salary Increase Funds—1972-73 Budget
Special
) and Percent

Employee group General Fund  other funds Total increase
Civil service and exempt ............. $31,659,000 $32,081,000 $63,740,000 5
University faculty and related .... 13,314,000 — 13,314,000 75
University nonfaculty .........ccoc.... 7,391,000 — 7,391,000 5
State college instructional

and related......cocereeinrene 16,151,000 — 16,151,000 75
State college noninstructional...... 5,718,000 —_ 5,718,000 5

$74,233,000  $32,081,000  $106,314,000
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PROVISION FOR SALARY INCREASES Items 80-82

PROVISION FOR SALARY INCREASES—Continued

Although the budget provides for an average 5 percent salary in-
crease, the State Personnel Board will determine the amounts to be
utilized for across-the-board increases and equity adjustments.

State Personnel Board Recommendations

The 1971 Annual Report of the State Personnel Board stated that
$134 million ($72 million General Fund and $62 million special and
other funds) would be required to bring state employees salaries to a
par with that of other governmental jurisdictions and private industry.
This amount represents a 10.7 percent increase in salaries across the
board, more than double that proposed by the 1972-73 budget for civil
service employees. , _

The State Personnel Board Fall 1971 Salary Data reports that other
governmental bodies in California are increasing their compensation
to employees in response to the rise in the cost of living. For example,
on July 1, 1971, San Francisco City-County employees received an
average 6.3 percent increase in salaries, and the City of Los Angeles
an average of 4.3 percent, the County of Los Angeles 5.7 percent and
other jurisdictions surveyed had increases which averaged 4.7 per-
cent. As we indicated in our analysis last year, the above jurisdictions
received 5.4 percent, 9.8 percent and 8.2 percent cost-of-living salary
adjustments respectively between October 1969 and October 1970.

White collar federal workers have also received cost-of-living salary
adjustments over the past two years. In January 1971 federal em-
ployees received a 5.9 percent across-the-board increase and in Janu-
ary of this year, an additional 5.5 percent increase.

State Employees Lag

There were no funds provided in the Budget Act of 1971 for salary
adjustments and therefore state employees have not received cost-of-
living salary adjustments during the past year equal to those of other
public jurisdictions. The September 1971 California Consumer Price
Index (all items category) indicates that the cost-of-living increase
from June 1970 to September 1971 has increased by 5.2 percent. Al-
though the President’s wage and price controls have slowed inflation
somewhat, we estimate that the cost of living will continue to rise so
that by July 1972 the index will have increased by 7.9 percent over the
June 1970 level.

Greater Increase Recommended

Under Section 18850 of the Government Code, it is stated that con-
_ sideration shall be given to the prevailing rates for comparable service
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Items 80-82 PROVISION FOR SALARY INCREASES

in other public employment and in private business in relation to:
establishing and adjusting compensation to civil service employees.
The above State Personnel Board and California Consumer Price In-
dex data demonstrate that the prevailing rates in other public jurisdic-
tions' and the private sector include periodic cost-of-living
adjustments. State employees have been denied those adjustments
since July 1970. Further, even if the increases provided by the 1972-73
Governor’s Budget are granted, state employees” salaries will continue
to trail employees of other large governmental bodies and the private
sector. We, therefore, recommend a salary increase augmentation of
$58,061,000 to provide a 7% percent across-the-board increase for all
civil service and nonfaculty employees of the University and state
colleges and a 12% percent increase for all faculty and faculty-related
employees at the University and state colleges.

We recommend that the State Personnel Board distribute any salary
increase granted by the Legislature and included in the Budget Act
of 1971 across the board, leaving the resolution of salary inequities for
separate action in future budget requests. We are fully cognizant that
many state employee salary classifications lag far behind their coun-
terparts in the private sector and in other public jurisdictions. Howev-
er, because of a lack of cost-of-living increases since July 1970, the basic
purchasing power lag which exists for all state employees should be
eliminated before any classification or special group parity inequity is
rectified.

This recommendation will result in a total salary increase of $164,-
375,000 for fiscal year 1972-73 ($116,255,000 General Fund and
$48,120,000 special and other funds). Table 2 summarizes the differ-
ence between our recommended salary increase and that provided by
the Governor’s Budget. Our recommended amount does not include
salary increases for statutory positions under the following four salary
setting authorities: (1) the Department of Finance for certain exempt
positions, (2) the State Personnel Board. for the state civil service
employees, (3) the Trustees of the California State Colleges for its
employees, and (4) the Regents of the University of California for its
employees.

Table 2

Summary of Recommendations For Changes
. In Salary Increase Items

{General Fund and Special Funds)

S

Governor’s  Legislative

Employee group Budget Analyst Difference
Civil service and related $63,740,000  $95,608000  $31,868,000

* U.C. faculty and related 13,314,000 29,188,000 8,874,000
U.C. nonfaculty 7,391,000 11,086,000 3,695,000
State College instructional...........owcceeeeermrreerseceerinnes 16,151,000 26,917,000 10,766,000

State College noninstructional 5,718,000 8,576,000 92,858,000

Total $106,314,000  $164,375,000 $58,061,000
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PROVISION FOR SALARY INCREASES—Continued

SALARY STRUCTURE AT THE UNIVERSITY AND STATE COLLEGES

Those positions generally categorized as “academic” positions at the
University and state colleges normally receive separate salary consid-
eration in the Budget Act appropriations. These classes include faculty
and faculty-related groups at the University and instructional and
instructional-related groups at the state colleges. Separate considera-
tion is necessary because these academic classes are not included in
the State Personnel Board salary survey resulting in the possibility of
different rates of increase from those given civil service employees.

In the 1970-71 budget the Legislature approved a “cost-of-living”
increase equivalent to 5 percent for all state civil service and exempt
employees plus those nonacademic employees at the University and
state colleges but no salary increase funds were appropriated for the
academic classes. No salary increases were included for academic
classes or civil service employees in 1971-72. The 1972-73 budget pro-
vides sufficient funds for the equivalent of a 7.5 percent increase for
academic salaries.

Table 3 shows the percentages appropriated for academic salary
increases since 1959-60 for the University and state colleges.

Table 3
‘Faculty Salary Increases 1959-60 through 1972-73

University

"~ of California Effective

California- - State Colleges date
1959-60 5.0% 5.0% 7-1-59
1960-61 75 7.5 7-1-60
1961-62 — — —
1962-63 6.0 6.0 4-1-62
1963-64 5.0 5.0 1-1-64
1964-65 — — ) —
1965-66 7.0 100 7-1-65 -
1966-67 25! 6.6 7-1-66
1967-68 ' 5.0 5.0 7-1-87
1968-69 5.0 75 7-1-68
1969-70 5.0 5.0 7-1-69
1970-71 — — —
1971-72 - ) — —
1972-73 (proposed) ......ccceererrmmerensesivine. 75 7.5 7-1-72
(Legislative Analyst’s

recommendation) ........co..eeereerrvecnnne (12.5) (12.5) (7-1-72)

! Plus employer contributions equivalent to 3 percent for an annuity to complement the retirement system.
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Academic Classes

We recommend an augmentation of $19,640,000 for a 12.5 percent
Increase in academic salaries at the University and state colleges to
equalize cost of living to that provided to the civil service classes. The
elimination of the academic classes from participation in the 1970-71
cost-of-living increase resulted in a two-year reduction in purchasing
power to the academic classes as compared to only one year for state
civil service classes. Our recommendation is based on the concept that
this cost-of-living differential should be eliminated between these two
groups of employees and the 7.5 percent increase proposed in the
budget is not adequate to accomplish that purpose. To accomplish this,
a 5 percent increase is necessary to equalize the purchasing power of
the academic classes with that of other state employees plus an addi-
tional 5 percent to correspond to increases proposed in the budget for
civil service classes. It should be noted that whereas the statutory and
traditional policy of the state is to maintan “comparability” of salaries
of state personnel this has been abandoned in recent years and the
more austere policy of cost-of-living adjustments substituted.

This would be broken down as follows: :

Legislative _
Governor’s Analyst )
Budget (75%)  (12.5%) Difference (5%)
University of California ; )

Faculty $9,051,000  $15,084,000 $6,033,000 -
Faculty related 4,263,000 7,104,000 2,841,000
Total $13,314,000 $22,188,000 $8,874,000
California State Colleges .......cccommnncninnecnnicnins ‘ ‘

Instructional $15,691,000 $26,152,000 ~ $10,461,000
Instructional related - 460,000 765,000 305,000
Total $16,151000  $26917.000  $10,766,000
Grand Total . $29,465,000 $49,105,000 $19,640,000

Coordinating Council Recommendations

Again this year we have not been able to rely on the recommenda-
tions of the coordinating council because of several reservations. we
have to the council’s report.

Senate Concurrent Resolution No. 51 of the 1965 General Session
directed the Coordinating Council for Higher Education to submit
annually to the Governor and the Legislature a faculty salary and
welfare benefits report including certain supplemental information
affecting the welfare of faculties and involving cost implications to the
state. The formal report was adopted by the council on December 7,
1971.

The recommendation of the coordinating council was for 13.1 per-
cent for faculty salaries at the University of California plus an increase
in fringe benefits of 5.9 percent for a total compensation increase of
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PROVISION FOR SALARY INCREASES—Continued

19 percent. For the state colleges the recommended increase was 13
percent for salaries plus an increase of 6 percent for fringe benefits for
a total of 19 percent. These proposals were based on salaries and fringe
benefits paid by comparison institutions, as dlStll’lglllShed from the
cost-of-living policy.

The recommendations of the council endorsed the independent
requests of the University and the state colleges and rejected the
recommendations of its own staff. The staff of the council had
proposed a 9.94 percent increase in faculty salaries at the University
plus an increase in fringe benefits of 2.2 percent for a total compensa-
tion increase of 12.14 percent. For the state colleges the proposed
increase was 11.5 percent for salaries plus an increase of 2.9 percent
for fringe benefits for a total of 14.4 percent.

The council staff’s recommendations for lower levels were based on
adjusting the rate of inflation used in the projection of probable salary .
increases in 1972-73 at the comparison institutions to more accurately
reflect national Phase II salary guidelines.

In addition, the University statistical procedure used the assumption
that the comparison institutions should be treated independently
rather than as a total system comparable to the University system. This
concept was a new one never previously accepted by the council.
Although opposed by the council staff, the council accepted the con-
cept which increased the salary amount more than 1 percent for the
University.

Council Recommendations Inconsistent

One of the primary reasons that the Legislature directed the coor-
dinating council to submit annual reports on faculty salaries was be-
cause prior submissions from the University and the state colleges
lacked consistency. For several years the council reports presented
uniform supporting data and consistent comparison methods.

In this year’s report the council departed from this pattern by allow-
ing the University and state colleges to develop salary comparisons
independently of each other’s procedures. The result is that state
college salaries are compared to the median of the average salaries of
its comparison institution, while the University salaries were com-
pared to the average salaries by rank adjusted to the University staff-
ing pattern.

We believe it is inappropriate for the council to recommend specific
salary adjustments to the Legislature without using a uniform proce-
dure for both segments.

State College Comparison Institutions Are Not Comparable

For the past two years we expressed reservation to the list of 102
universities used to compare with the state colleges. This list was
developed in response to a legislative directive to revise the list of
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state college comparison institutions to more properly reflect institu-
tions assigned the same functions as the colleges. It is interesting to
note that the state colleges could not meet the criteria neccessary to
qualify as one of the comparison institutions. Our greatest reservation
with the list was what we believe to be the unjustified inclusion of 32
private universities (Stanford, Harvard, Yale, MIT, Princeton, etc.)
which are not comparable and which substantially increased the salary
level of the comparison list.

University Comparison Institutions Changed

The list of comparison institutions for the University has been
changed this year from 19 to 8 institutions. In last year’s report the
comparison institutions consisted of the “Ivy League” institutions
minus Dartmouth, the “Big Ten” institutions plus Chicago and Stan-
ford. This year the University returned to using the list of eight com-
parison institutions of several years ago which includes Cornell,
Harvard, Illinois, Michigan, Stanford, Wisconsin, Yale, and State Uni-
versity of New York (SUNY) at Buffalo.

Inconsistent Data Submission

Senate Concurrent Resolution No. 51 of the 1965 session specifically
recommended the council report contain “comprehensive and con-
sistently reported information” in supplementation to the basic re-
port. The supplemental data presented by the University and state
colleges in this year’s report lacks consistency in form and content. For
instance the University reports the number of faculty members hold-
ing the doctorate by rank, the state colleges do not. Much of the data
in the report is presented in a different form from prior years, making
trend analysis difficult.

Council Recommendat'ions Limited to Faculty

The salary recommendations of the council are traditionally based
on a comparison limited to the four ranks of faculty (i.e., professor,
associate professor, assistant professor and instructor). Although there
are numerous other teaching or other academic classes included in the
" budgets of the University and state colleges, the council recommenda-
tions are silent on these other classes.

This problem was apparent to the Legislature in 1967 when the
Assembly Ways and Means Committee adopted the following state-
ment: ,

“The Coordinating Council for Higher Education is requested to

include as part of its annual study of faculty salaries and welfare

benefits in the University of California and California State Colleges,

made pursuant to Senate Concurrent Resolution No. 51 of the 1965

Regular Session of the Legislature, similar information and recom-

mendations concerning salaries and welfare benefits for all academ-

ic administrators, other administrative and related classes, and all
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PROVISION FOR SALARY INCREASES—Continued

other academic-related classes-which are not otherw1se included
under the designation of ‘faculty’.”

Recent council reports have not been responsive to this request.

Fringe Benefits

No provision has been included in the Governor’s Budget for faculty
fringe benefits. The Coordinating Council recommended increases of
5.9 percent at the University and 6 percent at the state colleges. Again
this year the council recommendations are for overall percentage
increases only and no specific proposals have been recommended. As
we have noted for several years it is inappropiate to provide funds for
increased employee retirement, health and other benefits without:
prior review of specific proposals as to how these funds would be used.

We have been consistently critical of the council report regarding
fringe benefit recommendations and have proposed the council take
a stronger review role on this matter. Our 1965 report pursuant to HR
250, 1964, First Extraordinary Session, and endorsed in'Senate Concur-
rent Resolution No. 51 of 1965 made specific recornmendatlons for
reporting fringe benefits including the following.

“It is recommended that fringe benefit comparisons of type of bene-
fit be included in faculty salary reports but compared separately
from salaries. Such comparisons.should include an analysis of the
quality of the benefits as well as the dollar cost to-the employer.”

As far as we can determine, a comparison by type of benefit has not
been used as the basis for determining council recommendatlons nor
has the quality of the benefits been considered.

Beyond this, we believe that highest priority in salary ad]ustments
should be a restoration of the real purchasing power of established
salary relationships. For that reason we have recommended the 12.5
percent salary increases for the faculty and related| classes. This also
is consistent with the calculations and assumptions which we present-
ed to the Legislature in formulating a basis for detej mlnlng the state
budget requirements in connection with the tax increases legislated
in 1971,

701112 440 208




Items-83-84 PROVISIONS FOR SALARY INCREASES

PROVISION FOR SALARY INCREASE

Item 83 from the General

Fund Budgét p. 46 Program p. 173
Requested 1972-T3......cccooviieneiienesiessiseeesessssessessssesssssnaens $688,000
Estimated 1971-72 .....ccovvvvveivesverennes Geerrereebe et et e saeeraeeane 100
ACHUAL 19T0-TL oottt s e 692,906
Total recommended reduction ........c.iireceeceeneceeiens None

ANALYSIS AND RECOMMENDATIONS

Funds to provide for a judicial salary increase for fiscal year 1972-73
are budgeted at $688,000. This amount is based on the requirements
of Chapter 144, Statutes of 1964, as amended by Chapter 1507, Statutes
of 1969, which provide that judges are entitled to an annual salary
increase based on the California Consumer Price Index as compiled
and reported by the California Department of Industrial Relations.
Based -on the figures for the first three-quarters of calendar 1971 and
one month of the last quarter of 1971, the price index increased by
4.2645 percent. The budgeted amount accommodates this increase.

Last year, the Legislature increased the amount provided for this
purpose in the Governor’s Budget from $5,000 to $820,144 (the amount
required to meet the statutory requirement). The Governor reduced
this item to $100. We are informed, however, that the State Controller
is paying judge salaries at the increased rate as a result of an Attorney
General’s opinion on this matter.

We recommend approval.

VPR‘OVISIONS FOR HEALTH BENEFITS

Item 84 from the General

Fund Budget p. 46 Program p. 173
Requested 1972-T3......coovroeeneeerienseesisssessiensisesseseniessenennes $2,062,000
Total recommended reduction ............ccoeevverviervenenrennreniennns None

ANALYSIS AND RECOMMENDATIONS

The proposed budget provides $3,018,000 ($2,062,000 General Fund
and $956,000 special and other funds) for increased employee health
benefits. During fiscal year 1972-73 the state’s contribution to state
employee health insurance premiums will increase from $12 to $14
pursuant to Chapter 212, Statutes of 1970. Funds to meet this cost are
included in thé operating budget of each state department.

Sufficient funds are provided in this item to permit an additional
increase in employee health benefits from $14 to $16. Enabling legisla-
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tion will be introduced according to the Governor’s Budget to author-
ize this acceleration.
We recommend approval.

Reserve for Contingencies
EMERGENCY FUND

Item 85 from the General

Fund , : Budget p. 47 Program p. 176
REQUESEA L9723 .ooooomveeeeeeeeeeeereesesesessecessniresseeeesessssssesnees $1,000,000
~ Appropriated by the 1971-72 Budget Act.........ccccouvuiunccnee. 1,000,000
Total recommended reduction ........occoveeevveevereerreneeeeene None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The Emergency Fund provides a source from which the Depart-
ment of Finance can allocate funds to state agencies for expenses
resulting from unforeseen contingencies not covered by specific ap-
propriations: This item also provides authorization for the Depart-
ment of Finance to make loans to agencies whose operations would be
curtailed due to delayed receipt of reimbursements or revenue.

Thé Emergency Fund request of $1,000,000 is a token of the amount
actually needed in every year since 1959-60. To meet the actual re-
quirements a deficiency appropriation has been necessary toward the
end of each fiscal year. For 1971-72, the department anticipates a
deficiency of $6,250,000. Listed below are the 1971-72 budgeted alloca-
tions of more than $100,000 each exclusive of transfers to meet salary
increases. Salary increases added $3.8 million to the allocations shown.

Support

1971-72

Increase in health benefits and number of annuitants $133,879
Franchise Tax Board, move to Aerojet 258,888
Franchise Tax Board, postage rate increase g 133,606
State Fair, police costs .. 119,129
Emergency fire suppression and detection 1,173,815
Department of Public Health, increase in venereal disease program ..o 238,000
Cost of additional judgeships . . 290,581
Contribution to Judges™ Retirement Fund . : 150,000
Department of Youth Authority, assistance to counties ... 2,167,897
Crippled children, assistance to counties 1,200,000
Capital outlay, Sacramento River bank protection 110,000
Total allocations : ‘ $6,286,219

Emergency Fund expenditures in 1971-72 have not been subjected
to legislative review, Where appropriate, we comment on such expen-
ditures in the analysis of the individual agency budgets. Control lan-
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guage in the 1971 Budget Act limited the use of the Emergency Fund
except for $100,000 to purposes which had been specifically approved
by the Legislature in the budget act or other bills.
Shown below are the amounts budgeted .and allocated along with
the deficiency appropriations for years since 1963-64.
Emergency Fund, Appropriations and Allocations

- 1963-64 to 1972-73
- Allocated Deficiency

Fiscal year Appropriated to agencies  appropriation
1963-64 $1,000,000 $4,297,640 -$4,750,000
1964-65 : 1,000,000 5,106,500 4,436,500
1965-66- 1,000,000 - 5,148,643 5,400,000
1966-67 : 1,000,000 9,321,117 8,341,951
1967-68 1,000,000 4,238,515 3,908,000
1968-69 . 1,000,000 4,954,513 5,086,631
1969-70 1,000,000 4,259,585 4,000,000
1970-71 1,000,000 4,919,594 4,375,000
1971-72 1,000,000 6,286,219 6,250,000
1972-73 (proposed) 1,000,000 - =

LEGISLATIVE CLAIMS

Item 86 from the Several

Fund Budget p. 48 Program p. 180
Requested 1972-T3.......cccrivrnircneeneee e ceenes $51,202
Estimated 1971-T72 ........cociieeeeierineee e ersrevessesseresnseens 394,090
Actual 1970-71 .......... ket er s et b ears et teas et renreneaes S 232,785

ANALYSIS AND RECOMMENDATIONS

This item includes all the general claims against the state which are
approved by the Board of Control and referred to the Legislature for
review and payment in a consolidated fiscal package called the “omni-
bus claims bill.” This 1972-73 budget request now includes only the
claims granted by the board between March 1971 and November 1971,
although all claims approved through March 1972 will be included in
the 1972-73 budget. At the time this item is set for hearing in the
Legislature, the Department of Finance will request that the 1972-73
budget figure be augmented to include claims approved by the board
between November 1971 and March 1972. Because the amount origi-
nally requested in each budget reflects only eight months of claims it
always appears lower than the amount which is actually expended in
the previous year. :

Good Samaritan Claims to be Disposed of Without Legislative'vReview

As a result of the enactment of Senate Bill No. 464 (Chapter}’ 1269)
of the 1971 Session, future Good Samaritan claims up to the statutory
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AGRICULTURE Item 87

LEGISLATIVE CLAIMS—Continued

maximum of $5,000, as well as attorney’s fees up to 10 percent of such
claims, may be approved by the Board of Control without legislative
review and paid from a separate appropriation (Item 47).

All of the general claims approved by the Board of Control are
reviewed by the Legislative Analyst and all those which are of special
interest, those involving large sums of money, as well as those which
were recommended for denial by the state agency charged with their
review are brought to the attention of the respective subcommittee
in each house which hears the Claims Bill. Through this review, the
Legislature exercises final judgment on each general claim presented
and may reduce, augment or eliminate any claim approved by the
Board of Control.

This office will prepare a supplemental report on the 1972-73 claims
and present it to the respective subcommittees at the time of the
hearing on the Claims Bill.

Table 1 traces the history of preliminary and actual expenditures for
the “omnibus claims bill.”

Table 1
Proposed and Actual Expenditures for Legislative Claims
Fiscal Year Requested* Actual®
1972-73 $51,202 -
1971-72 : 95,617 $394,090
1970-71 ; 166,921 232,785
1969-70 : 140,039 230,686

* Includes claims approved by the Board of Control between March and November of the calenddr year immediately
preceding the respective fiscal year.
" Includes a// claims approved by the Board of Control over a 12-month period (Vlarch to March) and granted by
the Legislature.

DEPARTMENT OF AGRICULTURE

Item 87 from the General

Fund ' Budgef p. 51 Program p. 187
Requested 1972-73......covviircrinnieieeneesieneerereneesesssaies $12,527,061
Estimated 1971-T2 ........cccinerneninerienenreeseesesesessssssensesess 12,044,863
Actual 1970-T1 ..coooviiirecirneerrieen e v resb et seassees 11,853,803

Requested increase $482,198 (4.0 percent)

Total recommended reduction ..........cceeeeneeeeccsivennns $258,275

. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Exclusion and Detection. Reduce $70,000. Recom- 216
mend budget for the exclusion element be reduced by
$70,000.

2. Comstock Mealybug. Reduce $88275. Recommend 217
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