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tion may be applicable only to future enrollees in the systeni.

NATIONAL CENTER FOR STATE COURTS

Item 23 from the Ceneral Fund - o Budget p. 15
Requested 1977—78 ......... VR SR, Seeesdenniiens $14,000

“Estimated 1976-77 ' ' ' : 14,000
Actual 1975-T6 ........cccccoveeiivererenns . 214,000
"Requested increase—None ' : : '

‘TOt‘a‘l recommended reduction ..................... ettt eeesaeristeennine : None

GENERAL PROGRAM STATEMENT

‘The National Center for State Courts was established in 1971 to encour-
age judicial reform; recommend standards for fair and expeditious judicial
.administration ,,‘and seek solutions. to state judicial problems.

ANALYSIS AND RECOMMENDATIONS
We recommend approval. '
“This item provides the state’s membership fee in the Natlonal Ceriter
for State Courts, which is supported by a combination of state fees and a
federal grant. The fee is based on state population. California’s fee repre-
'sents approximately 7 percent of the total state fees requested. Prior to
- 1975-76, cash match requirements for the federal grant were met by
donatlons from prlvate foundahons

GOVERNOR'S OFFICE

Budget p. 16

Requested 1977—78 ............. enerueeseitieeessisnssnesreinenssiasesntnensssansirsiion $3,366,415

Estimated 1976-T7.....cccccocciinmecrnenivnnrrssseiioiensiinnssessessssisesses 3,366,415

~Actual 1975-T76 ..ottt eterensanesaranass ceevenn 3,128,348
. Requested increase—None. ' = :

Total recommended reduction ............. e hatisiensrienent - None

.1977-78 FUNDING BY ITEM AND SOURCE _

Item. ... Description - { Fund . * Amount

~24.-- - Governor's Office—Support - General : . $2,084015

25, .. ‘Residence—Support (Primarily for Se- =’ General o 17,400
_ curity and Housekeeping) o ‘ . S

96 Contingency Expenses . General C 15,000

27 Governor’s Budget—Printing : General - . 350,000
B - e $3,366.415
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GOVERNOR’'S OFFICE—Continued .
ANALYSIS AND RECOMMENDATIONS

We recommend approval,

Under the California Constitution, the Covernor is chief executxve of
the state and responsible for seeing that the law is executed:

The Governor’s Budget request consists of four elements as shown
above. The budget contains information only on broad expenditure cate-
gories with no supporting detail. Increases for general expenses, rent,
automobile support and office supplies are offset by reductions in travel
and office printing, resulting in no change in the budget total.

\

Governor's Office
‘ SECRETARY FOR AGRlCULTURE“AND SERVICES

Item 28 from the General Fund C : Budget p 17

Requested 197778 ........iiuivoeecernresirseseensane SR Y $427 985

Estimated 1976-T7.........occcoiuveiiiinnnnrerivisensecivnnees vevienennen - 406,316

ACtUal 1975-T6 .......cccvuumrriersrerreiensensirisusesnsosssisessessisions ORI 457,372

‘Requested increase $21,669 (5.3 percent) - N

Total recommended reduCtion ...............cocoevivrimmrinnirrneeinsecenienen, $12,158
' o Anal_ﬁsgﬁs )

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . " page

1. Agency Overbudgeted Reduce by $12,158. Recommend 19
reduction in operating expenses and equxpment which was
transferred to personal services.

‘GENERAL PROGRAM STATEMENT

As one of the Governor’s four agency secretaries, the Secretary for
Agriculture and Services is responsible for (1) providing leadership.and
policy guidance to the departments under the agency’s jurisdiction, (2)
serving as a communications link between the Governor and the depart-
‘ments,.and (3) reviewing departmental budgets and legislative and. ad-
ministrative programs. The departments over which the secretary
exercises general supervision include: :

1. Department of-Food-and Agrieulture-
2. Department of Industrial Relations
3. Public Employees’ Retirement System

4. Department of General Services

5. Department of Consumer Affairs

6. Teachers’ Retirement System
7. Department of Veterans Affalrs
8. State Fire Marshal

9. Franchise Tax Board

10. State Personnel Board

11. Museum of Science and Industry

12. California Public Broadcasting Commission
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In addition, the secretary is responsible for administering (1)‘ the Cali-
fornia plan for the development and enforcement of occupational safety
and health standards (Cal/OSHA) and (2) the state’s federally funded
program for improving personnel administration in state and local govern-
ment through education and training under the Federal Intergovernmen-
tal-Personnel Act.

The secretary also serves as the Covernor s llalson agency to the Agncul-
tural Labor Relations Board. The secretary’s former employee relations
responsibility to “meet and confer” with state employee groups under the
George Brown Act was transferred in 1975-76 to the Governor’s Office.

ANALYSIS AND RECOMMENDATIONS

The Secretary of Agriculture and Services is requesting $427,985 from
the General Fund in the budget year, an increase of $21,669 or 5.3 percent
over anticipated expenditures for the current year. The rise is mainly
attributable to general price increases and for the costs of staff upgrades.

The Governor’s Budget states that the secretary is also planning to
utilize $287,334 in the current year and $431,002 in the budget year in
federal Public Works Employment Act funds for developing a statewide
pesticide use plan and an accompanying environmental impact report in
compliance with the California Environmental Quality Act. However, the
secretary reports that these figures have been revised to $338,214 in the
current year and $330,122 in the budget year. Our recommendations re-
gardmg the above activities are included under Item 58 for the Depart-
ment of Food and Agriculture.

Agency Overbudgeted .

We recommend reduction of $13, 158 reflecting the amount of over-
budgeting in operating expenses and equipment Wlucb was transferred to
persomz] services.

- The agency has overbudgeted for operating expenses and equlpment by
$12,158, the amount which it transferred to personal services for the up-
grading of two positions: a special assistarit I which was reclassified to a
special assistant II and a staff services analyst (range A) which was reclassi-
fied to a staff services analyst (range C). The reclassification increased the
salary of the special assistant from $2,325 to $2,811 monthly and ‘the staff

services analyst from $919 to $1,288 per month. The agency also reports
that the action necessitated the transfer of $12,158 in the current year from
operating expenses and equipment to personal services. The agency pro-
poses to increase personal services in the budget year by the same amount
to continue the promotions. Only the reclassification of the staff services
analyst is shown in either the Governor’s 1976-77 or 1977-78 budgets.
These reclassifications appear to be inconsistent with the administration’s
1976-77 employee compensation plan ‘which provxded for most em-
ployees, a flat pay increase of $70 per month.

The budget also shows that the agency had an unexpended balance of
$52,156 in 1975-76. However, part of these savings resulted from the trans-
fer of the Office of Employee Relations (which had a number-of vacant
positions for several months) from the agency to the:Governor’s Office.
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Governor’'s Office
SECRETARY FOR BUSINESS AND TRANSPORTATION

Item 29 from the Motor Vehicle
Account and Item 30 from

the General Fund  Budget p. 19
ReqQUEStEd 19TT=T8 ........ccoomrreeseisirereis et seesessssiss e ssssssins $421,252
ESHIMALEA 1OT6=TT .ot ieietreeitiestseieeeaessseeeestsasssegenssasasnsonsns 516,872
ACHUAL LOTB-T6 ...ttt eerete st sesstestenesassassesasasasenesns 321,397

Requested decrease $95,620 (18.5 percent) L
Total recommended reduction ............ riereeseetestereesianetesresreeres None

1977-78 FUNDING BY ITEM AND SOURCE

Item ~ Description ’ Fund - Amount

29 Support Motor ‘Vehicle Account $401,812

30 Support General : 19,440
' $421,252

GENERAL PROGRAM STATEMENT

The Secretary for Business and Transportatxon as one of four agency
secretaries in the Governor’s Cabinet, administers the Office of the Busi-
ness and Transportation Agency. As the title implies, the organization of
this agency includes two distinct groupings of departments, those oriented
toward business regulatory activities and those related to various transpor-
tation activities. The agency consists of the following departments:

California Highway Patrol :

Department of Motor Vehicles

Department of Transportation

Office of Traffic Safety

Department of Alcoholic Beverage Control

Department of Banking

Department of Corporations

Department of Housing and Community Development

Department of Insurance

Department of Real Estate

-Department of Savings and Loan

California Job Creation Board

Housing Finance Agency

‘ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The budget proposes an expenditure of $621,252 which, in addition’ to
the proposed appropriation from the Motor Vehicle Account and the
General Fund' ($421,252), includes $200,000 in federal funds for planning
. grants. The proposed expenditure represents funding for 16.4 positions (9
- professional and 7.4 clerical), the same number authorized in the current
-year. The proposed budget also contains a reimbursement of $227,758
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which is derived from charging constituent departments a pro-rata share
of the cost of using 7 exempt professional positions on a contractual basis
from selected departments in the agency. An additional reimbursement
of $100,000 is provided from the Departments of Banking ($40,000), Sav-
ings and Loan ($40,000) and Corporations ($20,000) to support a task force
established by the agency to study electronic funds transfers systems.

The proposed budget is $95,620 or 18.5 percent less than the current
year. The expenditure reduction is primarily the result of a one-time
expenditure of $125,000 from the Transportation Planning and Research
Account in the current year. The expenditure was related to a demonstra-
tion project for the purpose of converting a bus from conventional power
to hydrogen power pursuant to Chapter 1130, Statutes of 1975.

o Governor’s Office ‘ ,
SECRETARY FOR HEALTH AND WELFARE

Item 31 from the General Fund Budget p. 21
ReqUested 197T=T8 ......eveierernrnieinnsseisnssesssiassessesesssessssessassons $688,308
Estimated 1976-T77........cccoovueuinc: eetivinsensrentnieetebeteietenareniaetabenade 624,354
Actual 1975-T6 .......ccccoeviiveiresiereenreensenns ROTOTON: eereesaesens eesveenees 750,189
Requested increase $63,954 (10.2 percent) ‘
Total recommended reduction ..............cciveiniiseioniinnionnas $82,192
: Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Native American - Program Coordinator. Reduce by 22
- $52,192. Recommend funds for native American program -
coordinator be transferred to the Governor’s office. ;

2. Displaced Homemakers Project. Recommend agency sub- 23
mit to the fiscal committees prior to budget hearings a plan
which describes the service and evaluation activities for the
final year of the displaced homemakers project. ‘

3. EDP Consultant Funds. Reduce by $30,000. Recommend 25
' funds budgeted for EDP consultant and professional serv-
ices be reduced. = '

GENERAL PROGRAM STATEMENT

The Secretary for Health-and Welfare provides the administrative and
policy direction for state departments and organizations providing health,
welfare, manpower, and correctional services. The following departments
are within the agency: ‘ '

Department of Aging

Department of Corrections
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. Department of Benefit Payments

Department of Health ‘

Department of Rehabilitation -

. Department of the Youth: Authority

Employment Development Department

Also within the agency are the Office of Alcoholism, the Ofﬁce of Nar-
cotics and Drug Abuse, and the California Health Fac111t1es Commlssmn

ANALYSIS AND RECOMMENDATIONS

The budget proposes a General Fund expendlture of $688 308 for the
1977-78 fiscal year, which is $63,954 or 10.2 percent more than is estimated
for the current fiscal year. The primary reason for this increase is the
estabhshment of several new positions.

Department of Health Liaison

‘We recommend approval of one and one-half posmons to provxde
agency liaison with the Department of Health.

. The budget proposes the continuation of one Career Executive ‘Ap-
pointment (CEA) II position which was administratively established dur-
ing the current fiscal year and proposes creation of one-half senior clerk
typist position to provide clerical support. The proposed cost to the Gen-
eral Fund for these two positions including salaries, benefits and operating
expenses is $55,216. The CEA II position will act as agency liaison with the
Department of Health. Currently, this liaison function is shared by three
agency positions. However, due to the size and scope of problems in the
health care area, we believe an additional posxtlon which will assume
primary responsibility for departmental liaison is justified.

Speclal Program Coordinators

We recommend deletion of $52,192 budgeted for a CEA I position for
a native American program coordinator and one-half senior clerk typist
position. However, if the administration ‘desires these positions, they
should be transferred to the Govemor s office and we would recommend
approval,

We further recommend that Budget Bill language be added to the
Employment Development Department’s budget item prohibiting use of
EDD funds for the activities of the rural and mrgrant df{'arrs program
coordinator.

In May 1976, the Governor issued executive orders establishing posmons
of native American program coordinator and rural and migrant affairs
program coordinator in the Health and Welfare Agency. The purpose of
these positions is to coordinate program-related activities of departments
both within the Health and Welfare Agency and in other agencies as well.
The budget proposes the establishment of one CEA I position to function
as a native American program coordinator and one-half senior clerktypist
position to provide clerical support. The total cost to the General Fund of
these positions including salaries, staff benefits and operating expenses is
$52,192.

During fiscal year 1976-77, the agency designated the Chief of the Mi-
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grant Serv1ces Section of the Employment Development Department
(EDD) to assume the additional responsibilities of the rural and migrant
affairs program coordinator. According to the agency, this arrangement
will be continued for fiscal year 1977-78. The coordinator estimates he
spends approximately 20 percent of his time on coordinator-related activi-
ties. No funds have been included in the agency budget to reimburse EDD
for these expenses.

~The native American program coordinator is required to define the
relationship between the native American population and the state and
federal government and to assure that'native Americans receive equitable
treatment from state governmental agencies. Specific duties of the rural
and migrant affairs coordinator are to assure that the Governor’s rural and
mxgrant affairs pohcy is carried out in the various state departments and
to act as an arbiter in disputes between departments. According to the
budget, most of the current year activities of the rural and migrant affairs
program coordinator have involved departments outside the Health and
Welfare Agency including the Department of Housing and Community
Development, and the Department of Education.

.We question the ability of these special coordinators to adequately
achieve integration and cooperation among programs which are located
in other agencies. Located within the Health and Welfare Agency, these
coordinators lack the direct authority needed to fulfill their stated duties
with departments outside the agency: We therefore recommend deletion
of $52,192 budgeted for the native American program coordinator posi-
tion: We further recommend that budget langugage be added to EDD’s
budget item prohibiting use of EDD funds for the activities of the rural
and migrant affairs program coordinator.

If the administration desires to continue one or more of these positions
and wishes to.delegate the necessary authority for them to carry out their

" described functions effectively, then the positions should be established in
the ‘Governor’ s Office and' we would recommend approval

Dlsplaced Homemakers Pro]ect

We recommend that prior to budget beanngs tbe agency submit to the
F scal committees of the Legislature a plan which describes the service and
evaluation activities for the final year of the displaced homemakers’ pilot
project. We further recommend that the plan include c]early defined and
measurable project objectives, a timetable for achieving such objectives,

data needs, and sc]zedu]ed data co]]ectzon activities mc]udmg client fol-

low-up... . .-

- Chapter 1063 Statutes of 1975 requnres the: Secretary of Health and -
Welfare to establish a two-year pilot service center for displaced home-
makers in Alameda County. The project is designed to provide counseling,
training, jobs, services and health care for homemakers who find them-
selves !‘displaced” in their middle years through divorce, death of spouse,
or other loss of farnily income. Chapter 1063 approprlated $200,000 to be
made available for the project from January 1, 1976, until January 1, 1978.
The agency encumbered $180,000 of that amount durmg fiscal year 1975-
76 to contract with a private organization to run the center for a period
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SECRETARY FOR HEALTH AND WELFARE—Continued

of 21 months. The center began operation in May 1976..In addition, the

agency encumbered $20,000 during fiscal year 1976-77 to contract with a

private consultant to evaluate the pro_]ect No project funds appear in the
" budget for fiscal year 1977-78.

Legislation required that perlodxc evaluations of the project be filed
with the Agency Secretary. The first evaluation is due February 1, 1977.
In addition, the Secretary and the Legislative Analyst are required to
report to the Legislature in January, 1978, on the effectiveness of the
program. Our office has reviewed the center’s first quarterly activity
report and the first quarterly evaluation prepared by the evaluation con-
sultant. Between May and December 1976, the center provided job train-
ing and stipends to 27 interns and provided information and workshops to
an undetermined number of additional clients.

We are concerned about the project’s current planning and evaluation
activities. Even though the project is halfway through its allocated period
of time, there has been no identification of measurable program objectives
or a timetable for achieving these objectives. At this point, it appears that
some basic data concerning project applicants and clients is not being

" collected. Unless this is done, it will be impossible for the Legislature to
-determine the project’s effectiveness at the end of two years. We, there-
fore, recommend that the agency submit to the Legislature an activity
plan and updated evaluation plan for the project’s final year.

Computer Requirements Task Force

The Governor’s Budget includes $209,800 to continue an effort 1n1t1ated
in the 1975-76 fiscal year to determine and provide for the agency’s pro-
jected total computer requirements. Excluding the processing of Medi-
Cal claims, the bulk of current agency computing requirements is met by
the use of four agency computers and the Stephen P. Teale Consolidated
Data Center. Recognized inefficiencies in current automated processes,
limited capacity and capabilities on agency computers and the continued
development of new systems have provided the impetus for the task force
effort.

Including the proposed budget, funds which will have been allocated to
this effort total $506,644. Personnel resources assigned to the project are
a combination of 7 personnel on loan from agency departments and 3
positions which have been established at agency level. According to the
approved project goals, a plan to meet the agency’s computing require-
ments is scheduled to be available for review toward the end of January
1977. Once this plan has been approved, task force resources will be ap-
phed to the computer procurement process.
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Consultant Funds

We recommend that funds budgeted for consultant and professional
services be reduced by $30,000.

The proposed budget includes $60, 000 for consultant and professional
services to assist in the anticipated computer procurement and evaluation
and selection processes. In our opinion, most if not all, of this type of
assistance should be drawn from existing personnel resources in the sev-
eral agency departments, as was done in the last major state competitive
computer procurement (the Teale Data Center). Outside assistance
should be held to a minimum to avoid diffusion of project responsibility.
Therefore, we would support a budget year allocation for consultant and
professional services in the reduced amount of $30,000.

Questionable Personnel Transfers

Although documentation supporting the proposed budget dxscusses the -
problem of maintaining adequate staffing on this important project, the
agency has aggravated this problem by allowing the project director and
atleast one other task force member to transfer to another agency project.
We recall that this same agency encouraged an alarming turnover in
project managers for the recent (and ultimately abandoned) multi-mil:
lion  dollar' Medi-Cal Management System project. We believe that it is
incumbent upon the agency to use its best efforts to maintain project staff
continuity and that it should dlscourage continuous turnover of key per-

onnel

Governor's Office
SECRETARY FOR RESOURCES

Item 32 from the General Fund Budget p. 23
Requested 1977-78 ....cccomeerreenseneiresissersnsosss et enesssenane , $789,475
Estimated 1976-T77.......cccccoeunmmincienniiensiiennncisesneienssssssessssssonse .. 770,203
ACHUA] 1OTB=T6 ..ottt e b snssnansanees 440,348
Requested increase $19,272 (2. 3 percent) _ o
Total recommended redUCHON ...cocvveeeenricceen et None

GENERAL PROGRAM STATEMENT

The Secretary for Resources, as the administrative head of the Re-
sources: Agency, is responsible dlrectly to the Governor for the state’s
activities relatmg to the management, preservation and enhancement of

" California’s air, water and land; its natural, wildlife, and recreational re-
sources; and general coordination of environmental programs. The Secre-
tary is a member of the Governor’s Cabinet: The Secretary also is
respon51ble for liaison between the Governor’s office and the agency’s
commissions and boards, coordination of state and federal programs, and
supervision of departmental fiscal affairs.

The Resources Agency is composed of the following units:

Department of Conservation
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“Energy Resources Conservation and Development Commlssmn o

Department of Fish and Game '

Department of Forestry s L

Department of Navigation and Ocean Development

Department of Parks and Recreation -

Department of Water Resources

Air Resources Board S

California Coastal Commission

Colorado River Board

State Coastal Conservancy

State Lands Division ’
_ State Water Resources Control Board and nine regional water quahty

control boards S

Solid Waste Management Board
" In addition, the Resources Secretary has been designated in the Gover-
nor’s Budget as the coordination point in the administration for the San
Francisco Bay Conservation and Development Commxssmn By statute
the Secretary is. also responsible for allocating open-space subventions
among cities and counties on the basis of those prime and nonprime lands
which are found ehglble

The Secretary issues the state guldehnes for preparation of environmen-
tal impact reports and designates the classes of activities which receive
blanket exemptions from the preparation of environmental impact re-
ports. The Waterways Management Planning Program and several miscel-
laneous programs including certain activities in the Lake Tahoe basm are
budgeted to the Secretary’s office.

ANALYSIS AND RECOMMENDATIONS

We recommend approval, o
The budget year request of $789,475 for the Secretary for Resourcf S i
essentially level with the current year. The major change is the conversion
of four positions from Career Executive Assngnment (CEA) to’ exempt
status.
In the last two-years the Secretary has secured an increase from 13:1
positions to 23.5. There would actually have been a 100 percent increase
if the Legislature had not denied two requested positions. The budget last
year included a major expenditure increase both to cover the new posi-
tions and to finance three positions which had been financed by ‘assess-
ment on the constituent departments and commissions of the agency: The
request for the budget year essentially continues the practice of’ full fi-
nancing through the appropriation to the Secretary (Item 32). '
However, four CEA positions requested and approved last year were
not used. Instead, the money was used to finance (by contract) four
~employees who were placed in exempt positions which were borrowed
from the Department of Water Resources, the Department of Parks and
Recreation, the Division of Mines and Geology, and the Board of Forestry.
(Three of these exempt positions had been used by the Secretary’s office
in the past). The justification given for this use of exempt positions is'that
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qualified employees were not available in the civil service for appoint-
ment to CEA or else that the employees selected could not quahfy for civil
service and CEA appointment.

As a result the present professional staffin the Secretary’s offrce consists
of six exempt employees, four CEA employees and one civil service em-
ployee : :

Governor’'s Office =
'OFFICE OF EMPLOYEE RELATIONS

Item 33 from the General Fund L ' Budget p. 26

Requested 1977-78 . ereiies , ‘ .. ’ $231,200

Estimated 1976-77.................... . eevererenin 216,081

ACtal 19T5-T6 ......couvrreirsiis ittt : 85,881
Requested increase $15,119° (7 0 percent) : ‘ ‘

Total recommended reduction: ... IR AR ! None
o L ; ' L - Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS : . page

1. Conflicts of Interest. - Recommend Office of Employee Re- 28
" lations eliminate conflicts in employee relations activities
--and preclude state ‘managers from belonging to the same -

. organizations as nonsupervisory employees.

2. Management Benefits. Recommend Office of Employee 29
" Relations develop an alternate program to allow managers -

.. to continue group benefits now denved from membershlp

m employee” orgamzatlons

GENERAL PROGRAM STATEMENT -

This item supports the Office of: Employee Relatlons (OER) which
administers the “meet and confer” -process prescribed by the George
Brown Act. This act requires the state to “meet and confer with represent-
atives of employee organizations upon request and to consider as fully as
possible as such representatives deem reasonable” presentations made by
the employee representatives before adoptmg a policy or determining a
course of action affecting employees. It-also gives employee organizations
the right to represent their members in employee relatlons matters, in-
cluding grievances.

OER was established by an executlve order in 1973 in the Agnculture
and Services Agency.and transferred to the Governor’s Office in 1975: Its
responsibilities include (1) representing the Governor in meeting and
conferring with employee groups; (2). establishing policies and proce-
.dures-for conducting an employee relations program in the state under
the meet' and confer process, (3) providing leadership and guidance to ™ -
state agencies in employee relations, (4) establishing a communications
link: between the Governor and the various state agencies on employee
relations matters; . (5) identifying managerial and supervisory staff and

i3

]
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training them in employee relations, (6) analyzing and’ adv1smg the Gov-'
ernor on legislation affectmg employee benefits, () developing contm—
gency plans for utilization in the event of work stoppages; and (8)
establishing procedures for handling employee grievances which are not‘
under the jurisdiction of the State Personnel Board. These types of griev--
ances, which have always been under the jurisdiction of the appointing
power, include such things as discretionary salary rates, leaves of absence,
working conditions and other employee relations matters. Under an Ex--
ecutive Order (R-25-71) formulated by the previous administration, the
agency secretaries have final authority to settle such. grlevances on an
appeal basis.

Other types of grievances may be appealed to the State Personnel
Board. Examples of these appealable matters are position cla851ﬁcat10n,¥
layoff procedures, denial of sick leave or merit salary adjustment, appraisal
of job performance and job transfer. Employee orgamzatlons usually rep-
resent employees in such proceedings.

ANALYSIS AND RECOMMENDATIONS

‘The Office of Employee Relations (OER) requests $231 200, Wthh isan
increase of 7.0 percent over estimated expenditures of $216,081 for the
current year. The increase consists largely of merit salary adjustinents and’
related staff benefits. The budget also reflects current-year salary savings
of approx1mately $14, 000 No such savings are antlcxpated in the budget
year. ‘ A

Conflicts of interest Affect Management Staff

We recommend that the Office of Employee. He]atzons in cooperatzon
with the State Personnel Board, eliminate conflicts of interest among state
managers in the meet and confer and grievance processes by precluding
such persons from belongmg to the same emp]oyee orgamzahons thch
represent nonsupervisory. employees. o

We further recommend that the office report on its correctl ve: actmns :
to the Joint Legislative Budget Commzttee no Iater t]zan November °‘1 ‘
1977. - . o

" Under the “meet and confer prov1snons of state law relatlons between ‘
state managers and employee organizations are becoming more:formal.
because the latter, increasingly, are adopting negotiation techniques.used

by the more tradltlonal industrial types of unions. Some of these unions

are gaining membershlp among state workers.

Because of this competition for membership, the more tradltlonal state
employee organizations are ‘providing training programs for their em-
ployees in trade union bargaining and grievance representation tech-
niques. Several state agencies have added specially trained personnel in
an effort to match the representation expertise of such organizations. The-
number of such state agencies has increased from three in 1973 to at least
six at the current time. These include the Departments of Water Re-
sources, Transportation, Health, Forestry, Employment Develepment
and the California Highway Patrol. Together, these agencies currently
employ a total of 19 professional employee relations specialists. In addi-
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tion, the State University and Colleges System employs one specialist and
the University of California has approximately 30 such specialists in its
central office and on the various campuses and laboratories.

In view of the growing intensity and formalization of the employee
relations process, we believe the OER has failed to provide sufficient
leadership in identifying managerial personnel and precluding them from
representing employee groups in meet and confer sessions. This identifi-
cation should also be extended to employees who assist or act in a confi-
dential capacity to managers who are closely involved in employee
relations functions. There are numerous examples throughout state serv-
ice of managers holding positions of responsibil‘ity in employee organiza-
tions and representing employee groups in “meet and confer” sessions.

Ironically, OER has sponsored training programs for state managers in
employee relations without first taking formal steps to identify them and
ascertain whether conflicts of interést exist becatuse of their membership
in employee organizations. OER has only recently begun to identify such
personnel It should eliminate all such potential conflicts of interest by
requiring managers to discontinue their membership i in employee organi-
zations which- represent rank and file employees »

Allow Management Staff to Retam Benefits |

We recommend that the Office of Employee Re]ahons in cooperalzon
with the State Personnel Board, develop an alternative group benefits
program for managerial personnel to replace the benefits, such as life
insurance, which they would lose from discontinuing membership in em-
ployee organizations and report to the ]omt Legws]abve Budget Commzt-
tee by November 1, 1977,

Many managerial employees maintain membershnp in employee organi-
zations primarily because of the availability, at favorable rateés, of benefits
suchas group life insurance which are incidental to such membershlp We
believe that OER, in conjunction with the State Personnel Board, should
developa similar program for managerial personnel who would otherwise
lose such benefits upon terminating membership in'employee organiza- .
tions.:Such a program could be developed in the same manner that the
Public Employees’ Retirement System- solicits proposals . for’' Meyers-
Geddes health benefits plans and represents the interest of state em-
ployees in negotiating periodic revisions in benefit schedules and premi-
um costs.. ,
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Item 34 from the General Fund : Budget p. 27
Requested 1977-78 ................. erertee et aenraneen et © $1,020,634
Estimated 1076=T7........covmieverereeinrrriniesreresssressssssssessssessssssnssssses 625,030
Actual 1975-T6 ... nsaneans 465,551
Requested increase $395,604 (63.3 percent) : _
Total recommended reduction .............cecereseiinreineessseseesinnns ~ None
: : : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Environmental Goals and Policy Report.. Recommend : - 32 -
OPR give priority to expediting adoption and implementa- :
tion of policies updating-the Environmental Goals and Pol-
icy Report.

2. State Funding of Prime State Responsibilities. Recommend 35
OPR prepare its 1978-79 budget to provide that General
Fund moneys go for support of prime state responsibilities.

GENERAL PROGRAM STATEMENT

The Office of Planning and Research (OPR) is responsible for develop-
ing recommendations to the Governor on statewide policies:relating to
land use, development, environmental protection, and planning. OPR is
also responsible for reviewing and coordinating a variety of state and local
agency activities in terms of consistency with these state policies. Related
responsibilities include (1) serving as research staff to the Governor.on a
wide range of subjects, (2) administering federal financial assistance pro-
grams directed toward improving local planning, (3) acting as a clearing-
house for environmental impact reports and grant applications,- (4)

_assisting in improving California Environmental Quality Act procedures
and (5) coordinating state permit granting processes.

ANALYSIS AND RECOMMENDATIONS o

When preparing the 1975-76 budget, the new administration deter-
mined to reexamine the role, purpose and programs of the Office of
Planning and Research, to explore new orientations that the office could
assume, and to define activities which would assist the Governor in for-
mulating plannmg policies as well as to improve implementation of OPRs
statutory planning responsibilities. The review was made by OPR staff, the
Department of Finance, federal Department of Housing and Urban De-
velopment (HUD), Assembly Ways and Means Committee, Senate Fi-
nance Committee, and this office. The resulting budget was submitted to
the Legislature and approved.

The 1976-77 proposed budget continued that reorientation. OQur analysxs
last year initially deferred recommendation because much of the informa-
tion necessary to evaluate the budget adequately was not available. Many
of OPRs new programs had been underway only a few months and addi-
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tional time was needed before future budget requirements could be clari-
fied and justified. Approval was eventually recommended and accepted
by the Legislature. .

Draft *Urban Development Strategy” Completed

‘Since early 1975 progress has been made in a number of OPRs programs
Of particular importance is the submission to the Governor of a draft of
the “Urban Development Strategy,” which is a partial update of the Envi-
ronmental Goals and Policy Report. This draft, although limited in scope,
addresses three significant problem areas—urban sprawl, the deteriora-
~ tion of central cities, and the competition for tax base among local jurisdic-
tions. When approved or revised by the Governor, it will be the basis for
OPR to prepare an implementation program that ‘would propose actions
to achieve its policies. Such actions are likely to include draft legislation
and-revised regulations on such issues as tax sharing, housing subsidies,
public facilities location, and industrial siting.

It is important, however, to put this progress in perspective. First, ac-
cording to budget figures, the following amounts have been spent or
budgeted on the “Urban Development Strategy’”:

LOTA-T5 .cciiiveceienensisisiseercisensersesssniaessnesans $105,870
1975-T6....irte it 283,421
197677 (Est.).ccoiviivnicrinnirinrenininnss reersenanearens 264,712

Total ... $654,003

Last year’s budget stated that the “Urban Development Strategy” would
be presented to the Governor in the spring of 1976 and that the 1976-77
planning efforts would be directed towards preparing a Rural Develop-
ment Strategy. Not until December 1976, was a draft of the “Urban Devel-
opment Strategy” presented to the Governor and major work on-the
“Rural Development Strategy” has yet to get underway. Thus, the work
has been more costly and time consuming than originally contemplated.

-Second, the “Urban Development Strategy” is only a draft. It may be
mgmﬁcantly revised following review by the Leglslature and the public
before it is adopted by the Goverror (adoption is now projected for late
spring 1977). Third, the full measure of the usefulness of this work will
come with the development of programs to implement the policy recom-
mendations. Finally, the “Urban Development Strategy” is only the first
in a projected series of major policy development reports to expand and
update the Environmental Goals and Pohcy Report. OPR intends to de-
velop a “Rural Development Strategy” next and then an “Economic De-
velopment Strategy.” It should be noted that the Legislature has directed
that the Environmental Goals and Policy Report also address a wide range
of issues related to'the conservation of natural resources (see Chapter
1534; Statutes of 1970).

Need for Approved Development Policies

The formulation and 1mp1ementat10n of state development pohc1es is
central to OPRs other missions. These include review and coordination of
a variety of planning and regulatory activities of other state agencies and
local government. A principal purpose of OPRs review and coordination

4—75173
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is to ensure that state and local government . development actxons are
consistent with adopted state pohc1es :

OPR is moving ahead in a procedural manner with its rev1ew and
coordination efforts. For example, a formal procedure has been estab-’
lished according to which the major plans of state agencies - must be re--
viewed and evaluated by OPR and other affected agencies. In addrtlon
OPR for the first time this year assisted the Department of Finance: m
reviewing the budgets of selected state agencies and in setting priorities.
However, until state policies are formally adopted, the effectiveness of
these mechamsms will be limited and the full 1mpact of major pohcy,
decrsxons will not be achreved '

Prlonty for Environmental. Goals and Pollcy Report :

We recommend that OPR (1) give priority attention to the Urban
Development Strategy and related strategy reports, and (2) clearly focus
its efforts on (a) expediting adopting policies in this area; (b) developing
programs for implementing those policies, and (c) moving ahead:-with
work on other components of the Environmental Goals and Policy Report.

OPR is becommg mvolved ina wrdemng range of act1v1t1es Examples‘
include: o

L A study of the promotron of famlly farm development w1th1n the

Westlands Water District.” '

2. Streamlining the permit procedures of state agencies, mcludmg lead-

- ership in the consolidated hearing on the Dow petrochemu:al facility

as proposed for the Collinsville area.

3. A study of the impact of oil drilling on the outer continental shelf.

4. Continuing review of the California Environmental Quality Act.

5. Establishing the Office of Approprlate Technology (OAT) adminis-

tratively within OPR.

This rapid prohferatron of activities mdrcates a tendency to spread re-
sources too thinly. OPR is struggling to achieve solid accomphshments in-
many areas but it has yet to achieve its goals in any major effort. -

It can readily be argued that a large number of studies or coordmahve
roles fit into OPRs broad mandate. However, as OPR enters into new and
complex activities, it may dilute its attention to responsrblhtles whrch aref
more central to its mission.

An example of diluted attention is that the entire amount to be spent
during fiscal year 1977-78 on the Environmental Goals and Policy Report
is only $286,930 for 9.4 personnel-years. Of this amount only $122,346 is
allocated for’ developmg the implementation program for the “Urban
Development Strategy.” The remaining work on this strategy may be both
difficult and costly. By OPRs own account the implementation of the
strategy will involve working with appropriate state and federal agencies
on changes in admlmstratwe guidelines and regulations, drafting legisla-
tion, and preparing detailed background papers to provide additional
explanation and justification on selected actions recommended in the
strategy Greater emphasrs on priorities is needed T
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Dependence on Federal Funds B T e

‘Part of the proliferation of OPRs activities restilts from its funding struc-
ture which historically has been dominated by federal grants. Federal
grants frequently become available in some subject areas and not others.
The fund arrangements often require that they be used in part for speci-
fied activities and that the state contribute matching funds, usually on a
two federal, one state basis. Thus, part of OPRs prohferatlon of activities
and problems .of focus relate to its dependence on federal funds.

“The federal funds are not entirely reliable sources of support. The shift-
1ng pattern of federal fundmg, as well as its importance in supporting
OPRs programs, can be seen in Table 1, which compares OPRs federal
funds with General Fund money from ﬁscal year 1972-73 to 1977-78 (fed-
eral funds passed through to local governments and “reimbursements™
such as Title II funds under the Public Works Employment Act of 1976 are
excluded) ,

The table also shows that both the amount and the relative proportlon
of federal funding to state funding has varied significantly over the years.
For example, the estimated decrease in federal funding between the cur-
rent year and the budget year is $615,001, or 38.5 percent. Approximately
$360,000 of this decrease will be in HUD 701 funds of which approximately
$350,000 will be replaced with state General Fund money and Title II
money from the Federal Public Works Employment Act of 1976. The
remainder of the decrease represents a reduction of about $255,000 in
varxous federal funds passed through to other state agencies. '

Table 1

COmparlson of Expenditure of Federa!l Funds -
: With General Fund Money

" Funding Source /- 197273 197374 197475 197576 1976-77 197778

General Fund.........oo..cvvvvvvmns 888115 . $504,000 - $462,068 ~$463,551 $625,030 $1,020,634

Direéct federal grants ................ 101,115 725,622 . 1,070,601 1,264,119 1,598,001 983,000

Generl Fand as a percent of ‘ ) . N . )
federal L 812% = 695% 432% 368% - 39.1% 103.8%-

The General Fund budget request for OPRi increases by $395, 604 or 63.3
percent next year. This increase provides for a variety of expenditures and
may ‘be summarized as follows: ,

=1, New responsibilities mandated by leglslatlon passed last

. ’session:
:a.. To: develop a uniform classification system for social -~ - .
. services information in Chapter 646, Statutes of 1976, =~
ol (AB 3307),to identify key social indicators to be used
- in preparing social profiles in' Chapter 1382, Statutes
. of 1976, (AB 3508), and to determine the fea51b1hty of

.estabhshmg a common format for. reporting: social
. services mformatlon (ACR 169) 2 addltlonal analyst L
S posmons ................................................................................ C 855,470
~ b. To manage new OPR responsnblhtles related to the

Coastal Zone Act of 1976-—Chapter 1330, Statutes of
. -1976, (SB. 1277, Section 30415), and the Santa Monica
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Mountain Planmng Commlss1on -2 additional posi- - :
tions ............ cevebreneaishoiaisvaseendenneasiniriiboitesdisansanst basassnniveseionaiunas 44,134

2. To offset approximately one- half the anticipated- de- S
creases in federal funding (HUD 701) ........coccvciunniiaia 175,000

3. To adjust Department of Finance estimates of the 1977— e .
78 baseline budget .......civmiiieereivinnnrinessiseleseeaienenis 60,209

4. To respond to a request from the Governor for work on
the Westlands project, and to assist in coordinating state
research activities and in leglslatlve analysis; 2 additional e
POSIHIONS ..o.iiiiciiniiiisisinniisien i st ssisest s ensesisaestonnsinnens 44,727
5. To handle the increase in workload resulting from the R
administration of several new grants and the increase in
‘the number of OPR employees; 1 additional clerical posi- :
HHOTL evecrereceiiirieecenteerees et steeestesessesreseistesassesnsssesaesssressesssrennenions 13,064
TOLAL...ouoiee ittt e et a e s e assssssasae v sass bt sessasonnanas $395,604

Public Works Employment Act of 1976 (PWEA)

The Public Works Employment Act of 1976 (see Item 257, Employment
Development Department, for full discussion of PWEA) also is providing
additional federal funding for OPR. These funds are not being used for any
clear priorities or expenditure patterns. Title II money totals $305,667 for

-the current year and $311,750 for the budget year. It will be expended as
follows:

1. For increased clearinghouse workload resulting from T1tle I applica-

- tions (the average weekly volume of federal grant documents has
increased from 147 to 450 documents). :
Current year $35,000..........ccccceerireiernrenernsiveionereessecsesnne Budget year $0
2. For development of a statewide industrial site planning program and
continuation of the Outer Continental Shelf (OCS) project. The OCS
- project continuation is to provide further technical assistance to local
government in responding to proposals to site oil facilities along the
southern California coast. (OPR indicates that funding for the OCS
project from a federal grant to the Coastal Commission terminated
on December 31, 1976. OPR states that an additional $300,000 will be
available for the project on October 1, 1977 from the Coastal Commis-
sion although the Coastal Commission budget: does not show this
reimbursement to OPR). ,
Current year $100,000..........cc.coeveevererverireeronns .... Budget year $52,000
3. For continued support for the Office of Appropriate Technology
(OAT) -to develop plans and programs for conservation of natural
resources.  (Total funding for OAT from all sources for the current
year is $370,417 and for the budget year is $260,333.)
Current year $170,667.........cccccvcvcnirnciiiesivcnncianen. Budget year $85,333

4. For a continued level of funding of OPRs support activities to make

. up for one-half of the anticipated decrease in HUD 701 funding in the
budget year (the other one-half is to be made up by the General
Fund increase: discussed -above):

‘ Budget year $174,417
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State Needs to Fund Prime State 'Responsibilities ‘ B

We recommend that, in preparing the 1978-79 budget OPH be dzrected
that the funding provided by state General Fund go for support of those
actr vities which are prime state responsibilities. -

- It is apparent from the above discussion on General Fund and Title II
increases that there is no clear state policy or basis for judging how much
-of the work done by OPR should be funded by federal or General Fund
money. The precarious nature of OPRs funding may have an adverse
impact on the continuity of its program and the stability of its operation.
Even more importantly the state needs to determine which among OPRs
activities ranging from (1) the “Urban Development Strategy” Report, to
(2) the improved administration of the California Environmental Quality
Act, to (3) industrial siting policies, are of sufficient priority to warrant
leglslatlve appropriation of state money for their exclusive support.

Governor's Office
OFFICE OF EMERGENCY SERVICES

-Item 35 from the General Fund : : o Budget p. 33

‘Requested 1977-T78 .....cocuivvrrreivemsriveion. eviesiaesseiinssuenebersrnernabasses $2,369,819

ESstimated 197677 ........ccoviviirrrereeieiesriionnsreissessosesssssssseseesesesnseronsnas 2,460,844

Actual 1975-T6 ... 1,913,566
‘Requested decrease $91,025 (3.7 percent)

Total recommended reduction ... None

GENERAL PROGRAM STATEMENT
The ‘Office “of Emergency Services. coordinates emergency actlvxtles
necessary to save lives and reduce property losses arising from natural or
other disasters in the state. Its mission is carried out under two programs,
administration and emergency mutual aid services. The latter has four
elements.
A l Provision and Coordination of Mutual Aid. This program encour-
, ages and coordinates mutual aid agreements between and among various
state and local agencies having fire, rescue, law enforcement and com-
munication capabilities and equipment. It also distributes federal surplus
-.equipment and federal and state disaster aid funding. The latter function
results from Chapter 290, Statutes of 1974 (The Natural Disaster Assistance
,Act) which created the Natural Disaster Assistance Fund, abolished cer-
tain other funds and made the Director of the Office of Emergency Serv-
ices responsible for administration of the program.
2. Development and Utilization of Emergency Communications Sys-
tems. This program maintains a statewide disaster warning system on a
24’hour basis with major control exercised at the Sacramento headquar-
ters. It assists in the development of local communication networks to
permit interties between and among state and local fire and law enforce-
ment agencies as well as local civil defense agencies.
3. Development and Imp]ementatwn of Emergency Plans. This pro-
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gram maintains a statewide emergency plan and assists other agencies and
local jurisdictions in the development and periodic updating of compati-
ble local plans. It also administers the Dam Safety Program established by
Chapter 780, Statutes of 1972, which directed the owners of certain dams
throughout the state to file maps of the downstream areas showing various
levels of possible inundation in the event of a total dam failure at both
high-pool and low-pool conditions behind the dam.

4. Management and Maintenance of State Resources.. The state owns
a substantial inventory of fire pumper trucks and equipment; rescue
trucks and equipment; communications trucks or vans and portable equip-
ment; and medical, radiation detection, and training equipment, most of
whlch is deployed to local governmental jurisdictions and other state
agencies. .

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The Office of Emergency Services (OES) proposes a General Fund
expenditure of $2,369,819. This is $91,025 or 3.7 percent below estimated
current-year expenditures. Federal funds and reimbursements produce a
total expenditure program of $22,360,945. Funding sources, dollar- and
personnel-year expenditures by program are presented in Table 1.

‘Table 1

Office of Emergency Services
Budget Summary

Change from -

Estimated Proposed Current Year.
- 1976-77 1977-78 Amount Percen[
Funding : S S
General Fund . $2,460,844 $2,369,819 $-91,025 -—3 7%
Federal funds (support)............... eeesresrmnie 1,176,406 943,373 -233033 ——198 }
" Federal funds {local assnstance) .................. 16,173,089 19,004,354 2831265 < 173"
Reimbursements.... 200,856 43,399 = 157457 « =184
Total : $20,011,195 $22.360,945  $2,349,750 - 179+
Program . o e
- Administration ! . (8373 ,395) , (8629,180) . (855,785) .  9.1%

Personnel-years...... IO ] 252 4.7 ;05 Do

Provision and Coordination of Mutual Aid - $16,970,432 819,849,196 82,878,764 - - "*IT.0:::

Personnel-vears...... - 239 232 - =07 . =
’Defélopfncnt and " Utilization of Emer- . . el
gency Communications S\stems ............ 81,216,005 - 81,142,841 ~§73,164 . 60 .

Personnel-years . 158 150 - 08 . -

Development and Implementatlon of : X
Emergency 330 O —— 81,139,615 8937,037 8202578 - 178
Personnel-years 366 287 =19 -
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Management and Maintenance of State R i )
. Mutual Aid Resources ........cuume, peeerer - $6G5,143 o $431871 —§253272 . 370

Personnel-years , R 92 =33 -
- “Total. ... . . 820,011,195 $22,360945 - $2,349,750 1LT%
Personnel-years............ rsrsmeensssss s enachride 1142 1008 -134 —

‘Table 1 shows: that $19,004,354 in federal disaster assistance will be dis-
tributed to local government agencies, although the amount of such aid
cannot be determined precisely because the cost of damages caused by
natural disasters cannot be forecast. Approximately $64.4 million in such
aid was distributed in 1975-76 and an estimated $16.2 million will ‘be
allocated in the current year. The reimbursements reflect a grant from the
Law Enforcement Assistance Administration (LEAA); matched with state
funds from the Office of Criminal Justice Planning (OCJP) to conduct a
statewide mutual aid training program. The overall decline in reimburse-
ments reflects the expiration of two OCJP grant programs in the current

year.

The decline in General Fund support results primarily from the one-
time expenditure in the current year of $192,000 for three replacement
fire pumper trucks. Federal funds decline because of the implementation

'of new, more stringent standards for funding state emergency service

programs by the federal government. In past years it financed almost 50
percent of the total costs of such programs, but now it will pay only 50
percent of the costs of the positions which support a “national mission™
involving nuclear civil protection and 25 percent of the cost of positions
which spend one-half or more of their time in support of.a “national” as
opposed to a ““state” mission involving protection against natural disasters.
Positions used exclusively for the state mission receive no federal support.

ngher Costs for New Communications System

'OES is requesting $101,058 to cover higher user charges 1mposed by the
Department of General Services as OES’s share of the cost of maintaining
the statewide microwave communications system which was completed
in:1975-76. The Governor’s Budget shows that $101,058 also was allocated
to OES in the current year for the same purpose. The system provides a
communications link with 54 counties and selected state agencies (De-
partment of Transportation, the California Highway Patrol and the De-
partment of Water Resources) for purposes of control and mformatlon in
disaster situations. :

New Positions

OES expects to utilize 13.4 fewer total personnel-years in the budget
year largely because of the decline in federally funded projects. However,
as shown in Table 2, 11.5 new positions will be estabhshed in the budget

year
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Table 2

Office of Emergency Services
New Positions

Number Percent Percent
of New Saafary: General - Federal -
L Positions Costs Fund — Funds -
Function . ;
Provision and Coordination of Mutual Aid o : RS
:a. Fire and rescue . 1 $20,928 0% | =,
b. Financial assistance 1 9,648 30 50%
¢. Law enforcement mutual aid contract.......c..ccciuiiee 2 35,564 - 100+
Development and Implementation of Emergency Plans = I
a. Medical emergency plNDINg ..i....cowioeeeeermmecinne 2b 41856 . .25
b: Earthquake and dam safety ... 1 22,992 5 50
¢. Nuclear civil protection contract 1.2¢ 18,819 - 100
d. Radxologncal instrument maintenance contract ..... ' 3.3° 42,455 - - 100
Totals 115 $192,262

* Office of Criminal Justice Planning funds are sho“ n as reimbursements in the Governor’s Budget
" Liinited-termn positions extended one year to June 30; 1978.
¢ Funded until September 30, 1977, w hen the contract with the federal government expires. ..

A senior account clerk is proposed to handle additional workload in
processing claims for federal assistance administered by OES but provided
under the federal Civil Defense Preparedness Agency program: The re-
maining 10.5 new positions were established in the current year and are
proposed for continuation. They include a fire coordinator to-provide
liaison with FIRESCOPE, a federal research and development program
designed to improve management of resources in combating large, multi-
agency wildland fires, primarily in southern California. Also included are
two positions to continue the mutual aid training contract with OCJP
funds and three positions to continue the development of medical emer-
gency plans and earthquake and dam safety plans. The latter three posr-
tlons will terminate June 30, 1978.

The remaining 4.5 positions, also shown in Table 2, are proposed to
continue work on the Nuclear Civil Protection and Radrologrcal Instru-
ment Maintenance contracts. These positions are deleted each year when
the federal contract terminates and are reestablished administratively
when the contract is renewed. The current contract terminates: Septem-
ber 30, 1977, but is expected to be renewed after that date.

Emergency Plan Study in Progress

Last year the Legislature adopted our recommendation directing the
Department of Finance to conduct a comprehensive study of certain state
emergency plans and report to the Joint Legislative Budget Committee
by November 1, 1976. Unforeseen circumstances have required the de-
partment to seek and receive an extension for completing the report to
February 1, 1977. Accordingly, the report should be available for leglsla-
tive review during the budget hearings.
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Item 36 from the General Fund, . . o : . Budget p. 38

REQUESEEA LOTT—T8 oorooeeoreeeeeeeeseosressesiessomenensesessessesssstssssssssneseeen $651,871

Estimated 1976-TT......corerieeerenessesesssssssesssesessssersssonsasses 599,211

ACHUAl 19T5-T6 .....cccoovierreeeeieseirere e esssssnesessnsseseresesasaenssens . 511,343

Requested increase $52,660 (8.8 percent) ,

Total recommended reductlon .................................................... $21,401
g ' Alz;zl visis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page.

1.-Federal Reimbursements. Recommend federal reimburse- 40
. ments be sought for expenses of activities which may be -
.charged to or are at the request of the federal government.

2. Highway Patrol Reimbursement. Reduce $11,401. Recom- 40
mend patrol reimbursement be reduced based on current
experience. .

3. Contract Personnel. Reduce $10,000. Recommend proposed 4]
augmentation be deleted because it duplicates other poten-

_tial funding sources. ’

GENERAL PROGRAM STATEMENT

The Lieutenant Governor is elected pursuant to the California Constitu-
tionto serve concurrently with the Governor. He assumes the responsibili-
ties ‘of ‘chief - executive in the absence of the Governor and serves as
presiding officer of the Senate, voting only in the case of a tie. The Lieu-
teriant: Governor serves on numerous commissions and boards and also
may be assigned special tasks by the Governor.

:In addition to the Lieutenant Governor, the office currently is author-
1zed 21 staff and clerical positions.

ANALYSIS AND RECOMMENDATIONS

. The budget request of $651,871 is $52660 and 8.8 percent above the
ogr,r_ent level of estimated expenditures. Increases arise from (1) two new

clerical positions, (2) consultant and professional services and (3) out-of-

state: travel. -Our analysis is limited to those areas of increase where we
have concerns. Because some of the increases directly relate to a new
activity; we begin with a dlSCUSSlOﬂ of the Border States Commission.

Border States Commission

Informatlon originally provided our office reported that durmg 1976-71,
.+ “at the direction of Governor Brown, the Lieutenant Governor
. focused his attention and energies to the creation of a Border
, States Commission. Consisting of the states of California, New
_Mexico, Arizona, and Texas, this commission will direct 1tself to

" _those mutual problems inherent to the four states by virtue of =

their common borders with Mexico. Aside from the obvious bene-
fits to be gained from possible solutions to these problems, Cali-
fornia stands to gain a substantial economic boost in the form of
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federal revenue.” o

We subsequently received a‘hews"rel_‘éasewhich indicated that the Gov-
ernors of the four states will serve as commissioners although California’s
Governor has named the Lieutenant Governor as our official representa-
tive.

“This new commission is one of eight that will share in a $350 mllhon fund
established by Congress for a broad range of regional economic develop-
ment projects over the next four years. Two-thirds of the funds are ear-
marked for the 1l-state Appalachian Commission leavmg about- $125
‘-mllhon to be divided among the other seven commissions. :

“ Regional development projeet proposals-may focus on'such areas-as
transportation, health care and health delivery systems, vocational educa-
tion, energy development and arts and cultural development. The federal
funds would not cover the total costs of development projects but would
serve as “seed money.” Federal funding will cover initial planning efforts -
“thereafter providing 50 percent of the project money ona matchmg bas1s

Federal Reimbursement

- We recommend that federal reimbursements be sougbt when the Lieu-
tenant Governor or his staff undertake activities which may be c]zarged
to or are at the request of the federal government.

Current year expenses of the Lieutenant Governor arnsmg from hlS
travel and activity related to the Border States Commission provide an
example where we believe partial reimbursement for General Fund costs
should be sought. Information we received on the commission indicates
federal funding would cover initial planning efforts. However, federal
-reimbursement has not been requested for the Lieutenant Covernor s
expenses on behalf of the commission.

In addition, we believe some of these e ‘expenses could have been charged
to federal funds which have been made available to the Office of the
Lieutenant Governor during the current year but are 'not shown in‘the
Governor's Budget. That is, a grant award of $78,959 ($56,200 in: federal
-funds and $22,759 in state matching services) was received from the U.S.
Department of Commerce-for a border area-development study in Sep-
tember1976. We believe some of the activities of the Lieutenant Governor
on behalf of the Border States Commission parallel and could qualify for
federal reimbursement within the scope of this federal grant. However,
as of January 21, 1977, no reimbursement of General Fund -expenditures
had been made from these federal funds. ,

Highway Patrol Reimbursement aor

We recommend funds budgeted for California nghwa y Patrol 1 reim-
bursement be reduced by $11,401 based on current experience:

The budget request contains a major increase in consultant and profes-
sional services as shown. The contract personnel element will be dlscussed
later.
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Consultant and- Professional Services .

Change Over
Actual  -Budgeted . Revised  Proposed Budgeted
1975-76 ~1976-77  1976-77  1977-78 = Amount. Percent

Contract personnel ..o $9,506 -0 $4,595  $10,000 $10,000 - 100.0%
California Highway Patrol reim- »

bursement ..........cccesrmremmisnnes 0 829,082 47,393 50,237 21,155 727 -

Total - $9506° $29,082 SSL988 860237 SILISS  107.1%

The increase (from $0 to $29 082) in the amount originally budgeted for
1976-77 for California Highway Patrol (CHP) reimbursement arose from
a request by the Governor to charge this budget with the cost of an officer
assigned to drive and protect the Lieutenant Governor. However, in-
voices from the CHP for the first two months (July, August 1976) reflected

-an average monthly cost of $3,949.42 or $47,393 on an annual basis. An

additional 6 percent cost increase was added to develop the $50,237 level
shown as the 1977-78 budget request.

All of the increase above the budgeted level for the current year relates
to overtime pay and expenses for assigned CHP officers during the two-
month billing period. Specifically, during July and August the billing in-
cludes 161 hours of overtime (50 percent more hours than a normal full-
time work schedule for one officer) and $1,600 in expenses. We believe
this two-month experience base is inadequate substantiation for request-
ing such a major increase.

"Based on our analysis of invoices for six months (July through Decem-
ber) we found costs, including overtime and expenses, averaged $3,053.12
monthly. This appears to be a more reasonable experience base. There-
fore, we recomputed a 1977-78 budget request for CHP reimbursement
on this base and added a 6 percent increased cost allowance for a total of
$38,836. A savings:of $11,401 results when our estimate is compared with
the budget request ($50,237 — $38, 836 = $11, 401)

Research and Student Intern Increase

‘We recommend that a proposed augmentatlon for research personnel
and student interns be deleted, based on potential altematz ve fundmg
sources, for a General Fund savings of $10,000.

The contract personnel element of the consultant and professxonal serv-
ices budget category is used to employ research personnel and student
interns. No funds were budgeted for this purpose in 1976-77 although we
are informed that $4,595 will be expended under this element. Therefore,
the budget request reflects a $10,000 increase above the 1976-77 budget
and a $5,404 increase over estimated expenditures for 1976-77.

We question this proposed enrichment because of (1) budgeted tempo-
rary help of $2,196; (2) a history of past, unbudgeted salary savings which
may be used for such purposes and (3) the potential for funding research
personnel and students with federal funds which we are informed will be
available.

Out-of-State Travel Increase
The Lieutenant Governor’s Budget contains a maJor increase in out-of-
state travel
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Out-of-State Travel

o ) Change Over
CAetual . Budgeted Hensed : Proposed Budgeted
1975-76 . 1976-77 1976-77 1977-78 Amount Percent

81,107 $7,459 $9,453 $10,907 §3,448 C 0 462%

Based on the travel accomplished in the first six months of this year plus
anticipated travel for the remaining six months, out-of-state travel ex-
pense is now estimated at $9,453 for 1976-77 which is approximately $2,000
and 27 percent more than originally budgeted. It should be noted also that
the Lieutenant Governor has performed additional out-of-state travel to
a number of Asian nations (funded by the travel budget of the Commis-
sion for Economic Development) and to Mexico (funded by the travel
budget of the Commlssmn of the Cahformas)

' COMMISSION OF THE CALIFORNIAS

Item 37 from the General Fund : - Budget p. 39
Requested 1977-78 ............ccovivcerrssorrs inenreon e . $73,664
Estimated 1976-77.........cccoccoviivevnrerivenennns rerrereeasaeriens ‘ 71,536
Actual 1975-76 ........... Feeesereresnersesissesriesesnsrsnarenssbesngensissasresrbraersranes 65,073
Requested increase $2,128 (3.0 percent) a S
Total recommended TEAUCHON .ovvvosivvvsienssieensnriinssissssesenscsisesnns Pending
o ’ ' ‘ Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Budget Detail. Withhold recommendation pending re: 42
ceipt of substantiating detail. .

GENERAL PROGRAM STATEMENT

The Commission of the Californias was established in 1964 to promote
favorable economic and cultural relations with the States of Baja Califor-
nia and Baja California Sur of the Republlc of Mexico. Chapter 965, Stat-
utes of 1975, (1) expanded this mission to include educational relations;
(2) inCreased_the size of the commission to 18 members by adding the
Lieutenant Governor to the seven public members and 10 legislative
members and (3) authorized the commission to accept grants: from p‘n-
vate foundations or individuals in support of its duties and functions. *

The commission has an authorlzed staff of two, the executlve dlrector
and a stenographer

ANALYSIS AND REC_OMMENDATIONS

Budget Detail

We withhold recommendation on this budget pendmg recezpt of sub-
stantiating detail. ‘

Section 6120 of the State Administrative Manual requires all agencnes to
prepare specified budget expenditure substantiation. When requested
this information was not available from the commission.

Although the increase proposed by the Governor’s Budget is relatlvely
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minor, we understand there may be a current year deficit in travel ex-
penditures which is not reflected in the published schedules.As a result,
we have requested a schedule be completed on out-of-state travel in
addition to other substantiating budget detail. Based on our review of this
requested information, we will prepare an analysis and recommendations
prior to the scheduled budget hearings.

DEPARTMENT OF JUSTICE

Items 3840 and 42 from the .
“General Fund, and Item 41
from the Motor Vehicle Ac-
count, State Transportatlon

Fund , ' Budget p. 41
Requested 197778 ......coccieievvriiinnrcieersnnsesannes U ST $65,020,068
Estimated 1976—TT.....ccccuvvevrveiverinnienuneseesssesssssssssestasesasssescsens 59,389,702
ACKEUAL 19T5-7T6 .......oovrrtetrerreeiirrecsiseaersanesiseresietessseseas s aseneatan 53,160,516

-Requested increase $5,630,366 (9.5 percent) - '
T_c')tal' recommended reduction .................... ettt $422 674

1977-18 FUNDING BY ITEM AND SOURCE

Item. , Description Fund - Amount ”
38 . Department Support ~ General Fund $55.286,849
39 Fingerprint Fees , Fingerprint Fees, General 1,862,487
- Fund .
Antitrast : S Attorney General’s Antitrust 1,396,330
: » . Account, General Fund - v
. Department Support . Motor Vehicle Account, 6,402,402
. State Transportation Fund '
Legislative Mandate General Fund ] 712,000
$65,020,068
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ' .. page

I: Services to Victims of Violent Crimes Program. Reduce 51
reimbursements (Item 38) by $100,688. Recommend dele-
tion of funding for six new positions in Item 367.

2. ‘Parent Locator Service. - Withhold recommendation on 16~ 52 -

« - proposed positions pending cost benefit information. .

3. Division of Law Enforcement. Reduce Item 38 by $108,- 52
© 388 Recommend reduction of five positions in the Execu-
tive Office of the Division of Law Enforcement to avoid-
duplication with the Division of Administration. SR

“4.. Division of Law Enforcement Rent. Reduce Item 38 by 53

o $314,286. Recommend deletion of increase in rental ex-

. - pense. ‘

5. Comprehensive Data System Conversion. Wlthhold rec- 53 -
ommendation pending more data on the need for-criminal
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L statistics program. L .
6. Telecommunications System (CLE;TS) 55 _
‘a. Cost Accounting. Recommend Department of Justice pro- 55‘ o

vide annual accounting of the state’s cost to maintain the' -
CLETS system, o
b. Motor Vehicle Fund Appropnatxon ' Recommend Depart- 55
ments of Justice and Finance provide fiscal committees with
justification for maintaining Motor Vehicle Account appro-
priation at the current level for support of the CLETS sys- o

. tem. .

c. Cost Effectiveness. Becommend Department of Justice,in 56
cooperation with local law enforcement agencies, developh_ ‘
procedures to assess cost-effectiveness of computer services =
provided to local agencies through the CLETS system and
 report to the Joint Legislative Budget Commxttee by De- = "~

" cember 1, 1977. o

GENERAL PROGRAM STATEMENT

The Department of Justice, under the direction of the Attorney General
whois the chief law enforcement officer in the state, provides legal and
law enforcement services to state and local agencies. Departmental func-
tions are carried out through three programs: Administration, Legal Serv-
ices, and Law Enforcement, each of which is dw:ded into several
elements

Administration Program

Admlmstratlon which includes the Attorney General’s executive ofﬁce
provides the following functions and services: (1) coordination and prepa-
--ration-of legal opinions; (2) management analysis, (3) library services for
the legal staff, (4) manpower and personnel services, and (5) administra-
tive services, including all fiscal functions and legal office support such as
stenographic and typing services.

Legal Servnces Program

" The. legal services program is conducted by the Divisions of. wal Law
Criminal Law and Special Operations, each consisting of attorneys specnal—
ized in particular fields of law.

Civil Law Division. This division (1) provxdes legal representatlon for
most state agencies, boards and commissions, (2) renders legal opinions,
(3): represents the state and its employees in the field of tort hablhty, (4)
assists the Board of Control in the disposition of claims by victims of crimes
of violence, and (5) provides legal services necessary for processing ¢ claims
against the Subsequent Injury Fund. Reimbursements are received for
legal services provided to state agencies which are supported by spec1al
funds and significant amounts of federal funds.

Criminal Law Division, This division (1) represents the state m all
criminal appeals from felony convictions and in connection with writs in-

- criminal proceedings before state and federal courts, (2) assists the Gover-
nor’s office in extradition matters, (3) serves as prosecutor .in criminal
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trials when a district attorney is drsquahﬁed or otherw1se unable to handle
the proceedings, and (4) assists local jurisdictions in enforcing child sup-
port through maintenance of the Parent Locator Service, a unit which
collects data on parents who have deserted or abandoned their children.
- Special Operations Division. This division seeks to protect the public’s
rights and interests through legal representation in five program compo-
nents: (1) public resources law, which provides formal and informal legal
assistance to state agencies Wthh administer and enforce laws and pro-
grams relating to the use and protection of the state’s natural resources,
(2) land law, which handles all litigation arising from the ‘administration
of state-owned lands by the State Lands Commission, (3) statutory compli-
ance, which investigates the financial practices of charitable trusts to in-
sure  compliance with state law and (4) environment and consumer
protection, which represents the public’s interest in consumer fraud, envi-
ronmental, antitrust, and constitutional rights matters. Chapter 941, Stat-
utes of 1975, transferred the health care registration program under the
Knox—Mrlls Health Plan Act to the Department of Corporatlons

Law Enforcement Program

A The Division of Law Enforcement, the department s largest and most
' complex provides a variety of law enforcement services, under the direc-
tion of its executive office, through a Crime Prevention and Control Umt
, and five branches. :

Crime Prevention and Control. The Crime Prevention and Control Unit
provides overall coordination and direction to public and private agencies
for obtaining community involvement in reducing the rate of crime in the
_state. It also prepares and distributes numerous crime preventlon publlca-
-tions.including a quarterly journal, “Crime Prevention Review.” . ~
.~ Enforcement and Investigation. The Enforcement and Investigation
Branch through a program of field investigative services (1) aids local
enforcement ‘agencies in the solution and. prosecution of significant
crimes, particularly those which affect more than one county or area; (2)
provides investigative services to the department’s civil law programs
such as the tort liability; subsequent injury, antitrust and charitable trust
prograims, (3) develops intelligence and gathers evidence to apprehend
major narcotics’ violators, (4) administers a triplicate prescription system
to prevent diversion of legal supplies of narcotics into illegal channels, and
“(5) trains local and state enforcement personnel in techmques of narcotlc
enforcement o

Investzgahve Services. The Investlgatxve Services Branch maintains a
system of laboratories for providing analyses of criminal ev1dence blood-
alcohol samples and controlled substances and interprets the significance
v_of scientific findings to law enforcement agencies and the ‘courts. ~

“Identification’ and Information. The. Identification and Information
‘Branch (1) collects crime data from state and local agencies which admin-
“istér criminal justice, (2) compiles, analyzes and prepares statistical re-
ports‘on crime and delinquency and the operations of criminal justice
~agencies in California, (3) processes fmgerprmts and makes- tentative
identification through fingerprint eomparisons in criniinal cases, (4) proc-
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esses noncriminal fingerprints for law enforcement hcensmg and regula-
tory agencies (the cost of which.is totally reimbursed by fees), (5) main-
tains a central records system -(now being automated) consisting of
approximately 5.5 million individual record folders and 8.5 million finger-
prints, (6) assists law enforcement officers in locating stolen property and
missing or wanted persons, and (7) processes applications for permits to
carry concealable weapons.

Organized Crime. The Organized Crime and Criminal Intelhgence
Branch gathers, compiles, evaluates, disseminates and stores criminal:in-
telhgence information which may. indicate the presence of organized
crime.

Consolidated Data Center. The Consolidated Data Center is one of four
such centers established by Chapter 787, Statutes of 1972. The primary
objective of this center is to provide centralized management of data
processing equipment and services for the Department of Justice, Califor-
nia Highway Patrol (stolen vehicle processing only) and local law enforce-
ment agencies. The center’s automated communications systems in
Sacramento and Los Angeles enable the linking of over 550 California
criminal justice agencies to computerized files in Sacramento, Los. Ange-
les, Washington, D.C. and other states.

ANALYSIS AND RECOMMENDATIONS

The department proposes state appropriations totaling $65,020 068 an
increase of $5,630,366 or 9.5 percent over the current year. This increase
is-largely attributable to the conversion from federal to 100 percent Gen-
eral Fund support of (1) crime laboratory facilities at Modesto and Santa
Rosa, (2) the comprehensive data system in the Bureau of Criminal Statis-
tics, and (3) related administrative support staff in the Division of Admin-
istration. Table 1, which details the department’s proposed funding and
expendltures reflects a total expenditure program of $78,961,430, includ-
ing reimbursements and federal funds. Legislative mandate funds are
appropriated for.the first time to pay the costs incurred by cities:and
counties for destroymg or obliterating records of courts and pubhc agen-
cies concerning arrests and convictions for possession of manjuana (Sec-
tion 2231 (a) of the Revenue and Taxation Code requires the state to

‘reimburse the cost of any new local program mandated by legislation
enacted after January 1, 1973) In addition, an appropriation to the De-
partment of Justice for services provided under the Political Reform Act
is shown as a separate item for the first time. This previously was shown
as a reimbursement.

The decrease in reimbursements primarily reflects a reductlon in fed-
eral grant support and a change in the method by which Office of Crimi-
nal Justice Planning (OCJP) funds are identified. In previous years, OCJP
grants were reported as reimbursements in the Governor’s Budget be-
cause they also contained the state’s cash match. In the budget year, only
the state’s cash match is shown as a reimbursement, while the federal
money is reflected as a federal expenditure. The Department of Justice’s
grants, their dollar amounts, state match, and number of proposed posi-
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j tions are shown in Table 2.

Table 1

Department of Justlca
* - Budget Summary

Change from
Estimated” Proposed” Current Year
1976-77 1977-78 Amount  Percent
Funding
»General Fund $49,732,171 $55,286,849 $5,554,678 112%
.- Fingerprint Fees. (General Fund) ......... 2,557,371 1,862,478 —694,884 —272
.Attorney Ceneral’s -Antitrust Account
T (General Fund) ..o, e 1,363,238 1,396,330 33,002 24
Motor Vehicle Account (State :
Transportation Fund).......cccecenmrrriens 5,700,922 6,402,402 - 701,480 123
- Legislative Mandate - .
(General Fund) 36,000 72,000 36,000 1000
~Total State Pundmg $59,389,702 $65,020,068 $5,630,366 9.5%
Reimbursements 14,922,516 - 11,851,592 —3,070,924 —-20.6
Federal Funds”- 3,283,515 1918,183  —1365332 416
* Political Reform Act® ........ermmmenrisnen - 171,587 171,587 =
Total Expenditures ... $77,595,733 $78,961,430 81,365,697 18%
Programs
Administration . ‘
Distributed ($8,514,067) ($8,827,072) ($413,005) 49%
Undistributed . $4,237,689 " $4,835,704 $598,015 14.1
s Personnel-years 168.4 : . 1846 . 162 . 96
Legal Services - . , : - _
, Givil Law $11,200,723 $12,005,888 $805,165 72 ¢
7 PErSONNElYeurs. oot s 3469 355.6 817 2.5
" Criminal Law- y $9,565,095 $9,638,343 $73,248 08 -
¢ Personnel-years ........icnmnssennens 3279 - 3226 © -53 -16
. Special Operations $6,838,375 $7,416,207 $577,832 84
. Personnel- )ears ..... 216 218.4 24 1L,
L.aw Enforcement = . )
*Executive " (83,241,920) - ($2,597,053) (5—-644,867) —199
¢ Personnel-yeurs ..o - (38.7) (37.1) (-16) —4.1
.. Enforcement and Investigation $8,511,008 $8,648,434 $137,426 1.6
. -.: Personnel-years ... ’ 267 . 2629 -41 =135
_ Investigative Services $3,834,104 $4,513,940 $679,836  17.7
" Personnel-years ..... © 1438 1579 141 98
" Identification and Informition. .. $14,506,444 $16,321,938 $1,815,494 125
-/ PersONNEl-YeArs «......esvsivesenraeeeseine 9378 - . 9979 60.1 -6.4
7 Organized Crime and .
_Criminal Intelligence ......cccooeen.e. $2,335, 941 $2,466,725 8130,784 5.6
Personnel -VEATS woviovererimsineressesens 96.7 946 —2i -22
Ctime Prevention and Control $405,676 $426,151 820 475 50
Personnel-years ... 139 4 . 0.1 0.7
Consolidated Data Center $9,495,026 $10,259,487 $764,461 8.1
.. Personnel-years 232.6 2339 1.3 0.6
- Grant Projects $2042427 $-4,387225  —69.2
""" Personnel-years 332 100.5 —9315 —69.7
.. Facilities . - $314,186 $314,186 -
.. vLegislative Mandate® ... $36,000 $72,000 $36,000 1000
-+ Program Totals . 877,393,733 $78,961,430 $1,365,597 1.8%
s Personnel-years ... 3,083 29429 ~140.1  -43%

“Amounts in parentheses are distributed among other items and are so shown to avoid double counting.

bState matching funds totaling $124,244 are included as reimbursements.

“Reflected as a separate item for the first time in the proposed budget.

JFunds to pay the costs incurred by cities and counties for legislatively mandated record destruction of
possession of marijuana files.
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:Table 2.

Department of Justice Grant Projects
Funded by the Law Enforcement Assnstance Administration (LEAA)
and the Office of Criminal Justice Planmng (OCJP)

; 1977-78
Grant Description o Aot State Malch ~ Positions
Funded by LEAA. et
Western Regional Training Institute $481,964 $63209* " 13
Urban Terrorist Training Project ..............iiismrmemeeeens 124,978 - 14,000+ R B
No Match R
Interstate Organized Crime INAEX...ovivneerscserrsssseriemccies 193,041 Required 85
Subtotal ’ ’ §799983 - $77.29%9 C 45
Funded by OCJP ) e
Criminal Record Purge ; ..~-$1,000,000 ©oosHLurt i
Automated Latent Print System.. : 118,200 133330 )
Subtotal : : $1,118,200 8124444 76

Grand Total » S $1,918,183 $201,743 100:5
* Peace Officers” Standards and ’Irnnmg I und e
b General Fund.

New. Positions

The department proposes a total of 311.8 new posxtnons 154.22 of Wthh
are financed by the General Fund, 39.1 by reimbursements, 17.98 by spe-
cial funds, and 100.5 by federal grants. The new positions are offset: by
workload and administrative reductions of 359.9 positions, resulting in a
net reduction of 48.1. Most of the deleted positions are assigned to federal-
ly supported projects which terminate at the end of the current year.
Under a procedure developed in 1975-76 these grant posntlons are estab-
lished under a single authorization or “payroll blanket” rather than on an
individual basis as practiced previously. This procedure requires the rees-.
tablishment of the “blanket” éach year. Thus, the budget shows a ‘reduc-
tion of 332 current-year grant positions and the establishment of 100.5 for
the budget year, for a net reduction of 231.5. The remaining 27.9 deleted
positions include eight attorneys and six support positions reflecting de-
creased workload in the Uninsured Employers’ Fund (which has serious
budgetary problems—see analysis of Item 122), the Occupational Safety
and Health Act program, and the Departments of Corrections and the
Youth Authority, both of which are requesting additional in-house legal
staff in the budget year. The department s proposed new posmons and
funding are shown in Table 3. v :




Items 3842

-Program and Purpase

Administration
Grants—Indirect Conversion ......

New Line Program. Support ....... _—

Division of Civil Law
Health licensing, Medi-Cal recov-
ery and general workload .......

Victims of -Violent Crimes Pro-
gram*
Division of Criminal Law
Writs and appeals workload ........
Parent Locator Service............c.....

Division of Special Operations
General workload

State lands workload ...t

ot nsumer protection temporar)

ln\ estlgatn e Services Branch _
Crime laboratories grant conver-
or

“Tort investigation....

ldentlﬁcatlon .and
Branch )

i _mprehensne data,

i2:grant‘conversion..
‘Bureau of Idenhﬁca_lo
. Workload ..

Il’fférmation

;;Total Proposed New, Positions ..
Total Grant Positions (See Table 2)

Subtotal

Workload and Admiinistrative Ad-
justments
Net Reduction in Positions ...

* Proposed to be. funded from savings rcsultmg from the reclassification of five speciul agent I1 to claims

specialists.

“systemn

Technical
Positions

—
KA NX)

| 8 &
31

*

Table 3 .
Department of Justice
Proposed New' Posmons

Number of )
Professional - Number

Personal

of
Clerical Services
Positions Costs
8 . $235,452
-1 40,836
123 468,394
1

038 30,653
13 155,784
2 99,113
4. . 130,787
— 41,796

3 404,580 ¢

1 104,205 ¢
9.2 705,036

14 319,711
1.3 12,420
- 18,864
2113 82958071
100.5 1,158,966
311.8 84,117,037
-359.9 —4,146,007
-48.1 $—28970
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Source of
. Funding

General Fund

" General Fund

General Fund and
reimbursements

Reimbursements

General Fund
General Fund and

" reimbursements

General Fund and

reimbursements
General Fund and
reimbursements

Reimbursements

‘General Fund and

Motor Vehicle Ac-

* count

Tort . .reimburse-
ments

General Fund

"General Fund

General Fund

General Fund and
Motor Vehicle: Ac-

count

" Represents the final phe h(‘ of crime lab conversion from federal to state fundmg

“Includes overtime.
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Reconciliation of Proposed New 'Positions and Personnel-Years

While the department proposes 311.8 new positions, actual personnel-
year utilization decreases by 140.1 as reflected in Table 4. This difference
is explained by the significant decrease in grant personnel and higher
salary savings in the budget year. '

Table 4

Reconciliation of Proposed
New Positions with Personnel-Years °

Total authorized positions (1976-77) 3,197.3 B
Minus current-year grant “payroll blanket” g --3320
Other workload and administrative adjustments , -279
Proposed new positions : R 1§ - T
Minus salary savings: —2063 :
Total proposed 1977-78 personnel-years 29429
Minus budgeted 1976-77 personnel-years . _—3,083.0
Net reduction in personnel yeurs....... » ~140.1

* The net reduction of 48.1 positions identified in Table 3 reflects the reduction -in payroll blanket .md
administrative adjustments totaling 359.9 offsct by 311.8 new positions.

ADMINISTRATION

Position Upgrades Pose Funding Problem

Since the beginning of the current fiscal year, the Department of ]ustlce
has processed 156 position upgrades resulting in additional salary costs of
$267,964. During the course of preparing its 1977-78 budget request, the
department submitted six budget change proposals totaling $214,177 to
cover higher salary costs resulting from prior-year, current-year and an-
ticipated budget-year position upgrades. All of these funding requests
were denied by the Department of Finance. The department hopes to
fund these reclassified positions with anticipated salary savings, but: it is
questionable whether sufficient salary savings will be available to. cover
these costs. A departmental decision on this matter is pending. :

Many of the current-year upgrades were in clerical, identification spe--
cialist, and analyst classifications; for example, the reclassification of a clerk
typist II to a steno, a staff services analyst to an associate government
program analyst, and ‘a criminal identification specialist I to a criminal
identification specialist III. Upgrades also included the reclassification of
a staff services manager III to a caréer executive assignment I and an
administrator III to a bureau chief. As noted in our analysis of the State
Personnel Board’s budget, in the current fiscal year the Personnel Board
delegated further its responsibility to approve position upgrades to line
agencies, subject only to Department of Finance review. Reclassification
proposals generally have been routinely approved by the Department of
Finance upon the agencies’ representation that the higher salary costs
could be funded from existing resources. While we lack full information
on position upgrades, there is some indication that various state agencies
have used the reclassification process, on a selective basis, to nullify the
Governor’s flat $70 salary increase policy of last year.
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LEGAL SERVICES
Victims of Violent Crimes Program

We recommend deletion of six new posztzons (one clairhs supervisor,
four claims specialists and one clerk typist) for the Victims of Violent
Crimes program and a corresponding reduction of $100, 688 in reimburse-
ments.

The Victims of Violent Crimes program, which is administered by the
Board of Control, provides compensation to needy residents of California
(1) who are victims of crimes of violence or are financially dependent
upon a victim, or (2) who sustain damages or injury as a result of acts
benefiting the public. Under the provisions of Chapter 1144, Statutes of
1973, (effective July 1, 1974) total recovery for claims by needy residents
may not exceed $23,500, including a maximum. of (a) $10,000 for lost -
wages, (b) $10,000 for medical expenses, (c) $3 000 for rehablhtatlon and'
(d) $500 for attorney fees.

Before claims are considered by the Board of Control, they are first
investigated by the Attorney General to determine thelr validity. The
Attorney General also provides all necessary legal services for the pro-
gram. The department is requesting six new positions on the basis of
increased workload projections. Following our recommendation of last
year, the department is converting five special agents to claims specialists
during the current year for a net savings of $153,724 (claims specialists- .
have lower salaries and benefits, no overtime and significantly less travel. :
and equipment requirements compared to special agents.) The-depart:
ment proposes to fund the six proposed new positions from these net
savings.

The admmlstratnon adv1ses that leglslatlon will be proposed in 1977 to
consolidate the total funding for the administration of this program under
the Board of Control. This proposal is consistent with a recommendation:
we ‘made lastiyear.in a supplemental analysis on the victims: of violent
crimes program. A similar:conclusion was reached in a report prepared by
the Department of Finance. The Board of Control estimates that adoption
of the proposed legislation should provide overall savings of $186,565 in
personnel and operating expenses in the budget year. Additional benefits-
to.be realized by consolidation are (1) simplification of the administrative
process; (2) reduction in the average time required to process a claim, and
(3):minimization of duplication. :

In view of the consolidation proposal and its attendant personnel and
operating ‘savings, it is inappropriate, in our judgment, to increase the -
department’s staff. Staffing needs should be determined by the agency
responsible for the program in the budget year. We therefore recommend
the-deletion of one public liability claims supervisor, four claims special- -
ists,.and one clerk typist for a reduction of $100,688 in Department of
Justice reimbursements. These funds are appropriated under Item 367
(Indemnification of Private Citizens) and reimbursed to the department
for-Attorney General expenses.
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Callforma Parent Locator

We withhold recommendation on 16 new posztzons proposed for the
California Parent Locator Service, pending receipt of cost-benefit infor-
mation.

The purpose of the California Parent Locator Service is to provide
information on the location of absent parents to law enforcement officers
to enable them to enforce the parents’ obligation to support their children.
This program is mandated by federal statute and the state is reimbursed
by the federal government for 75 percent of its costs. The-penalty for
failing to provide this service is a 5 percent reduction in federal Aid to
Families with Dependent Children (AFDC) reimbursements to the state.
At the request of local district attorneys, the service searches motor vehi-
cle and drivers’ license registrations, social security, state income tax and
unemployment records for an up-to-date address of the absent parent.
The Department of Benefit Payments, as the department designated with-
overall program responsibility, reimburses the costs incurred by the De-
partment of Justice for the parent locator service. - .

The Department of Justice is requesting $226,979 for 16 new pos1tlons
to handle (1) additional requests for location of absent parents from dis-
trict attorneys, (2) the increased complexity of the district attorney statis-
tical report which must be submitted each month summarizing case and
collection activity in connection with child support enforcement, and (3)
liaison activities with the State Department of Benefit Payments, the
federal Department of Health, Education and Welfare, and various other
child support enforcement agencies.

We have several concerns regarding the proposed augmentation which
should be resolved before making a recommendation. First, there should
be clarification of why the Department of Benefit Payments is budgeting
a $305,329 augmentation (all funds) when the Department of Justice is
requesting an augmentation of $226,979 (all funds). Secondly, data should
be presented to demonstrate the cost-benefit relationship between locat-
ing the address of an absent parent and obtaining support payments from
that parent. The cost of increasing this location service should be more
than offset by increased collections. Finally, information should be pro-
vided to explain why the existing 17 positions assigned to this program
cannot process the incoming workload and avoid the large backlog now
accumulating. The address locating proceSs basically involves an automat-
ed search of the computenzed files of various state departments. Based on
. our preliminary review, it is not clear why this functxon cannot be handled
more expedltlously

LAW ENFORCEMENT

Executive Offlce Positions Reestablished
We recommend reduction of five positions (admmzstrator IIT, two as-
-.sociate government program analysts, senior clerk typist, and stenogra-
" pher I) in the Executive Office of the Division of Law Enforcement for
a General Fund savings of $108388 (Item 38), to avoid duplication with
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the departmental Division of Administration. :
The Executive Office of the Division of Law Enforcement plans, orga-
nizes, directs and coordinates the activities of the division. In our 1975-76

_'Analysxs we recommended the deletion of four positions (administrator
II1, associate data processing systems analyst, associate crime studies ana-

lyst, and senior stenographer) on the basis of duplication of effort with the
départmental Division of Administration. The Legislature concurred, and

“these four positions were abolished, along with the transfer of an admmls-

trator I to the Division of Administration per our analysis discussion.

‘However, in the intervening period, comparable staff positions have been
v‘reasmgned .on an administrative basis, to perform budgeting, manpower

planning, program evaluation and employer/employee relations func-
tions for the division. This duplicates the functions of the departmental
Division of Administration, and we:recommend that these positions be

‘eliminated (two from administrative assistance, and three from program

support) for a savings of $108,388, including staff benefits and operating
expenses

Rental Expense
-+ We recommend deletion of $314 186 (Item 38) proposed for the Divi-

-sion of Law Enforcement for increase in rental expense.

‘The department is requesting $314,186 in the budget year for increased

‘rental costs. This amount reflects the difference in rent to be charged if

the Department of General Services purchases the Division of Law En-
forcement facility at 33rd and C Streets in Sacramento compared to the

lease cost paid. to the present owner. Inasmuch as purchase negotiations

between the Department of General Services and the: property owner

. have failed, we recommend that this amount be deleted.

COmprehenslve Data System COnverslon Needs More Review
‘We withhold recommendation on- the Compre]zenswe Data System

_conversion pending more data on the need for and use of the Bureau of
’ Cnmma] Statistics program.

"In 1974 the Bureau of Criminal Statistics (BCS) began developmg the

‘comprehenswe data system (CDS) with the financial assistance and guid-

ance of the Law Enforcement Assistance Administration (LEAA). The
bureau compiles, analyzes, interprets and reports statistical facts on crime
and delinquency and the processes of criminal justice in California. The
BCS collects data from city, county and state agencies which administer
criminal justice, 1ncludmg courts, prosecutors, correctional and law en-
forcement agencies. The comprehensive data system program consists of
the following four basic components.

1. Offender-Based Transaction Statistics (OBTS)—OBTS systematical-
ly collects, analyzes and reports uniform data on activities of offenders
who are arrested OBCA (Offender-Based Correctional Activity) is an
extension of OBTS and is responsible for tracking felony offenders from,
the poirnt of judicial dlsposntlon to exit from state ‘and local correctional -
treatment programs. -

‘2. Uniform Crime Heports (UCR) —UCR compiles crirhe data from all
law enforcement agencies- for statew1de analysrs and submits monthly
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crime data reports to the national UCR program on their’ behalf
3. Statistical Analysis Center (SAC)==SAC reports crime and’ delm-
quency statistics that describe how criminal justice agencies carry out
their duties. In addition, this component edits, reviews and finalizes.all
output reports for the comprehensive data center.
4. Technical Assistance (T/A)—T /A provides the technology needed at
the state and local level to implement and use CDS data.

Proposed COnverslon

The department is proposing to convert 100 percent of the comprehen-
sive data system program funding to General Fund support in the budget
year. The state expended $247,472 in fiscal year 1975-76 and will provide
funding in the amount of $239,465 in the current year ‘in support of the
system. In the budget year, the department requests funding for 44.7
positions at a total cost of $1,066,758 to convert all components: of the

‘system to state support. Of these positions, 17.7 are assigned to OBTS; four
to' OBCA, 14 to UCR, three to SAC and six to special studxes/ specxal‘
projects.

In our judgment, the 3455 percent increase in General Fund support
(from $239,465 in 1976-77 to $1,066,758 in the budget year) requires care-
ful consideration. An additional issue to be investigated is whether the
state should be obligated to assume programs previously funded by federal
monies when this financial support is terminated.

Specifically, we have the following concerns: .

—Is there duplication within the components of CDS‘P e

—Have the stated results of CDS been realized, i.e., more efﬁc1ent
management, better legislation, and more cost effective methods for
dealing with crime? -

—Is there duplication of coding effort between the Bureau of Identlﬁca-
tion (BID) and the Bureau of Criminal Statistics?

—How do the data processing needs of the comprehensive data system
impact on the department’s computer center and its capacity requlre-
ments?

—How is CDS data used, and by whom once 1t is collected and d1s-
serinated?

—Has the Bureau of Criminal Statistics output changed durmg the last
five years in terms of types of data collected and available?- i

—Is the hierarchial reporting system of arrest data the most appropnate
method for gathering criminal data? TR

Pending receipt of data required to answer the fundamental questlons
raised above, we withhold recommendatlon on this item. ' ;

IS

Maruuana impact Leglslatlon '

 The Supplementary’ Report of the Conference. Commlttee on’. the
‘Budget Act of 1976 directed the Department of Health and the Depart-
ment of Justice to report to the Legislature by December 1, 1976, on the
effects of the enactment of Chapter 248, Statutes of 1975. Thxs law prowdes
for revised penalties and recordkeeping requirements for possession of
marijuana. Our office was requested at that time to mclude areview of this
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repOrt' in our 1977-78 Analysis. The report, however, was rot received in
time to:include in this analysis. We plan-to issue a supplemental analysis
with our comments for consideration at the budget hearings.

TELECOMMUNICATIONS SYSTEM/COMPUTER UPGRADE

“Inaccordance with Chapter 1595, Statutes of 1965, the Department of
Justlce maintains the California Law Enforcemént Telecommumcatlons
System (CLETS). This system consists of a computer- ‘based data com-
munications network which provides local law enforcement agencies di-
rect electronic access to specific Department of Justice and Department
of Motor Vehicles information files. These files include data on criminal
hlstory, wanted persons, stolen vehicles, vehicle registration and driver
licenses. In addition to providing access to these files, CLETS also provides
dlrect access to federal data bases through the National Crime Informa-
tion Center, and to those of other states through the National Law En-
forcement Telecommunications System. Currently, the five computers in’
the department’s Law Enforcement Consolidated Data Center meet de-
partmental admmlstratwe data processing requirements as well as CLETS
requirements. : oo

Cost of CLETS

“'"We recommend that the Department of‘ ]usbce pro vide an annual ac-
countmg of the state’s cost to maintain the Ca]zforma Law Enforcement
Telecommunications System.

Chapter 1595 requires that CLETS be maintained at all times with
equipment and facilities adequate to meet the needs of law enforcement.
The cost to provide this capability is borne by the state. Local agencies pay
only the cost ‘to connect to CLETS.

‘Although' the stite’s cost to support CLETS amounts to several million
dollars annually, the department does not account separately for CLETS.
The department is now in the process of replacmg its entire complement

“of computers due in large measure to the increasing CLETS workload.
Because this replacement will be accomplished at a substantial cost (con-
version cost 'alone is estimated at $2.6 million to $4.1 million) and future
replacements due to CLETS workload can be anticipated, we believe that
the annual cost of CLETS to the state should be specifically identified in
the Governor S Budget or in the supportmg documentatlon

Motor Vehucle Account-Funding of CLETS

: ‘We'recommend that prior to the budget bearmgs the Depdrtments of
]ustlce and Finance provide the fiscal committees with justification for
continued allocation of Motor - Vehicle Account funds at the current level
to the Department of Justice for support of the California Law Enforce-
ment Telecommunications System.

.. State funding of CLETS historically has been shared between the Gen-
und and’ the Motor Vehicle Account in_the State Transportation
F d. The amount of Motor Vehicle Account support has been based on
a 100" percent relmbursement to the Department of Justice for the cost of
‘message traffic on the CLETS network which is attributable to
to Department of Motor Vehicle files or. the stolen vehlcle file
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Table 5 displays the: extent to which Motor Vehlcle Account funds support
the Law Enforcement Consolidated Data Center operatlon (CLETS isa
part of this center). :

Table 5 .
Law Enforcement Consolidated Data Center Fund Source
A - ; Fiscal Year e
Fund : 197576 1976-77 1977—78 .
Motor Vehicle Account, State Transportatlon Fund ... $4,121,948 $4,898,183 $5,215.780 .
General Fund 4,092,240 4,597,023 5,043,707 "~
Total oo - : $8,214, 188 $9,495,206 810,259, 487

The ongmal basxs for partial support of CLETS from the Motor Vehlcle
Account appears to have centered around an assumption that all message:
traffic to the- DMV files was directly related to traffic ‘offenses; driver
identification or other related law enforcement activities such as informa-
tion on stolen vehicles. (Stolen vehicle information was maintained by the
California nghway Patrol when CLETS was first established. This ﬁle
now resides in the department’s system.)

We believe that one of the factors contributing to the rapid growth in-
CLETS workload (see discussion under next recommendation below) can
be attributed to local law enforcement agencies using the data contained
in DMV files for general law enforcement purposes, such as identification
of possible offenders or verification of address. This observation is based
on a limited review of the larger local law enforcement agencies in"an
attempt to determine how such agencies use CLETS and why the work-
load has increased so substantially.

‘The department does not account for CLETS inquiries to d1st1ngu1sh
between general law enforcement and vehicle related inquiries and indi-
cates that the level of Motor Vehicle Fund support is simply based on‘a
traditional arrangement. In our judgment, this situation should not contin-
ue. The state is now faced with expending substantial new funds to meet
an increasing CLETS workload and the status of the Motor Vehicle Ac-
count is such that it will barely support the activities of DMV and CHP
with no funds scheduled for transfer to the Highway Account durmg the
budget year.

We recommend therefore that the Departments of Justice and Finance
be prepared to discuss this issue during the budget hearings. Some support
of CLETS from the Motor Vehicle Account is justified, but we question
support at the proposed level.

Costs and Benefits of Computer Services I i

We recommend that the Department of Justice cooperate with local Iaw
enforcement agencies to develop procedures for assessing the cost-effec-
tiveness of computer services provided to local agencies through the Cali-
fornia Law Enforcement Telecommunications System and report its
progress to the Joint Legislative Budget Committee by December 1, 1977.

The department is continuing a project in the budget year which will
result in a replacement of its existing computer system. The impetus for
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this effort has been the continued and substantial growth in inquiries to
CLETS generated at the local law enforcement level. According to the
recent feasibility study of the proposed computer replacement, the
CLETS peak workload will grow from 313,000 messages per day in 1975-76
to 644,000 by 1978-79 and 1.6 million by 1984-85. This rapid growth in
message volume can be attributed to increased automation and improved
communications equipment at the local level, which in an increasing
number of jurisdictions will include the use of terminals located in police
patrol cars. An additional factor has been the establishment of new state
data files, such as criminal history records, which can be accessed by
computer.

The department has determined that even with modifications to its
present computer system it will be unable to meet projected 1980-81
workload. Therefore, a replacement computer system must be installed
during 1978-79 in order to allow sufficient time for system checkout and
conversion of existing programs and processes.

. The law establishing CLETS is open-ended in that the state is obhgated
to finance required computing and data communications capacity. Given
the increasing nature of this cost, we believe there should be a means of
assessing -the cost-effectiveness of the state’s continuing investment in
CLETS.

The department should begin to work with local law enforcement agen-

‘cies to develop measures which can be used to assist in the assessment of

CLETS from the perspective of cost-effectiveness. The primary objective
should be to develop evaluation procedures which would include presen-
tation of detailed and objective data relating to the various uses of CLETS
and the costs and benefits associated with each use. This type of informa-
tion should be prov1ded on an annual basis to support the budget proposal.
It will be useful aléo in evaluating the justification for future computer
upgrades or replacements.

Potential Facility Consolidation

In addition to the Department of Justice computer replacement effort,
the Department of Motor Vehicles is planning to replace its current multi-
computer equipment configuration. Because of the timing of these two
procurements, and similarities in the nature of each department’s data
processing and communications requirements, we wrote in December
1976, to each department suggesting that the respective hardware re-
placement studies address the feasibility of a combined computing facility
servicing both departments. In response to this request, the State Data
Processing Management Office in the Department of Finance has assured
us. that the feasibility of a combined facility will be evaluated. Such an
evaluation is warranted because a combined facility could offer both cost

and. operational benefits.
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Items 43-46 from the various .

funds - " Budget p. 62
Requested 197778 ......ccorverveereemncererrennens revenesenrsressenisanerrasens . $24,438,931
Estimated 1976-T7........cverevierreeiresesesrseeseiessnenns S tveores 21,682,792
ACHUAL 19TB-T6 ... ccrireersenesssieesessssassisbass s sbsnscsesssssonses 16,549,570

Requested increase $2,756,139 (12.7 percent) _ o ,
Total recommended reduction .................... csssisssnssessinssasssassaesaess $364,094

1977-78 FUNDING BY ITEM AND SOURCE .
Item Description Fund i Amount

44 State Controller - S General : $22,812,929
44 . State Controller . Motor Vehicle Fuel Account, 1,355,185
. Transportation Tax e
45 State Controller State School Building Aid . 185,787
46~ - 'State Controller " Aeronautics Account, State 85,030
: ‘ Transportation * ) )
: $24,438 931
‘ } Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Disbursements and Payroll. Withhold recommendation ' 60
pending receipt of further information on increased costs.

2. Maximum Tax Rates Audit. Reduce Item 43 by $50,332.
Recommend deletion of two auditor positions.

3. County Cost Plans. Reduce Item 43 by $34,725. Recom-
mend deletion of two analyst positions.

4. PIMS * System Development. Reduce Item 43 by
$279,034. Recommend deletion of nine positions in the em-
ployee history subsystem. :

GENERAL PROGRAM STATEMENT :

The State Controller is the elective fiscal officer of the state. As such he
is the chief accounting and dlsbursmg officer, and serves on several flscally
oriented boards and commissions including the State Board of Equaliza-
tion, Franchise Tax Board, State Lands Commission, Pooled Money Invest-
ment Board, Board of Control and various bond finance committees.

The State Controller’s office administers five major programs (see Table
1) through seven operating divisions and the PIMS project (Personnel
Information Management System). The Controller’s office is funded pri-
marily from the General Fund with the remainder from three spemal
funds and relmbursements from other agencies.

ANALYSIS AND RECOMMENDATIONS

Major changes in the budget are related to (1) expected 1mplementa-
tion by the fiscal control program of Phase I of a new payroll system, (2)
continued growth in the PIMS project and (3) continued growth of the
Unclaimed Property program.

2 8 3
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Table 1 :
State Controller's Program Summary
’ (dollars in thousands) °

: - Actual -~ Estimated . - Proposed
Program o : 1975-76 1976-77 1977-78
I Fiscal control T 81942 $13,670 $16,067

" II. Tax administration............... . 3917 49207 4,473
~IL ‘Local government fiscal affairs ......ccoeriovvoosivioonions 1,387 1574 - - 1,753
-IV. Personnel - Information Management - System* : ) .
{PIMS) : 3,955 . 1,674 -~ 2,001 .
V. Unclaimed property 801 1,540 ) 2,032
VI. Legislative mandates : 24,147 37,943 52,843
Less: Amounts shown in other budgets ................ —~24.147 —37,943 —52,843
VIL. Administration: : : .
Distributed to other.programs..........ccoooov.oovvvvereernne ... (686) (708) - (666)
{ Undistributed M3 834 788
Total, programs . $18,346 $23520 - 827,114
‘Reimbursements v e —1,796 —1.837 —2,675
Net totals, programs........ - 816,550 © 821,683 $24,439

Personnel-years ... . : 791.9 9132 9745
* Numbers may not total due to rounding. : i

I. FISCAL CONTROL

The Fiscal Control program seeks to maintain an. effectlve system of
internal control over the state’s financial transactions, and to report accu-
rately the state’s financial condition and operatxons The program is car-

Table 2

Fiscal Control Program Summary
{dollars in thousands) e

‘ Personnel-Years Expenditures
Actual. Estimated Proposed  Actual  Estimited - Proposed
Program Elements 1975-76  1976-77  1977-78  1975-76  1976-77 - 1977-78
Accounting Division . :
Control accounting 444 453 48 $941 81,108 81,147
Financial analysis ......... 122 1317131 ~ 330 403 426
Audits Division |
Claim audit ......oevoerrirercreericcrennnes 399 ¢ 409 409 600 677 700
Field audit ...... , 673 76.4 764 - 1,633 2,033 2,140
- Disbursements Division o
Disbursement,seryices .................... 482 105.0 111.0 2,293 3,726 3,933
Data processing, services: ) . i
Distributed to other programs.. 177 30.6 326 (479) (678) (754)
} Undistributed ..o, R — — R 30 32
* Personnel and Payroll Services Dm- ' .
Ision. ;

. Personnel services .......... — 1322 132.6 - 4,251 4,662
Payroll services..... 129.2 97.8 }M 2,195 1,441 3,009
Totals, fiscal control. .. 3589 541.3 53701 87,942 813,670 816,067

Reimbursements...........ccccoviviicrnnnnnn. o ' -1,534 —1,617 —1,744

Net: total, Fiscal Control program e 86,408 $12,053 $14,323

* Numbers may not total due to rounding.



60 / EXECUTIVE Ttems 43-46

STATE CONTROLLER—Contmued

ried out through four d1v1510ns Accountmg, Audlts Dlsbursements and.
the newly organized Personnel and Payroll Services. The new division -
consists of the payroll element from the Disbursements Division and the
personnel serviees element from the PIMS project. Because they ‘will:be
-using a common data base, the two program elements were merged: to
form the new division. Table 2 summarizes by element the personnel and-
expenditures of the Fiscal Control program. The major increases.are: re-
quested for the disbursements and payroll elements ; TN

Audits and Accounting Divisions Request Minor General Fund Increases L

‘The budget shows a net decrease of one-half of a position in the control
accounting element, which eliminated one position due to an on-line EDP-
system and added a one-half position in temporary: help. The financial
~analysis element requests a $10,000, one year appropriation for the quad-:
rennial actuarial valuation of the ]udges Retirement Fund. The field audits
element was expanded by nine new positions in the current year: and.
continuation is requested in the budget year. These positions are financed.
through reimbursements, primarily from the Water Besources Control
Board.

Dlsbursements and Payroil Show Substantial Increase

The state’s bills are paid by the Controller through two program ele-
ments, disbursements and payroll This year’s budget shows a $1.8 million
increase in the cost of paying the state’s bills including approximately: $1
million in new Teale Data Center costs. There are uncertainties concern-:
ing the remaining portions of this increase. Table 3 shows the expenditures:
and personnel needed to carry out this function for a five-year pernod ;
through 1977-78. The costs of payroll and disbursements will have approxx—-

; mately doubled in this t1me

Table 3

Growth in Personnel and Expendnures of The
Disbursements and Payroll Program Elements
(dollars in thousands) °.

Personnel-Years . Expenditures

Dis- ) Dis-
burse- ‘ “i burse-
. Payroll - ments Total ~ Payroll+ merits' 7"
Actual R R { . Lol i
CAGTBT i 1351 391 1742 S1672 - . SL85S
Actual . h . o - S ks
- 197475 . 128.7 420 1707~ 1978 1,681~
Actual . . ) 5 S R
1975-76 i : 1292 482 1774 2,195~ -2,223 i
Authorized R L L T T T
1976-77 ...... ' 918 1050 2028 _ 1441 .. 3726
Proposed ) | | S T
1977-78 ) 1187 111.0 2097 - 3009 13933 - -6,

"% Numbers may not total due to rounding.
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More lnformatlon Needed '

We withhold recommendatzon ‘ori the drsbursement services element
and. the payroll services: element pendmg recezpt of further information
on-increased costs. " .- . .

+One: factor reflected in the budget is operatmg problems within the
payroll .element. This element receives attendarice records from all state:
departments and prepares the documents necessary for issuance of the
checks. The problems the payroll element is experiéncing are resulting in
excessive overtime and employee turnover. In 1975-76, 9.4 personnel-.
years of overtime were necessary to meet the payroll. deadline. From
January through August 1976, the payroll element experrenced personne‘
turnover of 56 percent. - -

It is claimed that the. payroll element has not recelved adequate re-
sources over the years to meet an increasing workload. As a result, support
and: supervisory "staff have gradually beéen drawn into “production” of
payroll, at. the expense of management and support responsibilities. The
situation is serious, and the payroll element needs to be put on a stable
operatmg basis. v v

New Payroll System on the Honzon

"The. budget reflects costs related to Phase I of the new ‘payroll system
whlch is expected to be in operation by November 1977. :

The new payroll system is needed primarily because the 20 year old
computer used for the current system will no longer be serv1ced by the
manufacturer after 1979. :

“Because the new, payroll system is mtegrated wrth the operatronal em-
, ployee history data base, a new division has been created which includes

the personnel services element from the PIMS project (discussed on page
64):and the payroll.element from the Disbursements Division. The budget
reflects overhead: and administrative costs associated with the new divi-
sion.

Because of the substantxal increase in expendxtures for payroll and d1s-
~ bursements, we have requested additional information from the Control-
ler’s office. Our’ recommendatron will be based on clarification of -the
following:

One-Time Workload.  The budget increase is based in part on the need
to deal with certain one-time workload items associated with the transi- -
tion to the new payroll system. We have asked the Controller to identify
these resources, and specify when they will no longer be needed.

EXxisting Operatzon No- Loriger Needed. Because the current com-
_puter program will be replaced, certain existing resources will no longer
be needéd. We have requested that the Controller identify such resources
and specify when'they will be phased out.

Continuing Operational Problems. The budget contains mcreased
funding to resolve operational problems in the payroll services program.
We have asked the Controller to identify these problems more specifically
‘and:indicate the magmtude of the effort in personnel-years necessary for
their- resolution. - v ’
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. I TAX ADMINISTRATION

The Tax Administration program is carried out through two operatmg
divisions, the Inheritance and Gift Tax Division and the Tax Collection
and Refund Division. Table 4 shows the program elements, personnel-
years and expenditures for the Tax Administration program.

Table 4 _
Tax Administration Program Sumr_n'ary
(dollars in thousands)®

Personnel-Years . E\pendllures
. Actual - Estimated Proposed ~ Actual ~ Estimated Proposed
Program Elements ©1975-76  1976-77. 1977-78  1975-76 1976—77 1977- 78
Inheritance and Gift Tax Division: .
4. Inheritance tax........n 128:3 136.8 135.9 $2,710 $2,920 83,042
b." Gift tax : 188 193 213 422 439 495
Tax Collection and Refund Division: : . o 3
c. Tax collection...... . 24 23 23 4 49 S 59
d. Gas tax refund........ . 316 38.8 40.3 741 820 - 877
Totals, Tax Administration . 1811 1972 1998 3917 $4297  $4473
Reimbursements ; v R 3
Net Totals, Tax Administration . $3914 84224 4470

# Numbers may not total due to rounding.

Mlnor Workload Increases Requested

The budget requests one new accounting technician posmon ‘and
$22,000 for equipment in the Los Angeles and Sacramento ofﬁces for the
Inheritance ‘Tax program.

The Gift Tax program requests one audit position in Los Angeles and
an accounting technician in Sacramento. The accounting technician will
allow more effective use of existing audit staff, and the auditor is requested
because of increases in the specialized work of the Los Angeles office.

Inheritance Tax Referees to Serve Gift Tax Program

The budget requests an appropriation of $15,000 for payments to state
Inheritance Tax Referees (ITR) for appraising real property reported on
gift tax returns. In previous years, this activity has been funded from
general expenses. In order to expand this activity in the budget year, a
specific appropriation is requested. For these appraisal services, the
.- referees are-paid one-tenth of one percent of the value of the property
appraised plus:mileage. This is the statutory fee pa1d to ITR for services
under the Inheritance Tax program. .v

Il. LOCAL GOVERNMENT FISCAL AFFAIRS

This program isiresponsible for (1) prescribing ‘uniform accountmg
systems for counties and, specnal districts, (2) reporting local government
financial transactions, (3) reviewing and reporting the use of state gas tax
funds, (4) prescribing procedures for and approving county cost allocation
" plans, and (5) prescribing procedures for tax collection and the sale of
tax-delinquent property. Table 5 shows the program elements for the
Division of Local Government F iscal Affairs.
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Table §
- Local Government Fiscal Affairs
(dollars in thousands) °

Personnel-Years FExpenditures
- Actual  Estimated Proposed = Actual - Estimated Proposed
Program Flements (1975-76  1976-77 < 1977-78 - 1975-76 - 1976-77 @ 1977-78
a. Financial reporting, budgeting
and accounting ... 23.1 24 25.7 8590 8729 $805
b. Streets and roads ...... . 195 . 203 203 493 509 534
¢. County cost plans ....... - ‘5.1 5.5 84 120 139 223
d. Tax-deeded land.........nmrecee. 10.3 8.7 85 - 185 197 190
Totals, Local Government Fiscal :
Affairs 58.6 58.7 629 $1,387 81,574  S1.753
Reimbursements —226 —217 —220
Net totals, Local Government Fiscal Affairs.........cowmmmmermsrerssninns $1,162 $1.357  $1,533

a Numhers may not total due to rounding.

Monitoring Maximum Tax Rates

We recommend deletion of two auditors for a reduction of $50, 332 (I tem
43) from the financial reporting element.

Currently the Controller has a three-man audit staff which does desk
auditing and limited field auditing of tax rates established by local govern- -
ment agencies. The State Controller’s office (SCO) is requesting an addi-
tional two auditors for field audits based upon its interpretation of Chapter
486, Statutes of 1975. The statutory changes resulting from Chapter 486 are
interpreted by the Controller to mean that field audits should be done on
a three-year cycle, i.e., each local agency should 'be audited at least once
every three years. While the Controller accomphshed a three-year audit
cycle in 1974-75, a higher level of desk audlts in 1975—76 substantlally
reduced the number of field audits. :

Our review of Chapter 486 does not support an mterpretahon that the '
Controller s office must be field audltmg local agencies. Section 2325.1 of -
the Revenue and Taxation Code requires the Controller to notify the local
agency and to take other actions to correct any tax rate errors he identifies.
Sections 2271 and 2308 authorize, but do not require, the audit of any
changes in tax rates. Neither Chapter 486 nor other law regarding max- -
imum tax rates requires the Controller to do field audits of local govern-
ment. We believe that the Controller has adequate resources to meetthe
intent of existing law.. - e .y

County Cost Plans Element Seeks Expansion

It is the responsibility of counties to prepare a plan for allocating ad-
ministrative costs to various activities. If a county has an approved cost
allocation plan, it can be reimbursed for overhead costs attributable to all
federal and some state programs, the largest of which‘is welfare. Since
1971, the state has had the responsibility for prior review and approval of
these plans. Currently, the SCO Audits Divisiori’is reviewing county cost
plans as part of its audits of welfare administration costs under contract
with: the Department of Benefit Payments G serad

- 9—T75173
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The county cost plan unit currently consxsts of five personnel years
-composed of one supervisor, three accountants, and one stenographer.
The accountants review and approve proposed cost allocation plans for.58
counties, but spend only limited time in the field. The SCO requests an
additional three analyst positions. Two would be used for “field audits™
and one would be used to develop a procedures manual to guide counties
in preparing their cost plans.

We view the SCO county cost allocation plan unit as being responsible
for telling counties how to prepare a plan, and what costs to include.
Therefore, the development of a procedures manual for counties is appro-
priate and necessary. Availability of a manual should reduce the number
of inappropriate claims and thereby reduce the need for and value of the
auditors. We concur with the need for one limited term posmon for the
preparation of the manual. -

Increased Audit Activity Unnecessary

We recommend de]etwn of two analyst positions for a reductzon of
$34,728 in Item 43.

The two remaining analyst pos1t10ns are requested to conduct field
audits of county cost plan applications. Based on audits of four counties
conducted by its Audits Division, the SCO estimates that savings, of
$350,000 will accrue to the state. The cost of the increased staff becomes
part of the state overhead costs, 50 percent of whxch ‘are relmbursed
indirectly by the federal government.

We believe the post-expenditure review by the SCO Audits D1v1smn is
a better means of protecting the state’s interests than a field program in
the county cost plan element. As noted above, the Audits Division is
reviewing these county cost plans as part of a contract with the Depart-
ment of Benefit Payments. In the past year, the plans of San Diego, Santa
Clara, Stanislaus and Sacramento Counties have been audited. An audit of
the Los Angeles County cost plan is in progress. The county cost plans are
expected to be a part of the welfare audit program in the future. Thus, the
errors made by counties in their cost allocation plans are being caught by
the audit program. Because of this post-audit by the Audits Division, we
believe a field program by the SCO county cost plans element is unneces-
sary.

v. PERSONNEL INFORMATION MANAGEMENT SYSTEM (PIMS)

The PIMS (Personnel Information Management System) project is re-
sponsible for the design and development of a computer-based personnel
and payroll information system. The PIMS project is a joint effort of the
State Personnel Board, State Controller’s office, Public Employees’ Retire-
ment System (PERS) and the California State University and Colleges
(CSUC). Poliey guidance and program direction are provided by the
PIMS Steering Committee composed of representatives of the four par-
ticipating agencies. The PIMS project will terminate upon completion of
the development work. During the current year, the ongoing operational
program element (personnel services) was transferred from the PIMS
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project to a new division of the Controller’s offlce the Payro]l and Person-
nel Services Division.

Table 6 shows the major program elements in the PIMS development
effort.

Table 6
PIMS Project Budget Summary
{dollars in thousands)

Personnel-Years . Expenditures

: : Actual-- Estimated Proposed =~ Actual Estimated Proposed

. Program Elements 1975-76  1976-77 . 1977-78  1975-76 1976-77 1977-78
Personnel SEIVICES * ..vivviveseensrvessnnens 90 — — .. 82257 — —_
System development " ... 53 — — 1,698 — -
a. Payroll subsystem .........ccomrmne — 31.1 29.1 — 81,090 81,021
b. PERS Support ........ccemumnnnees — 9.1 11.1 —_ 208 311
¢. Employment history subsystem - 11.0 21.0 — 286 669
Totals, PIMS project....ccccreunecsniren 143 512 61.2 83,955  $1,674 $2,001
Reimbursements . - - - 690

Net totals, PIMS project $3955  S1674  $1311
* Transferred to new’ Personnel and Payroll Services Division. . .
bXow shown in three components listed.

¢ Numbers may not total due to rounding.

In the budget year, the costs of PIMS development are included in the
budgets of the user agencies. However, the major portion of the PIMS
budget is appropriated to the Controller’s office because it is the major
user ($1,311,495; 66 percent). The remaining 34 percent is reimbursed by
the State Personnel Board, PERS, CSUC and the Department of Finance.

For several years we have observed a trend for the subsystems of the
PIMS project to cost more than expected, to be completed later than
expected, and to promise savings which decrease as the operational date
approaches.

Table 7 shows the expenditures for PIMS development for each year
since its inception and the total to date. Thus, the project, which was
estimated to cost $4.4 million and take 3.5 years, will have cost $7.4 million
by the end of the budget year, and will still be incomplete. The above costs
do not include operation of the partially completed personnel-payroll
system which is proposed at $7.6 million for the budget year. (This figure
includes certam preexisting costs estimated at $2.5 million.)

Table 7
Hlstoncal Expendltures for PIMS System Development

Elpelldltures
(thousands)
‘ Personnel Current . Total
S * Years Year to Date
1973-74 ......... ; 354 8999 §999
1974-75 . . 26.0 1,012 - - 2011
1975-76 o 53.0 . 1,698 . 3,709
1976-77 (authorized) 512 1,674 3,383

197778 (proposed) i 61.2 2,001 7,384
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PIMS Has Produced Benefits '

The Personnel Informatxon ‘Management System has created a com-
puter-based system which has allowed the state’s personnel system to keep
functioning. Departments get prompt notification that employees are on
the roster, and newly hired people can expect to receive their first pay-
checks in a- much shorter time. Information is available in a central place
on an employee’s state working history. The Public Employees’ Retire-
ment System can receive prompt notification of newly retired persons.
Indeed, because the personnel processing problem has been alleviated,
and because the payroll processing system has progressed subtantially, the
question of how much more system development is necessary should be
raised. :

Project Should Focus on High Priority items

We recommend deletion of the nine personnel-years in the employee
history subsystem for a reduction of $279,034 in Item 43.

Based on our concerns with the total cost of PIMS development and its
substantial operating costs, we believe the following criteria are appropri-
ate for the evaluation of proposed projects:

(1) Development projects which are essential to the continued func-
tioning of state government should receive the highest priority. To date
the PIMS activities have been substantially in this category.

(2) Projects which can be shown to result in immediate and measurable
operating cost savings should receive the next priority. Because the sug-
gested savings of past projects have become so elusive, it is important that
proposals offer realizable savings.

(3) Additions to the system which can be shown to provide benefits
whose value is estimated to exceed costs should receive third priority.
Such benefits would include such thmgs as “better information for man-
agement”.

The employee history subsystem is essentially operational for most state
agency employees and for CSUC employees. The budget proposes 20
personnel-years for the employees’ history subsystem to (1) develop addi-
tional capabilities for producing reports primarily, for the State Personnel
Board (SPB), (11 personnel-years), and (2) improve the audit capability
and computer generated data elements (nine personnel-years).

The SPB reporting capability is needed because the existing computer
will not be available after December 1977..

However, the proposed improvements in the audit capability and com-
puter generated data elements are not essential to the employee history
subsystern at this time. We are advised that such improvements will
reduce the amount.of data which must be entered into the system manual-
ly. However, no studies are available at this time which document the
amount of such savings, where they will occur or when they will be
realized. Because these improvements are not essential, and their benefits
are not clearly identified, we recommend that they be postponed and the
proposed nine personnel-years be deleted.




Items 43-46 EXECUTIVE / 67

System Development Still High

This proposed reduction should be put in perspectlve The system de-
velopment effort will still be at a near record manpower level, 52.2 person-
nel-years. Last year, system development requested 36 personnel-years,
which was raised to 51 personnel-years through internal adjustments.

' 'The primary focus of the PIMS development program in the budget
year will be Phase II of the payroll system. Because Phase II is not sched-
uled for completion until October 1979, we assume that the final costs and
completion date of the payroll system are uncertain. Last year at this time,
the payroll system was expected to be completed by January 1978. Com-
pletion of the -payroll system should be PIMS’ highest priority and we
believe that any proposed improvements-in the currently operating sys-
tem should be postponed until the basm payroll personnel system is com-
pleted. A

V. UNCLAlMED PROPERTY
. This program provrdes custody of property due to unknown or unlocat-
ed heirs or owners, and provides revenue to the General Fund from
property which remains unclaimed. It is operated through the Unclaimed
- Property Division, for which Table 8 summarizes expendltures '

Table 8

Unclaimed Property Program Summary
(dollars in thousands)°

£ ' Personnel-Years Expenditures
L . Actual Estimated Proposed Actual — Estimated  Proposed
" Program Elements 1975-76 = 1976-77 1977-78 1975-76 = 1976-77  1977-78
Abandoned property........iicomme.. . 246 448 526 8713 $1463 81,951
Estates of deceased persons . . 47 4 3.9 88. 77 81.
Tota]s, unclaimed propert\ .............. 293 - 488 56.5 $801 81,540 82,032

*Numbers may not total due to rounding,.

The Unclaimed Property Division was created in February 1975, reflect-
ing the high priority of the State Controller for enforcement of the Un-
claimed Property Law. Under the Unclaimed Property Law, property
which is legally due another and which has not been claimed by the legal
owner within a statutory period must be delivered to the state. The state
maintains an account for each owner of unclaimed property. The state
may liquidate noncash items and credit the owner’s account for the net
proceeds. Any owner is entitled to a refund of his property, and in some
cases the state must pay interest.

Unclaimed  property is ‘a broad category including savmgs accounts,
checking accounts, stocks, bonds, dividends, insurance proceeds, credit
balances on department store accounts, money orders, gift certificates,
unpaid wages and unpaid vendor claims. The broad nature of this law
makes the State of California a holder. of some unique properties. For
example the state holds controlhng interest in the Cbmese Times; a Chi-
nese language newspaper in San Francisco.

- All cash collected and proceeds of: property llqu1datlons are deposrted
in the General Fund. '

The budget growth for the abandoned property element over the last
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two years reflects two factors: (1) increased level of enforcement and (2)
changes in the law. In expanding the program, the Controller has taken
a conservative approach to allow (1) for limited capacity to train new
personnel and (2) uncertainty as to workload. Based on experience during
the last 18 months, the Controller has requested current-year adjustments
and budget year increases because of (1) expected workload increase and
(2) continued program expansion. The workload increase is based on the
expected number of new accounts. The expansion reﬂects growth in the
Field Audit program.

Law Change Creates Potential Increase in Accounts

Chapter 1214, Statutes of 1976, requires that savmgs deposits, savmgs
accounts, or share accounts in savings and loan associations or credit un-
ions be turned over to the state after seven years of inactivity instead of
the former 15 years. As a result, the Controller estimates that new accounts
will number approximately 94,000 in the budget year. This compares with
approximately 25,000 new accounts established in 1975-76. The Controller
has also increased his estimate of new accounts during the current year
to 77,000, and has requested additional personnel and expenses necessary
to handle it. For the new account workload in the budget year the Control-
ler requests a total of $561,323 for five new positions and related expenses,
$396,000 for advertising costs, and $42,240 for data processing costs.

We note that the substantial growth in new accounts in this two- year
period is essentially a one-time phenomenon related to the decrease in the
holding periods from 15 years to seven years for several kinds of property.
" Thus, in the absence of new legislation, we would expect the number of
new accounts to decrease substantially in future years, and with it, the
budget resources necessary for the abandoned property element.

Program Expansion Continues

The low enforcement level in past years, the potent1al cost to property
holders of compliance, and the recent changes in the law have resulted
in- widespread noncompliance with the Unclaimed Property Law. The
SCO is using field auditors to promote a higher level of compliance. Due
to the limited number of auditors, their efforts have been focused primar-
ily on banks and other financial institutions within California. Because of
the results of the audit program to date, and an increase in staff training
capabilities, the Controller requests an additional 10 auditors, 1 attorney
and 1 clerk in the budget year and additional out-of-state travel allow-
ances. Four 'auditors have been requested asa mld-year adjustment in the
current year, so there will be a net increase of six auditors in the budget
year. :

During the 1975-76 year, workmg level audit positions amounted to 6.1
personnel-years. The audit program resulted in additional revenues of $1.4
million- ($225,000 per auditor). It also established an amount of $11.8 mil-
lion as being demandable (delinquent) or payable in the following year.
Audits also disclosed an additional $1.5 million to be reinstated on property
holder books as. escheatable property (i.e., a liability) rather than as in-
come. The combined total of these two actions, therefore, was $13.3 mil-
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lion. However, the amount delinquent was srgnlﬁcantly distorted by a $9.4

million case mvolvmg the Bank of America. Thus, a more representative
measure of field audit results is $3.9 million.

The results of the field audit program through the first five moriths of
the. current year were $4.4 million in demandable, reportable or reinstata-
ble items. Because of the demonstrated productivity of the audit program
we believe that the 10 auditors can be used effectively in the budget year.

‘It should be noted, however, that a number of factors could reduce the
need for, and productivity of, the audit program in the future. To the
extent that noncompliance is the result of i ignorance of the law, the audit
program should result in greater awareness. To the extent that noncompli-
ance is the result of legitimate legal questions, the body of law generated
by the resolution of pending litigation should result in less uncertainty. To

the extent that noncompliance is the result of economic incentives to hold

the property as long as possible, Chapter 49, Statutes. of 1976, (AB 1872)
should eliminate such incentives because it levies a 12 percent interest
charge per year from the date such property should have been pald or
dehvered to the state. :

VI. LEGISLATIVE MANDATES

“The budget summarizes reimbursements to local governments for sales
and property tax revenue losses due to new programs or increases in
existing programs mandated by the state. For the budget year, these
reimbursements will amount to $52.8 million. This amount is not reflected

in the Controller’s budget totals because it is appropriated to the respec-

tive programs. Our comments on the individual programs are mcluded in

jthe analysis of the related iterns.

Vil.. ADMINISTRATION

The admlmstrahon program prov1des executive direction, policy guid-
ance, management and support services to the operating d1v151ons Table

9 shows ‘the resources used in department administration.

Table 9

Administration Program Summary
(dollars in thousands)

* Personnel-Years : - Expenditures
: Actual . Estimated Proposed Actual ~ Estimated  Proposed
- Pragrzm Elemmtf o o ATET6 . 1976-77 . 1977-78 19776 . 1976-77 .- 197778
,a Ex utne OffiCe ooeverercicctiesieirinnrrennns 15.2 18 18 $332 . .8587 - 3604
b. Administrative Services .............. 26.5 18 26 478 94 80
Totals, admmlstr.m\e et sanens 4.7 36 4 81,030 - - 81,341 $1,454
Tot.lls, Amounts charged to other pro- . ' :
igrams ....... ‘ . —-267 . -20° =20 - ~686 —708 ~666

\et totals admmrstmhon ........................ 150 16 24 8343 8834 - $788

The elght personnel -year increase in the admmlstratlve services ele-
ment is composed of workload requirements (4 personnel-years) and new
functions (4 personnel-years). Workload increases are requested for per-
sonnel, accounting and internal audit. The Controller’s office is requesting
a fiscal systerns and analysis group to provide support to top management.



70 / EXECUTIVE Items 47-51
STATE CONTROLLER—Continued

Systems Analysis Unit Formed . o _

" In recent years, the Controller’s. programs and operations have grown
in size, cost and complexity. The effective and efficient operation of the
Controller’s programs requires that management have sufﬁcigqt inde-
pendent capability for analyzing both current and proposed activities. The
Controller’s office proposes to form a new systems analysis group staffed
with 4 new positions to accomplish this purpose. We have }'eviewed the
list of projects proposed for study by this group and believe th?.t.‘_the
potential benefits to be derived from this effort justify the additional
positions.

STATE BOARD OF EQUALIZATION

Items 47-51 from various funds o Budget p. 75
Requested 1977-78 ................. eereeeraeataarsessntssinerersananes e se s e e ssesrae $50,247,345
Estimated 1976-TT........coumcennrirnirrnssnessssessersssssssssssssssasens 48,148,621
Actual 1975-T6 .........ooeeciireeeeeccee e sstsstsssa et sonsesene 42,320,335
Requested increase $2,098,724 (4.4 percent) : .
Total recommended reduction ............ceecirinecscenienreesennsanes $396,959

1977-18 YFUNDING BY ITEM AND SOURCE

Item .- Description Fund Amount
47 State Board of Equalization General $46,819,683
48 State Board of Equalization Energy Resources.Conserva- 34,774 -

tion and Development Spe-
cial Account, General Fund

49 State Board of Equalization Motor Vehicle Fund Ac- -2,443,941
count, Transportation Tax .

: : ‘ Fund

50 State Board of Equalization - State Emergency Telephone 44,781

Number Special Account,
General Fund

Si » State Board of Equalization *_Timber Tax Fund- 904,166

. $50,247,345

: Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Sales Tax Auditing. Reduce Item 47 by $361,796. Recom- 75
mend deletion of 23 sales tax field auditors requested to
expand audit coverage. :

2. Return Processing. Recommend board study the feasibil- - = 79
ity of instituting a computerized math verification program.

3. Property Tax Sampling and Trending. Recommend board = 80
transfer property tax sampling and trending responsibilities
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4. Property Tax Trending. - Reduce Item 47 by $35,163. Rec- - 81 .
ommend deletion of two research positions requested to
redesign property value trending methods.

5. Utility Valuation. Recommend approval of 11 positions re- - 83
quested to extablish a public utility audit program.

6. Facilities Utilization. Recommend study to eliminate wast- 86
ed and poorly distributed office space in headquarter’s
building.

GENERAL PROGRAM STATEMENT

- The Board of Equalization, which is the largest tax collection agency in
California, consists of five members. Four are elected from geographic
districts, the fifth is the State Controller, who serves ex officio. All mem-
- bers of the board serve four-year terms and are elected at each gubernato-
rial election. The chairmanship of the board is determined by the
members annually, with the chairman automatically serving as a member
of the Franchise Tax Board, which administers the personal 1nc0me and
bank and corporation franchlse taxes.

Responsubulntles of the Board

The main responsibility of the board in terms of General Fund expendi-
tures is the administration of six major state and local taxes. Administration
of these taxes includes registration of taxpayers, processing tax returns,
auditing accounts, and collecting taxes receivable. This, and the board’s
various. other responsibilities are summarized hereafter.

Administration of State and Local Taxes. The primary function of the
board is to administer and collect the state’s 4% percent sales and use tax,
the local 1Y, percent sales and use tax, and a % percent sales and use tax
for the San Francisco Bay Area Rapid Transit District and the Santa Clara
County Transit District. The board is either responsible or shares responsi-
bility for the administration of five state excise taxes: (1) the alcoholic
beverage tax, (2) the cigarette tax, (3) the motor vehicle fuel license tax
- (gasoline tax), (4) the use fuel tax (diesel tax), and (5) the insurance tax.
The board also administers the private car tax, which is imposed on pri-
vately owned railroad cars, and a surcharge on the consumption of elec-
tricity. v )

Local Property Tax Equalization. The board investigates the opera-
tions of county assessors’ offices, issues rules governing assessment prac-
tices  and trains property appraisers. The board is also required to
determine annually for each county the ratio of assessed value to full cash
value of property subject to local assessment.

Assessment of Public Utilities. The board determines the value of the
property of public utilities and allocates assessed values to each local taxing
jurisdiction in which such property is located.

Review of Appeals From Other Governmental Programs. The board
hears appeals by taxpayers and property tax assistance claimants from
decisions of the Franchise Tax Board. In addition, hearings are also pro-
vided to review local assessments of property owned by a city or county,
when these assessments are contested. .
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Taxation of Timber. Chapter 176, Statutes of 1976, requires the board
to administer this new program which exempts from property taxation all
standing timber and imposes a yield tax of 6 percent on all timber at the
time of harvest. .

ANALYSIS AND RECOMMENDATIONS

The responsibilities of the board are divided among 13 administrative
programs. Table 1 provides a breakdown by program of authorized per-
sonnel-years and expenditures. As shown in this table, staff of the board
numbers 2,514 personnel-years with requested staff additions increasing
this number to 2,578 in the budget year. Total:proposed expenditures from
state funds amount to just over.$50 million in 1977-78, an increase of 4.4
percent over the current year.

Table 1

Board of Equalization .
Authorized Personnel-Years and
Expenditures by Program

) Expenditures
. Personnel-Years " Requested  Percent

Estimated . Requested Requested ~ 1977-78  Change in
1976-77 1977-78 Change (000) Evpemiitures

1. Local property tax equalization .. - 163.7 165.7 20 $5,038 - 36%
2. State assessed. pr0perty .................. 89.1 . 99:1 10.0 - . 2530 128
3. Timber tax ......cccoocis 210 35.3 85 904 68.3
4. Sales and use tax....... 2,0479 20895 416 - 47867 5.0
5. Alcoholic beverage tax - 320 320 - 684 35
* 6. Cigarette tax ....coocwirecrne 156 - . 15.6 = 1,149 25 -
7. Motor vehicle fuel license tax...... 147 . 147 — 365 . 28
8. Use fuel tax 952 95.2 . — 2079 28
9. Energy resources surcharge......... 19 19 - 35 28
10. Emergency telephone users sur-.
charge — 235 25 45 -
11. INSUFANCE X «ovmicenreresceessnesensarsenns 41 41 — 119 35
12. Appeals from other governmental o
programs ‘149 149 —_ 49 35
13. Administration (undistributed) .. 11 ) 11 = 193 —
Totals 2,513.8 2,578.4 64.6 $61,457 5.5%
Reimbursements ... - —-11210 10.7
Total From State Funds » ; $50,247 44%

SALES AND USE TAX PROGRAM

Sales Tax Auditing

We recommend approval of 15 sales tax P eld auditor posztzons to main-
tain the existing level of audit coverage.

The board has requested $47.9 million to admmlster the sales tax pro-
gram in 1977-78. Of this amount, $23.2 million or 48 percent of total
expenditures is proposed to be allocated for. audltmg accounts of business
firms subject to the sales and use tax. .

Fifteen field audit positions are requested for 1977-78 to maintain the
same coverage of accounts authorized for 1976-77. Table 2 shows for the
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Table 2

Sales Tax Audit Coverage
1973-74 Through 1975-76

1973-74 197475 ’ 1975-76

Type of Number of  Accounts Number of Accounts . Number of - Accounts
Account* Accounts®  Audited  Percent Accounts® Audited  Percent  Accounts®  Audited  Percent
Most productive - 4200 4,000 81% 4600 4,100 89% 4,800 4,400 92%
Moderately productive . 29,000 9,600 30 31,000 9200 24 33,000 9600 .29
Slightly productive ; 6400 3300 5 64000 2400 4 66000 - 2500 4

" Total.... . 97,200 16,900 174% 99600 15700 158% 103,800 16,500 T159%

a Productwnty of accounts is determined by level of retail sales, type of business and the audit yield from prior year audits.
. Three-year movmg average of total number of in-state accounts eligible for audit.

€L / FALLNDIXH
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period 1973-74 through 1975-76, the actual number of accounts audited by
level of audit productivity and the percentage of the total number of
accounts audited.

Table 2 shows that almost all large firms doing business in Cahforma are
audited and that 30 percent of the moderately productive accounts (e.g.,
grocery stores, auto dealers; auto repair shops, office equipment suppliers,
and home furnishers with annual taxable sales below $400,000) are audited
every three years. Slightly productive accounts consist primarily of small
and large firms which usually have a single line of goods, simple inventory
procedures, and have few sales which involve the more complicated ap-
plication of the sales tax law. These accounts are audited on the basis of
prior audit productivity and information received at field offices. -

The board’s workload request is based upon an estimated 3.5 percent
increase in the number of new accounts which will become eligible for
audit in 1977-78. The additional staffing requirements (14 field auditors
and one headquarters support position) were calculated using an average
of 32 hours per audit which is the actual audit experience realized in the
moderately productive accounts identified in Table 2. Table 3 summarizes
the expected budget year workload and the number of audit positions
required to maintain the 1976-77 level of account coverage.

Table 3
Sales Tax Program
Proposed 1977-78
Audit Coverage °

Eligible . Percent Accounts Audit Audit

Accounts® Growth Audited - Coverage Personnel-{’ears'
1975-76......... 103,800 42% 16,500 15.9% 909.4
1976-77 est. .... 107,200 35 17,600 16.4 909.8
1977=T8 €5t. ....coveerreererernnesericssiosnns 110,900 35 18,200 164 '933.8°

2 Eligible accounts equal approximately one-third of the total number of accounts, because each audit
covers the current year plus previous two years of sales activity.

b Average of the total number of in-state accounts eligible for audit during the current and prevmus two
years.

¢ Includes 10 positions for auditing Santa Clara County Transit District Transactions Tax and for auditing
refunds resulting from Diamond National v. Board of Equalization.

Diamond National Increases Workload

We recommend approval of four field auditor positions requested for
the budget year only to process refund claims resulting from the Diamond
National case.

The U.S. Supreme Court ruled in Diamond National Corporatzon and
Crocker Citizens National v. State Board of Equalization that the State of
California may not impose the sales tax on goods sold to national banks.
The original claim was filed to cover sales taxes paid during the period
April 1, 1965, to December 31, 1972, and the board estimates that total
claims w1ll amount to approxlmately $38 million. The board has received
and is in the process of auditing 2,300 claims for refund and in addition will
audit a sample of the estimated 7,500 bank suppliers to assure that sales
taxes collected were in fact remitted to the state. The four audit positions
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requested in the Governor’s Budget will allow the board to (1), audit all
bank clanms for refund and (2) audlt 10 percent of the banks’ supphers

Sales Tax Audit Coverage Expansnon

We recommend disapproval of 23 field audit posmons requested to
expand audit coverage for a savings of $361,796.

Table 2 shows that the board presently audits more than 90 percent of
the most productive accounts (and reviews 100 percent of these firms)
and audits approximately 30 percent of the medium sized firms. The
requested increase is based upon the board’s contention that on the basis
of the total number of accounts, audit coverage has declined fromapproxi-:
mately 29 percent of all accounts in 1966-67 to 16 percent in 1976-77. In
addition, the board states that additional positions are justified because the
added coverage will produce revenues in excess of costs.

- We believe that audit coverage should be held at the current year
authonzed level for the following reasons.

1. There is no information available which’ supports the board’s argu-
ment that the additional revenues generated by the requested increase in
staff will exceed the $362,000 in additional cost. The 1975-76 average audit
assessment per dollar of total program cost was $2.30 for moderately pro-
ductive accounts (where the expanded coverage is proposed to be ap-
plied). Because audits are selected on the basis of estimated  declining
product1v1ty, the existing recovery rate is higher than would be expected
if coverage is expanded to audit lower priority accounts. Whether the
additional revenues would exceed the added costs is unknown.

The Legislature approved 20 additional auditors last year in response to
our recommendation which was based upon the limited results of a sample
audit study conducted by the board in 1973-74. We further recommended,
however, that future requests for staff be supported by sample auditing
which meets acceptable statistical reliability standards and is confined to
accounts which have a high probability of audit productivity.

2. The board is presently conducting an internal study of the auditing
program to determine if changes in audit selection procedures will allow
more accurate indentification of potentially productive accounts. Under
existing selection procedures, little is known about the universe of ac-
counts ehgxble for audit, other than the type of business, the level of retail
sales and prior audit experience. Unless this study produces recommend-
ed changes which will increase the productivity potential of the existing
accounts selected for audit, the expansmn of audit: coverage cannot be
justified.

3. The board’s proposal which is based solely upon the observed declme
in the percentage of the total number of accounts audited, does not consid-
er the size of the existing program-in relation to (a) other economic
indicators, (b) the level of audit staff expertise, or (c) the changes in
business organization which have occurred over time. For example, since
1968-69 when sales tax audit expenditures were first reported on a pro-
gram basis; the level of the state’s resources allocated for auditing sales tax
accounts has increased at 9.1 percent annually through 1976-77, a growth
in audit expenditures which is slightly higher than the 8.9 percent growth
in state personal incomes during this period. Audit productivity as meas-
ured by staff experience has also improved during this period. The num-
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ber of auditors holding senior (auditor III) posmons has mcreased from
26 percent to 36 percent of total audit personnel since 1968-69, with the
number of entry and journeyman level auditors declining from 67 percent
to 52 percent of the department-wide audit work force. The third factor
which contributes to increased audit- productivity is the secular trend
toward concentration in the control and ownership of retail outlets. While
the number of accounts has increased, there has also been a marked
concentration in the control of large retail stores resulting in more uni-
form accounting procedures and improved understanding of the sales tax
law by the' taxpayer. One of the relevant indicators of audit coverage
would be the percentage of taxable sales audited, an estimate of workload
which the board’s program budget states is not available.

Sales Tax Compliance Program .
This program consists of the registration of taxpayers, filing enforce-
ment, and collection of delmquent sales taxes. Table 4 shows the total staff
and expendltures proposed in the budget year. o :
' Table 4

State Board of Equalization ‘
Sales Tax Compliance Program

Personnel-Years Expenditures

197576 197677 197778 1977-78
Registration : 43 460 450 $8,800,000
Return processing S—; . 369 404 408 10,200,000
Delinquent tax collectlon 269 274 275 5,700,000

The return processing units support the delinquent tax collectlon effort
shown in Table 4, by reviewing returns for failure to file, for partial pay-
ment of tax and for tax calculation errors.

Increased Registration and Return Processing. Workload

We recommend approval of four posztzons requested for district regvs-
tration of new sales tax permits.

Table 5 shows the relevant workload indicators used to access budget
requirements in the registration program

Table 5

Sales Tox Compliance Progrom
Taxpayer Registration

Sa[es Tax . ' New

Permits In New Personnel-- Accounts. Per

~ Force " Accounts Years  Personnel-Year
1972-73 .. 450,000 123,000 426 289
1973-74 499,000 122,000 435 280
1974-75 . : : 527,000 133,000 429 310
- 1975-76 ' 559,000 152,000 43 343
1976-T7 est........ 587,000 - 155,000 460 . 336
1977-78 est. e 615,000 158,000 469* 87

* For companson purposes this number includes 18.6 positions eliminated in the budget year to cover
cost of .accounts reference video system. The actual number of man years budgeted is 450.
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Our analysis of total registration activities including new accounts, ac-
count changes, closeouts and revocations over the last 10 years shows that
workload fluctuates from year to -year, but that an upward trend diie to
populatlon growth is apparent. The board’s budget year request is based
upon continuation of the exceptionally high level of new accounts regis-
tered in 1975-76. Workload realized during the first six months of 1976-77
parallels the permit activity which occurred during the first half of 1975-

“76. Whether this higher level of permit activity will:be sustained through
1977, however, is unknown

New Vldao System

Offsettmg requested workload augmentation is a staff reduction of 18 6
clerical personnel which reflects costs associated with the installation of a
video accounts reference file. The proposed 1977-78 savings in personnel
costs are recognized only for purposes of paying for the new system.
~ Actual savings in clerical staff related to the expected increases in produc-
" tivity will not be measurable until this new system is fully operational.

The five new positions identified in the Governor’s Budget for workload
related to a Department of Benefits Payments contract is an accounting
change and does not represent any increase in total registration man
power.

Produetivity Improvements Possible

The respbnse to workload during the last five years has been fairly linear
with staff size increasing at a slightly lower rate than the total number of
accounts administered by the board. Improvement in compliance produc-
tivity has not been significant. The board has shown reluctance to seek
changes in the sales tax laws and institute changes which impose addition-
al ‘¢osts upon the taxpayer. Factors which contribute to high comphance
costs or mequltable treatment of taxpayers include:

1. Registration in Person. The board discourages mail and’ telephone
processing of applications for sales tax permits by requesting the taxpayer
to appear at a district office before 1ssumg a sales tax permit. The board
believes that the personal interview is the best method of determining the
amount of personal bond necessary to secure payment of tax. The security
deposit, which is generally twice the quarterly estimated tax liability of the
new-account, is levied in order to insure payment of the sales tax. The
deposit may take a number of forms including savings pass books, stocks,
bonds or surety bonds issued by insurance companies. Most new accounts
registered by the board are (1) small seasonal taxpayers who renew their
permits each year (2) small businesses with no prior retail experience, and
(3) -large firms which have existing sales tax permits in other localities.
Prehmmary processing of this workload by telephone and mail questlon-
naires could reduce registration workload SIgmﬁcantly :

2. Adjustment of Security Deposit. The board is reluctant to require
the taxpayer to post additional security when actual retail sales exceed the
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‘original estimate of sales upon which the original security amount was
based. As a result taxpayers who post relatively small security amounts
. constitute a potential collection problem. The board contends that to
increase the amount of security after actual sales experience is established
in effect penalizes the successful businessman. We question this policy.
The board should retain a position of neutrality regarding the business
- performance of a taxpayer and require taxpayers to post security accord-
‘ing to their actual sales record. To do otherwise increases field collection
costs when uncollected liabilities exceed the amount of the deposit.
3. Corporate Sales Tax Liability. Under existing law corporate officers
are not liable for unpaid sales taxes when the account is closed out, the
permit is revoked or the corporation is reorganized under bankruptcy
laws. Consequently, the board logically focuses its attention upon proprie-
tary and partnership taxpayers who are not relieved from liability of the
tax upon discontinuation of business. The board’s collection manual states
‘that corporate taxpayers eonstitute more than two-thirds of the amount of
taxes which are written off as uncollectable. There are a number of states
which presently require establishment of personal bond by the corporate
officers in order to insure payment of taxes. Changing the state law to
require corporate officers.or stockholders to assume personal liability for
payment of sales taxes at the time the sales tax permit is issued would have
a significant effect upon compliance workload and would result in more
equrtable application of the law. '
- 4.. Tax Return Information.” The taxpayer is requlred to report only a
limited amount of state sales tax information on the tax return consisting
. of total sales, deductions for (1) wholesale transactions, (2) sale of food
.- products, (3) nontaxable labor charges, and (4) miscellaneous deductions
-accumulated into a single entry. The board presently records on.computer
files only that information which is necessary to allocate local sales taxes,
record changes in accounts receivable, and identify taxpayers who fail to
file timely tax returns. . - .

In accordance with.a 1976-77 leglslatlve recommendatlon the board is
presently reviewing the feasibility of requiring the taxpayers to provide
additional information on the tax return. Computerized comparisons of
this information on each tax return with industry wide norms would allow
early identification of taxpayers who may be overreporting deductions or
underreporting sales tax liabilities.

It .should : also be pointed out that overall comphance productlvrty
should be materially improved as a result of Chapter 661, Statutes of 1975,
which increased the interest rate levied on delinquent sales taxes from 6
percent to 12 percent per year effective January 1, 1976. The effect of this
statute has not been measured by the board, but it should quickly reduce
the amount of delinquent sales taxes used by retail firms to finance busi-
ness inventories. o
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Sales Tax Return Workload

We recominend approval of 10 positions requested to process additional
sales tax return workload.

The sales tax return processing activity (i.e., number of tax returns
- filed) is directly related to the board’s taxpayer registration program, and
correspondingly the board has historically responded to the growth in
sales tax returns with proportional increases in staff to process this work-
load. The board’s requested increase in staff is based upon continued
growth in the exceptionally high level of sales tax permits issued in 1975-76
(see Table 5), the last year for which complete return processing workload
information is available.

Productlvny improvements Possible

We recommend that the board study the feaSIbllzty of instituting a
computerized math verification program.

In reviewing the board’s tax return processing procedures we have
found that productivity could be initially improved and overtime reduced
if the board could eliminate existing peak period data entry processing of
tax returns at the time of receipt. Tax return processing consists of the
following procedures:

1. Cashiering. Manual verification is made that the amount of tax re-
ported on the return is identical to the amount paid. Checks are then
separated from the return and deposited in agency bank accounts. .

2. Data Entry. Limited data are transferred from the return on to
computer tape for the immediate purpose of (a) identifying taxpayers
who have failed to file and (b) for the proper allocation of local sales tax
recelpts to cities and counties.

3. Math Verification. Returns are manually verified for mathematical
accuracy on desk top calculators. Error corrections are processed through
automatic EDP generated billings or by manually produced correspond-
ence.

The board has been reluctant to implement an EDP mathematical
verification procedure because the size of the sales tax program has not
warranted an automated procedure. We believe that an EDP mathemati-
cal verification program should be given serious consideration for the
following reasons.

(a) The board is presently studying the feasibility of partially automat-
ing its sales tax audit selection program. Additional information regarding
the type of business, gross sales information and kinds and amounts of
nontaxable deductions which could be essential elements of an audit selec-

‘tion program would be automatlcally captured by computerized math
verification.

(b) The present data entry of certain information and the manual math

* verification of returns results in a duplication of effort. Except for the

recording of individual account identification numbers, the math verifica-
tion staff must presently reenter on a key-board calculator the same infor-
mation entered by EDP personnel.

Integration of EDP data entry with the math verification program

would eliminate the present duplication of effort, reduce the amount.of- . .
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overtime and use of temporary staff and a]low more efficient use of equip-
ment and facilities. The establishment of a low cost automatic account
number identification system such as that provided by optical character
recognition equipment (OCR) would allow the board to continue 1ts pol-
icy of early identification of nonfilers.

LOCAL PROPERTY TAX EQUALIZATION

We recommend that the sampling and trending program be transferred
from the Property Tax Department to the Administration Division.

The Division of Intercounty Equalization is responsible for appraising
a sample of properties in each county every three years to determine if
overall values in one county are equivalent to values determined for
similar properties in other counties. Resulting findings of underassessment
‘or overassessment are “equalized” by computing a ratio for each county
which reflects the difference between the assessor’s determination of
value and the board’s sample values. These ratios, when compared tothée
statewide average ratio for all counties become the so-called “Collier
Factors” which are used to distribute uniformly $1.2 billion in school
equalization aid and $600 million in county contributions to the state
Medi-Cal and adult welfare programs. This magnitude of expenditures
demonstrates the importance these ratios have in the determination of the
distribution of state and local funds between counties. To the extent that
ratios established by the board for each county become unreliable, the
equity of the distribution of intergovernmental payments becomes ad-
versely affected.

In the three years between physical appraisals the ratios are trended to
reflect changing property values. The three factors in the trending for-
mula are retail sales, school attendance, and wages in employment cov-
ered by unemployment insurance.

The sampling program involves the determination of the appropriate
sample size for each survey county in accordance with the number of
available board appraisers. Once the sample size is determined a sample
of each survey county’s property parcels is selected at random. The sample
selection is stratified (ranked) according to parcel values in order to
minimize statistical variability. After the sample properties are selected
and assigned. to. appraisers, exceptlonal (unrepresentatlve) parcels. are
identified and excluded from the appraisal sample. A replacement parcel
is then drawn according to standard statistical procedures.

In 1975, the sampling and . trending responsibilities (including three
research positions) were transferred from the centrally located Statistical
Research Unit to the Property Tax Department. We are recommending
that responsibilities for sample selection, the review of nonrepresentative
parcels and trending ratios, be transferred back to the Admlmstratxon
Division for the following reasons.

1. The sample selection and ratio trendmg act1v1ty involves a purely
statistical skill and for reasons of efficiency should be the prlmary respon51-
bility of the board’s central research unit.

2. Transferring sampling and ratio trending back to the Administration
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Division will restore the important departmental audit control of provid-
ing an independent review of state appraisers’ determinations regarding
the exclusion of unrepresentative properties. Because the number of sam-
ples is small (ranging from 150 to 407 individual parcels in each county)
the decision to exclude an individual property can have a significant effect
upon the board’s determination of value for the surveyed county. The final
decision to exclude a particular parcel and the responsibility to select a
replacement sample should be assigned to a unit which is totally inde-
pendent of the appraisal function. The separation of sampling control
from the appraisal responsibility will contribute materially to the integrity
of the appraisal program and will provide additional support to the board’s
position in the event counties contest the state’s findings of value.

3. Our office and the Department of Finance depend heavily upon the
Administration Division’s research staff for analytical assistance and infor-
mation regarding all of the board’s tax programs. We especially rely upon
its knowledge of property assessment procedures, practices and taxation.
The sampling and trending responsibilities provide the research staff with
an opportunity to maintain their communications with individual coun-
ties, because field contact with county assessor’s files is usually a required
element in sample selection. The loss of sample selection responsibilities
by the Statistical Research Unit has resulted in diminished contact with
counties and, therefore, has had a detrimental effect upon its ability to-
maintain continuing expertise in the property tax field.

. We recommend disapproval of two positions requested to assist in sam-
pling and trending activities for a General Fund savings of $35,163.

These positions are not justified because the current year increase in-

“workload is related to a temporary problem with the trending factors used
by the board to adjust county property values between survey years. The
present equation used by the board adjusts property values according to
measured growth in retail sales, wages and school enrollments reported
for each county. To the extent that these factors grow more slowly than
actual property values, the trend equations will incorrectly indicate that
the assessors are either (1) improving their valuation procedures or (2)
valuing properties in excess of market prices.

Because property values have experienced uneven and rapid growth in
recent years due to other factors such as land use policies, environmental
constraints, inflation and federal interest rate policies, the trend equation
has produced erroneous changes in county values. For example, the board
has reported that 10 counties in 1975-76 and 14 counties in 1976-77 were
valuing properties (in total) in excess of market value (assessment ratios
above 25 percent), reports. of questionable reliability considering the
rapid increase in market values which has been occurring during the last
three years. Recognizing the problems associated with individual year
assessment ratios resulting from trending, the Legislature has amended
the governing statutes to require that school apportionments and ‘county
contributions for adult welfare and Medi-Cal shall be based upon the most
recent three year average of assessment ratios for each county. :

In 1976, the board formed a task force of interested parties (including

. the assessors of nine counties, the Department of Education, the State
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Chamber of Commerce, the California Taxpayers’ Association and state
legislative staff) to evaluate the factors used in trending property values.
This group to date has studied a number of economic indicators but has
found no measurable factors which correlate closely to changing property
values. Our analysis indicates that there are no available economic indica-
tors which will accurately explain short-term movements in property val-
ues for each county. There area number of alternatives, however, which
could either eliminate the need for trending or improve the reliability ‘of
the present trending program. Major alternatlves which have been
proposed consist of the following.

Y. Annual Survey. Property values would have to be trended for only
one year if the board tripled its present appraisal staff and surveyed each
county -every year. Costs would be significant, however, -and would in-
crease ‘present local property tax equalization costs from $3.1 million to
$6.3 million annually, an increase in state administrative costs of 100 per-
cent.

2. Increased Frequency of Surveys. The board could reduce annual.
appraisal costs by supplementing appraisals with actual property sales
information (sales ratio studies). Sales ratio analysis of residential proper-
ties would increase productivity of the appraisal program and allow the
board to reduce the present three-year cycle by an unknown amount. Cost
- estimates for implementation of a state administered sales ratio study vary
but could be significant if a new statewide property sales mformatlon
program is required.

3. Improve Trend With Documentary Transfer Tax Information. With
actual sales data derived from property transfers subject to the documen-
tary transfer tax, the board would have an important trending factor
which could be used to increase the reliability of the trend equation. This
change would involve amendmg state statutes, however, because the re-
porting of full sales price is not required under existing law.

4. Hold Ratios Constant Between Survey Years. Our preliminary anal-
ysis indicates that for most counties during the six-year period 1970-71
through 1975-76, the use of trended ratios has resulted in a greater devia-
tion between board assigned ratios and actual surveyed ratios than would
have occurred if ratios had simply been held constant between survey
years. Holding ratios constant, however, will result in the overstatement
of property values (i.e., maintain a low assessment ratio) in those counties
‘which are making a serious effort to improve assessment procedures
between survey years.

The board presently has all of the research capability needed to recom-
mend alternative trending methods without adding staff. Nonmeasurable
economic factors are expected to continue to have a dominant influence
on property values in the foreseeable future. In recognition of this, the
board should redirect its attention toward a method of estabhshmg annual
ratios which fairly evaluate and reflect changes in county values between
survey years without heavy reliance on rigid mathematical equations.

Our analysis of monthly time reports indicates that the increase in
workload for which the two new positions are requested is directly related
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to transferring the sampling and trending responsibilities to the Property
Tax Department. The Property Tax Department research staff (consisting
of 4.7 positions) is smaller than the board’s central research unit (10 posi-
tions) and, therefore, does not have the flexibility to meet short-term
increases in workload. The. Property Tax Department presently has a
sufficient number of positions to support proposed 1977-78 research pro-
grams. Transfer of sampling and trending responsibilities back to the
Administration Division will eliminate the need for additional staff re-
quired during the two-month perlod when samplmg and trendmg services
are performed. S .

STATE ASSESSED PROPERTY TAX PROGRAM

. We recommend approval of 11 positions requested to audzt the fi nanczal
statements of public utilities.

The board is required by law to appralse the properties of all pubhc
utilities and to divide the resulting “unitized” values between the counties
according to the physical location of the property. The principal methods
used to determine unitary values are (a) historical cost less depreciation,
(b) capitalized net income, and (c) stock and debt value. The values
established using these methods are based upon property statements sub-
mitted by each utility. The board presently does not have an audit staff
and therefore relies on a limited number of California Public Utilities
Commission (PUC) audits to verify the accuracy of these statements.

The recommendation to provide audit staff recognizes that the PUC
presently has the experience and staff expertise in the conduct of public
utility audits and that some duplication of effort and therefore increased
cost. will result from providing the board with a similar audit capability.
Rather than augment the board’s staff; we initially considered the possibil-
ity-of providing reimbursement funds to the board which:in turn could
contract with the PUC for audit services. The board would thereby retain
limited control over the selection of utilities to be audited and the informa-
tion to be received. Our recommendation to staff the board dlrectly is
based upon the following considerations. :

1. Public’ Utility Commission Workload., The PUC is not presently
staffed to audit all of the utilities under its jurisdiction as required by law.
Consequently, there is no guarantee that the provision of additional funds
to the PUC would result in the allocation of PUC staff exclusively for the
purpose of providing board related services. - -

2. Audit Reliability. Without the availability of audit staff dlrectly un-
der its control, the board would be forced to rely entirely on the findings
of the PUC regardmg the accuracy of utility: property statements filed
with: the board. Direct control over audit performance would allow the
board flexibility to move staff as situations warrant. It should also be point-
ed out that PUC contract auditors would not be board appraisers and
therefore would not have the authority to levy escape assessments when
discovered, thereby necessitating a second exammatlon and action by the
board. - :

3: Audit Informatzon Audit report content and information requlre-
ments of the board and the PUC are not significantly different. The most
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significant difference is that the board reqmres a closmg period of March
1 so that audit findings coincide with the lien date property statements
filed by each utility.

4. Duplication of Effort. The board intends to audit the financial
records of 52 gas, electric, and telephone utilities on a four-year cycle.
Twenty-eight of the smaller utilities have never been audited by the PUC
and seven of the smaller telephone companies have been audited infre-
quently. Therefore, the examination of these utilities would not represent
a duplication of effort. The largest utilities have been audited with- suffi-
cient frequency to stay within the board’s four-year statute of limitations.
The board’s audit of these firms will be an augmentation of the PUC
findings consisting of updating the PUC report to the March 1 lien date
and performing additional examinations necessary to acquire information
specifically to meet the board’s property appraisal responsibilities.

New Timber Tax Program

We recommend approva] of 35.5 positions requested to stdff the new

Timber Tax program enacted by Chapter 176, Statutes of 1976,

Chapter 176, enacted the Forest Taxation Reform Act which modified
extensively the basis for taxing timberland. The major features of Chapter
176 are: -

1. Standing Timber. Beginning with the 1977-78 fiscal year standing
timber (including Christmas trees) is exempt from ad valorem property
taxation, including possessory interest in state and federal timber. Under

. former law, standing timber was subject to the annual payment of prop-
“erty taxes unless more than 70 percent of the trees over 16 inches in
diameter were harvested in which case the remaining stands were exempt
for a period of 40 years. \

2. Timber Yield Tax. - Beginning April 1, 1977, a yield tax of 6 percent

s 1mposed upon all timber at the time of harvest. The tax will be levied
on “immediate harvest values” to be established and adjusted every six
months by the board to reflect current market prices and harvesting costs.
The tax rate will be adjusted annually beginning January 1, 1979 to reflect
the increase in the combined average property tax rate in the major
timber producing counties.

3. Taxation of Timberland. Chapter 176 turns over to the board the
responmbxhty for determining the basis for valuing all tlmberland placed
in timber preserve zones.

"4. Board Responsibilities. There are basically three ongomg activities
assigned to the board which have the most significant impact upon costs.
They are (1) the annual development of schedules of land value which are
certified to each county assessor, (2) the semi-annual development of
tables of timber value to be used in determining the taxable value of cut
timber, and (3) the periodic audit of txmber owners and operators to
ensure payment of tax.

‘During the first three years of this program land values are fixed’ by
Chapter 176 according to the soil productivity of the property. Beginning -
in 1980-81, however, the board will have sole responsibility for establishing
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the annual lien date values of timberlands according to the soil quahty,
accessability, topography, and administrative restraints characteristic of
each'parcel. Workload associated with this activity will depend upon the
number and geographic. dlstrlbutlon of timber preservation zone land
sales occurring each year.

‘Tables of timber values for purposes of levying the yleld tax w1ll be
developed from publicized sales of uncut timber and prices at point of sale
adjusted for harvesting costs. Tables of equal value will apply to assigned
marketing areas according to specie, type of harvest (old growth, young
growth, etc.) and quality of timber: cut. Harvesting area boundaries will
be established based upon harvesting costs peculiar-to the area, proximity
to mill site and distance to market.

~The board’s preliminary plans indicate that a simplified audit procedure
will: be developed concentrating upon an examination of: taxpayers’
records. Mill and storage site inspection will be required on a random
basis, however, to verify correct reporting of volumes, type of harvest, and
quality of timber cut. Funding requirements for this program cannot be
determined until after initial yield tax returns have been examined and
comparisons. made between market information of volumes cut and tax
return reports of volumes harvested.

Table 6 summarizes the board’s proposed allocation of personnel and
expendltures by activity during the budget year.

Table 6

State Board of Equalization
Timber Yield Tax Program Administrative Costs

1977-78

3 : Proposed Expenditures

Personal Services _ Positions 197778 -
‘.- Administration : v , 70 - $105,300
1L Land and timber valuatlon . 130 - - 289,800
iIr. Audxtmg : ; : 85 156,200
IV. EDP services . 70 ] 79,300
Total ‘personal services ; v . 35 $630,600
Salary savings : . —11 —15,600
Net; total personal services . 344 < $615,000

Operating Expenses and Eqmpment '

Travel . — $116,200
Rent - 34,300
Equipment —_ 13,000
Other expense........ . — 35,500
“Total; operating expense and equipment - $199,000
Total Request..... — $814,000
General Fund overhead — 90,000
— $904,000

Total Timber Tax Fund, 1977-78

Administrative costs are deducted from proceeds of the timber yield tax
v,v__hich',arevestimated to be $25.9 million in 1977-78. The $90,000 General
Fund offset shown in Table 6 repreSents' ‘the timber tax program’s share
of existing overhead costs. This charge is appropriate because it reflects
the new Timber Tax Division’s use of existing facilities space, staff services
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and executive secretary time devoted to timber tax activities. Most of
these costs will be charged on a direct time and actual facilities use basis
after the program is initiated. Actual costs in the first and subsequent years
may be less than the amounts shown in Table 6 for two reasons.

1. Salary Savings. The board has filled during the current year 12 of
the 35.5 positions proposed to be established in 1977-78. The board’s esti-
mate of 34.4 personnel-years of filled positions will not be realized if the
board limits staff additions to experienced personnel who can provide
immediate assistance in setting up this program. No reduction in the
requested amount is recommended, however, because the availability of
trained appraisers and the time it will take to qualify them for these
positions is unknown.

2. Limited Term Services. The board has identified nonrecurring first
year costs in EDP and legal services. Two data processing analysts are
needed through December 31, 1977, and a programmer Il is requested
through June 30, 1978 to desxgn and test the EDP programs which will
cashier and fund tax receipts, record accounts receivable, and accumulate
quarterly harvest data. One full-time legal position is requested through
December 31, 1977, to assist in drafting regulations, notices, and informa-
tional packets for the timber tax program. A half-time position will be
established January 1, 1978, to meet the programs contmumg legal re-
quirements. :

ADMINISTRATION DIVISION

We recommend the 1976-77 internal audit study plan adopted by the
board be augmented to include a space utilization and unit organization
element.

In accordance with a 1976-77 budget recommendation the board has
adopted a plan which establishes a schedule for completing an internal
board assessment of the following programs.

1. Study present sales tax audit selection criteria and determine

- whether expanding these criteria to include additional taxpayer in-
formation will improve the productivity of the audit program.

2. Examine present methods of allocating public utility values between
counties to determine if there is a more economical method of estab-
lishing utility property locations and distributing values.

3. Determine the optimum location and number of business tax district
offices.

The board has proposed to study each element md1v1dually begmmng
in 1977 with a review of sales tax audit selection procedures. We recom-
mend that the overall study be expanded to 1mmediately include a space
utilization study. A significant improvement in facilities utilization could
be achieved if the following changes proved to be feasibie. o

‘a. Elimination of existing corridor walls and the adoption of an open
office plan. - Elimination of corridor walls and individual offices with
the resulting increase in area and flexibility of space in some areas of
the building could increase.usable space by as much as 30 percent.
Existing office layout is awkward with some of the original oversized
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offices divided into exceptionally small work areas. A sample of space
“utilization in the more congested parts of this building shows that
“closed offices range in size from 95 square feet to 450 square feet per
-person in professional offices and 65 square feet to 235 square feet in

- individual clerical offices. Rather than aggressively seek to optimize
= -use of headquarters space, the board has been responding to in-
creased congestion by moving individual umts to leased quarters

located elsewhere in Sacramento.

b. Conversion of existing sales tax document storage from closed four-

' 'drawer cabinets to open shelf files. The board presently allocates
9,100 square feet representing 7 percent of presently usable space to
central files. Considerable space savings could be achieved with open
shelf files because this system allows increased storage capacity per
square foot. The board has indicated that an open shelf filing system
will be implemented as soon as new file identification and file access
procedures are developed.

-¢. Microfiln inactive sales tax account files. The board is presently in
the process of moving inactive sales tax account files to leased space
outside of the headquarters building. This decision in the long run
could be more expensive than placing these records on microfilm
and retaining them at headquarters.

The board has implemented an open office plan at the request of the
employees in the business tax audit division. This open-space concept
utilizes the former corridor areas and oversized. offices so that the 75
employees assigned to this division have a more reasonable average space
allocation of 130 square feet per person.

Further application of the open office concept has not been considered
for a number of reasons including employee reluctance, continued board
pressure for a new headquarters building, alleged State Fire Marshal op-
position, etc. We believe that while this building is awkwardly designed
the board should take every opportunity to make it an efficient and desira-
ble working environment for its employees.

7 SECRETARY OF STATE
Items 52-55 from the General

Fund .. - . © Budget p: 97
Requested 1977-78 .............. SO N SO O SN $7,310,110
Estimated 1976-77............ ieuscioiseraseinistaaseiastasnssessisasertsietsesiasasrsnest 7,606,218
Actual 1975-76 ...l iisasenesienisestsiossiessions et ensisenres 4,747,511

Requested decrease $296,108 (3.9 percent) :
Total recommended reduction ........cccosuecvec. secberbernnaniassaressesionns $175,600
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1977-78 FUNDING BY ITEM AND SOURCE A )
Item - Description’ Lt Fund : ) . “Amount

52 Secretary of State Operations “General $5,537,460
33 Printing Ballot Measures General 1,742,200
34 Printing Ballot Measures o . General (54,552)*
35 Subvention to Local Government General _ . 30450
.$7,310,110

. Avmlable only for payment of obligations incurred in pnntmg ballot pamphlets in the 1975-76 fiscal year.

. ' . o Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Voter Registration Cards. Reduce ltem 52 by $65,000. Rec- 90

ommend amount for voter reglstratxon cards be reduced to

avoid excessive printing. ‘
2. Direct Mailings. Reduce Item 52 by $110,600. Recommend 90

amount budgeted for direct mailing of voter registration =

cards be deleted. Recommend also that Secretary of State

inform Legislature of rationale supporting such mailings. . =
3. Voter Registration Program. Recommend costs associated =~ 91

with new program be budgeted and accounted for separate-

ly and, together with program-related data, be prov1ded ,

annually to the Legislature.

GENERAL PROGRAM STATEMENT

- The Secretary of State is a constitutional officer. In addltlon to perform-
ing numerous duties prescribed in the Constitution, the office has statu-
tory responsibility with regard to the filing of spe01fied corporate-related
documents and financing statements, statewide elections, notarles pubhc
and the state archlval function.

CORPORATE FILINGS

Attorneys and document examiners on the staff of the Secretary of State
examine articles of incorporation and related documents which establish,
revise, or dissolve. corporate entities and attest to their compliance with
the appropriate statutes before accepting them for formal filing. Informa-
tion regarding corporate officers and corporate addresses is also.main-
tained as required by law.

ELECTlONS

Respon51b111t1es in the area of elections include the overseemg and coor-
dination of all statewide elections, the production of. various statistical
reports required by the Elections Code, the preparation of the state ballot
pamphlet, the compilation of a semiofficial and official canvass of election
results, and membership on the Commission on Voting Machines and Vote
Tabulating Devices. :
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UNIFORM COMMERCIAL CODE

Under the Uniform Commercial Code, Uniform Federal Tax Lien Reg-
istration Act and the Government Code, the Secretary of State is required
to accept for filing as a public record financing statements which assure
securlty interests in personal property.

NOTARY PUBLIC

The office has responsibility for the appomtment of notaries public,
including the issuance of original certificates and renewals. It also provides
verification of the authentlcrty of notary signatures upon request from the
publrc

ARCHIVES

The Chief of Archives and his staff collect, catalog, index and preserve
historic and otherwise valuable papers and artifacts. These documents are
by law received from both state and local government. Reference services
are provided for the public. Advice and direction is received from the
California Heritage Preservation Commission and the Secretary of State
. serves as its secretary

ANALYSIS AND RECOMMENDATIONS

The proposed budget of $7,310,110 represents a decrease of $296 108 or
3.9 percent from current year expenditure estimates. This decrease is a
result of Chapter 1075, Statutes of 1976, which requires that expenditures
in support of the Pohtlcal Reform Act of 1974 appear under a separate
item. Therefore, $402,570 which will be expended by the Secretary of State
is appropriated in Item 333. From the perspective of total program ex-
penditures, the Secretary of State’s proposed budget reflects an increase

- of 1.4 percent.

In addition to support for ongoing programs, the budget includes
$1,742,200 in Item 53 for printing the state voter pamphlet for the June,
1978, primary ‘election. This is the same amount that was budgeted for the
current year. The budget also includes $54,552 in Item 54 as a display of
funds to be used only to pay the unpaid balance due for the printing of
ballot pamphlets in the 1975-76 fiscal year. A minor item of expense
($30,450)- is included in Item 55 to reimburse local government for in-

creased costs due to candidates for public office submitting signatures in
lieu of a filing fee.

ELECTION ACTIVITIES

Chapter 704, Statutes of 1975, established a number of new require-
ments for the Secretary of State with regard to voter registration. In
summary, it requires a registration by mail process and made the Secre-
tary of State responsible for the design, printing and‘distribution: of voter
registration-related materials to the counties. Under the law, the Secretary
of State absorbs the cost of providing the required forms including post-
age. Chapter: 704 also requires the Secretary of State to adopt regulations
to be used by the counties in implementing programs to register qualified -
electors who. are not registered. These activities have been termed “out-
reach” programs.
 According to the Governor’s Budget, current year ‘expenditures for
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these new programs ‘(operational July 1; 1976) are estlmated at $1 331 585
and $1,362,821 is proposed for the budget year

Excesswe Number of Cards Prmted

We recommend a reduction of $65,000 (ltem 52) in the amount request-
ed to avoid excessive printing of voter registration cards.

Chapter 704 requires that the Secretary of State print and supply voter
registration cards to the counties * . in quantities and at times as
requested by the county clerk.” The law requires also that county clerks
provide these cards (1) for registration of voters in the clerk’s office, (2)
at locations throughout the county for the convenience of persons desiring
to register, and (3) to any citizen or organization wishing to distribute the
cards

* The proposed budget mcludes $224,680 to print 17 million voter reglstra-
* tion cards for use in the 1977-78 fiscal year. This compares to 15.5 million
cards to be printed in the current year and 12.8 million cards printed in
1975-76. The number of persons eligible to vote in California in 1977-78
is estimated at about 15.6 million. However, as of the November 1976
General Election, approximately 10 million persons were registered. This
number could decrease to about 8 million as a result of the postelection
purge of the rolls. Even allowing for normal new registrations and re-
registrations, a request to print 17 million cards is excessive. This view is
supported by the following: (1) cards printed but not used in the current
year can be used in the budget year, (2) the Secretary of State has request-
ed no increase in ithe amount budgeted for the state voter pamphlet
mailed to each registered voter, and (3) detailed budget support informa-
tion provided by the office indicates that the anticipated increase in regis-
trations during 1977-78 w1ll not justify the number of cards prov1ded for
in the budget.

- From a practical perspective, there should be a reasonable correlatlon
between the number of persons likely to be registered and the number
of cards printed to facilitate such registration, even allowing for wide
dispersion of the cards in accordance with the law. However, because the
effect of the law is open-ended with respect to the number of cards
printed, the only certain constraint is the amount of funds-available for
printing. If the printing budget is reduced $65,000 as we recommend there
will be sufficient funds to print at least 11 mllhon cards, an amount we
believe to be more than adequate

Direct Mailings

We recommend that $11 0 600 (Item 52) budgeted for direct maz]mg of
voter registration cards be deleted. We recommend further that during
the budget bearmgs the Secretary of State advise the Legislature of the
rationale used in selecting recipients of direct mailings and the number

_of new registrations which resulted.

As we have discussed above, the law requires that the Secretary of State
make voter registration cards available to the counties; and requires that
the counties in turn make them available to individuals:and to any citizen
or organization wishing to distribute them. In-addition to providing these
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cards to the counties as required, the Secretary of State’s Office has on its

own initiative performed a direct mailing of these cards to selected Cali-

fornians. According to the office, $72,800 was spent in the current year to

mail 952,000 cards to 18-year olds and persons whose names and addresses

were on mailing labels provided by the AFL-CIO and the Committee on

Political Education. Budget support information provided by the office"
indicates that $110,600 will be expended in 1977-78 to perform another

direct mailing of 1.2 million cards.

Although the law establishing voter registration by mail does not spemﬁ-
cally authorize the Secretary of State to make direct mailings of voter
registration cards, a January 11, 1977, letter from the Attorney General’s
Office tends to support this one mailing only, due to special circumstances
which are discussed in the opinion. The letter does not appear to support
further direct mailings by the Secretary of State. Therefore, we recom-
mend deletion: of the $110,600 budgeted for such mailings. However, if
~ continued funding is approved, we recommend that the Secretary of State
inform the Legislature of the method which will be used to select recipi-
ents of the mailings and, based on the last direct mailing, how many new
registrations can be anticipated. : :

Accounting for New Voter Registration Program

- We recommend that the Secretary of State budget and account sepa-
rately for costs associated with the implementation of Chapter 704, Stat-
utes of 1975, and report this information together with data which will
permit an evaluation of the effectiveness of the new voter registration
program to the joint Legislative Budget Committee and the fiscal commit-
tees by December 15 of each year. _

The new voter:registration law has resulted in a substantial increase in
the Secretary of State’s operating budget. In order to evaluate the effec-
tiveness of the expenditure of these new funds, we believe that costs
attributable to the program, including any amounts budgeted for reim-
bursement of local costs, should be budgeted and accounted for separate-
ly. This fiscal information should be accompanied with data displaying the
results of expenditures by appropriate expense category. As an example,
data should be readily available which shows how many voter registration
cards are printed, how they are distributed, their ultimate disposition and
the number of new registrations obtained, together with all assoc1ated
costs.

In determining whlch data should be reported and how to display it, the
Secretary of State should confer with appropriate entities such as the
counties, staff of the Assembly and Senate Committees on Elections and
Reapportionment, and the Department of Finance.

ﬁéimbursement of Local Costs

Chapter 704 states that it is the Legislature’s intent that local govern-
ments be reimbursed for any net costs associated with the implementation
of the new voter registration law. Funds for such reimbursements have
not been provided in either the current or proposed budget. Because the
law has resulted in both costs and savings, the problem has been one of
determining -the amount of reimbursement necessary. Information ob-
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tained by the Secretary of State from the counties indicates there w1ll be
a net cost in both the current and budget years.
. One potential major added cost in the budget year will be the cost to
‘counties to implement programs desxgned to identify and register persons
eligible to vote. These “outreach” programs have been developed by the
counties in response to regulations issued by the Secretary of State as
required by law. Because each county is developing its own “outreach”
program based on guidelines which permit substantial flexibility in defin-
ing a program, they vary in cost from minimal to relatively expensive.
We have discussed the question of net cost reimbursement with the
Secretary of State’s staff and understand that the office is attempting to
develop reimbursement amounts for both the current arid budget years.
We anticipate that documentation disclosing the method used to arrive at
final net cost figures will be provided with any request for added funds

ARCHIVES

In our Analy31s last year we noted the increasing backlog of documents
requiring screening by archivists, and suggested that, as an alternative to
acquiring its own staff, the Secretary of State explore the feasibility of a
joint program with a university or historical society. This suggestion was
incorporated in the supplemental language report. The office discussed
the possibility of a combined effort with the University of Cahforma and v
determined that a joint program is not feasxble

Publuc Works Employment Act of 1976 (PWEA)

The Governor’s Budget provides $155,000 available through Tltle II of
the federal Public Works Employment Act of 1976 to reduce the archives
backlog. This amount will fund four limited-term positions in the current
year at $62,000 and six such positions in the budget year at $93,000. (See
Item 257, Employment Development Department, for a full discussion of
PWEA.)

The archives program has been underfunded for a number of years and
the application of these resources should eliminate ‘much of the backlog,
thereby making more state documents available to researchers and the
general public. Because other programs in the Secretary of State’s Office
which could be candidates for Title II funds are funded adequately, we
'support the allocation of the $155,000 proposed for the archives program
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COMMISSION ON VOTING MACHINES
AND VOTE TABULATlNG DEVICES

Item 56 from the General Fund R - - Budget p. 105
Requested 1977=T8 .......ccoomwivmcrrerieneeeeecrsssmsissmasemsisessesessssisssansnsin $43,337
Estimated 1976-TT.......ccccourivereirirrereeesesesnesesssesivnssssseessssessissens -
Total recommended reduction ....................... reveererretsrensiernivanens $12,500
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS - page

1. Executive Secretary Position.. Reduce $12,500. Recom- 93
mend deletion of new position and contracting for re-
_ quired staff support.

GENERAL PROGRAM STATEMENT.

The Commision on Voting Machines and Vote Tabulating Devices con-
sists of the Governor, Secretary of State and Attorney General. The Gover-
nor is its chairrnan and the Secrétary of State acts as its secretary. The law
authorizes commissioners to appomt alternates.

Under the law, the commission is responsible for approving or denying
the use of new machines or devices, and is empowered to employ expert
electronic technicians to assist it in these determinations. In addition,
Chapter 246, Statutes of 1976, requires the commission to adopt regula-
tions governing the use of voting machines, votmg devices and vote tabu-
lating devices. :

ANALYSIS AND RECOMMENDATIONS

We recommend that the proposed position of executive secretary be

deleted and that necessary staff support be provided through contractual
arrangement with another state agency.
* In the past, support for the commission has been provided in the Secre-
tary of State’s budget. Although this arrangement was apparently satisfac-
tory for a number of years, the Governor’s Budget proposes to establish
the commission as a separate budget item, partly in response to- commis-
sion concern that it has not been rece1v1ng adequate personnel resources
from the Secretary of State.

..The $43,337 proposed in the Governor’s Budget provides for an execu-
tlve secretary at an annual salary of $20,928 and a part-time stenographer
($4,422). Of $12,444 budgeted for operating expenses, the largest single
item, $7,100, is to cover the cost of public hearings. The commission will
incur no cost regarding the use of expert electronic technicians to inspect
machines and devices because the law requires those submlttmg the ma-
chines or devices to pay the inspection costs.

In assessing the need for the full-time executive secretary position we
have reviewed the duty statement for the new position-and discussed with
the Secretary of State’s Office the level of present commission support.
Based on our review and discussion we have determined that (1) there
is no detail available on total resources expended by the Secretary of State
in recent years to support commission activities, and (2) the need for a
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full-time position has not been demonstrated. Therefore, we recommend
that funds budgeted in support of the executive secretary position (ap-
proximately $25,000 total) be reduced by one-half and that the remaining
funds be used to contract with another state agency for necessary staff
support.

STATE TREASURER

Item 57 from the General Fund : _ .Budget p- 106
Requested 1977—T8 .....c.ccmuevemmressssessrassssssssessssssssssnnss S  $1,856,396
Estimated 1976-TT..........ccceeeivreneneenesrnensssnssesssssesssssssseses eveenen 1,778,147
ACHUAL 197576 .......ooccooreresresreressersssssserssiversssesssessssssivnsne 1,457,059
Requested increase $78,249 (4.4 percent) '
Total recommended increase ...........ccireevmiininirissininnes $60,000
) Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Evaluation of Bond Bids. Recommend the Treasurer ex- 95
-amine feasibility of using the true interest cost method to
evaluate bond bids. :

2. Warrant Processing. Augment by $60,000. Recommend 98

- purchase of small computer. .

GENERAL PROGRAM STATEMENT

The State Treasurer has the following responsibilities:
" 1. Provide custody of all money and securities belonging to or held in

trust by the state; :

Invest temporarily idle state and other designated funds;
Pay warrants and checks drawn by the State Controller;
. Prepare, sell and redeem bonds issued by the state;
Prevent the issuance-of unsound securities by 1rr1gatlon water stor-
age and certain othet districts.
These responsibilities are met through the six program elements shown
in Table 1. :

ANALYSIS AND RECOMMENDATIONS

- The Treasurer’s office is requesting two new posmons, and is changing
six positions from the temporary help category to limited term and perma-
nent status. The specific elements of the Treasurer’s program. are re-
viewed below. - <. ..

G 6o 1o

BOND SALES AND SEHVlCES

"This program element is. responsible for preparing, selling, issuing, ser-
vicing and redeeming all general obligation and revenue bonds, and bond
anticipation potes. Reimbursements of approximately $105,000 will be re-
ceived from’ ;a]es of special fund bonds. The remaining $247,000, 70 per-
' cent of the progrgm element costs, are supported by the General Fund.
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Table 1
Budget Summary
.‘ . . Personnel-Ye f"”'s . Ewenditures
.. Program - Aetual 4uthonzedProposed Actual - Authorized - Proposed
Elements - .~ 1974.75  1975-76 - 1976-77 - - 1975-76 =  1976-77. 1977-78 -
Bond sales and services 12 13.1 131 $285,012 $333,089:  $352,357
Investment services ......- 58 71 71 225,071 286205 - 299,904
Paying and receiving .... 264 - 324 329 761,987 902,136 . - 925,647
Trust services ......... i 157 - 16.2 163 | 425076 487,562 509,667
~ District Securities Divi-’ ' : . ; : .
SION ovviiins . 71 79 8.1 - 216,826 249,013 258821
6. Administration, (dis- R . c o
tributed to other ele- . )
D (172 11 1) [ O 16.1 19.1 193 (429,952) "(491,064) *(488,701)
TOLALS voooureersinreenseoniirasseecmnssensinn 83.1 95.8 968 $1913972  $2,258,005 - -$2,346,396

. —  —456913 . —479858  —490,000 .
- — = ST SLTIBI4T  $1896396 -

The bond marketing activities are, summarlzed in: Table 2. California’s -
general obligation bond mdebtedness is reviewed in the Expendrture ‘
Summary Section of the Analysns (the A pages). : LT

- Table 2
Treasurers Bond and Note’ Sales _ .
Actual Estimated * Projected
LA 19776 197677 A9T1-T8
General Obhgahon Bonds S R L
Number of issues..... . . Crcenne 6. "1 10

Amount (millions) - ' Lo .§295 C T U e55 L $515°
Average interest rate - 5.60 : 5.15 550 :
Réveriue; Bonds: Ll ST e ]
Number of issues . s v - 18 18 o 24:; N
Amount (millions) ... s o $119 $225 . . 8§20 .
AVerage interest rate ...... s e '7.60 . 725 C180

Statutory quulrement May Cause nghsr Borrowing Costs

We recommend that the Treasurer’s office (1) review ‘the feasrbr]rty and
benefits of evaluating bond bids by the “true interest cost” method and
report to the Joint Legrs]ahve Budget Committee by-October 1, 1977; (2) .
If the Treasurer determines that use of this method is feasible:we recom-
mend he seek legislation making the true mterest cost metbod tbe baszs .
of eévaluating bond bids.

Under current law, the Treasurer is requlred to use net mterest cost™
as the basis for choosing the lowest bid in the sale of the 'state’s bonds.
Financial éxperts generally agree that the net interest cost method is not-
the correct basis for awarding bonds under bidding.* The preferred proce-
dure is-the “true:interest cost method” which is.also known as the “bond
book,” “Canadian,™ or “present value”” method: Based on:extensive aca-
demic studies of the use of the two systems, we believe there is a high
probability that use of the net interest cost method by the Treasurer is.
resulting in hlgher borrowing costs than would be mcurred usmg the true '

interest cost” method.
“See, for example, Rabinowitz, Alan; “Municipal Bond Finance and Administration™ (‘\ew York: Wlley
Interscrence, 1969) p. 54. . .

875178
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Defic iciency of Net Interest Cost Metbod A bond issue will typlcally
have several different “coupon” or interest rates apphcable to bonds
maturing on different dates. The net interest cost is simply the total

“amount of interest payments over the life of the bond issue. This method
of evaluating a bid is defective because it does not recognize the timing
of the interest payments that are made at different coupon rates. Under-
the net interest cost method, a dollar of interest in the first year is given
the same value as a dollar of interest in the 30th year. This is incorrect
because a dollar expended in the first year could have been invested for
29 more years. If invested at 6 percent for 29 years, it would accumulate
to $5.42. In contrast, the true interest cost method incorporates the time

" value of the interest payments. Using the true interest cost, the state
would be assured of making the correct economic choice. »

A second problem with net interest cost is that it encourages mefﬁment
coupons” to be used by bidders at the time the bonds are sold by the state.
A coupon is efficient if the nominal rate of interest (coupon rate) allows
the bond to be sold at close to its face value (par value), e.g., at $100. An
inefficient coupon is one that requires a bond to be sold at a price signifi-
cantly higher or lower than its face value, e.g., $105 or $98 for a bond with
face value of $100. These inefficient coupons are costly to the state because
the sophisticated investor requires a higher yield for bonds with these
prices. In the case of the $98 bond, the costs result from the.fact that many
investors will be subject to capital gains tax when at maturity, they receive
the full face value of $100. In the case of the $105 bond, the costs result
from the fact that a sophisticated investor faces higher risks in reinvest-
ment and marketing, and higher reinvestment costs on earnings. Using
the true interest cost method, the state would eliminate most of these costs
because bond underwriters would have no incentive to create inefficient
coupons.

Why Most Governments Use the Net Interest Cost Metbod Whnle
most economists and financial experts acknowledge that the net interest

* cost method is incorrect, most state and local governments continue to.use
it. One reason is that it is easy to explain and easy to use. The true interest
cost method takes effort to understand and, without a computer, is labori-
ous to calculate. Today, with computers, it takes little effort to. calculate
the true interest cost. Our office has obtained and tested a computer

program to- calculate true interest cost. ThlS program is avallable to the
Treasurer. ,

A second reason for the continued use of net interest cost by most
governmental agencies would seem to be inertia and opposition to
change. New procedures require new effort. For many years, the Los
Angeles Department of Water and Power and Department of Airports
were the only governmental agencies to use the true interest cost method
in California. In recent years, however, the potential savings have en-
couraged some governments to change. Among the agencies reported to
be usmg the true interest cost method are City of Rwersxde Washmg n'
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State Public Power Supply, City of Philadelphia, the Port of Seattle and
the MlSSOUI‘l Environmental Improvement Agency

Treasurer Tries to Limit Costs. The Treasurer has established certain
constraints on bidding in an effort to make the net interest cost method
more closely approximate the results of the true interest cost method. In
particular, the Treasurer requires that bond coupons be in ascending
order with respect to maturity dates. Under most bond market conditions,
this will result in -eliminating most of the costs' of the net interest cost
method. However, under certain conditions this constraint is inappropri-
ate; in particular, it is inappropriate when yields in the bond market are
flat or descending over time. In any case because we believe that the
undesirable incentives to “front load” the coupons remain as long as net
interest cost is used, the net interest cost method is basically incorrect and.
the costs of change are minimal, we are recommending that the Treasurer
study the feasibility and benefits of the system and report to the Joint
" Legislative Budget Committee.

- INVESTMENT SERVICES

This program element has responsibility for investing the temporary
surplus cash of the General Fund and other state funds. It seeks to maxi-
mize earnings with these funds within the statutory limitations and the
policy decisions of the Pooled Money Investment Board.

“Earnings from the Pooled Money Account are distributed to the Gen-
eral Fund, or to the approximately 180 other special funds to which inter- -
est may accrue. Earnings are apportioned to the special funds on the basis
of the amount of money and length of time their funds were in the Pooled
Money Account.

Table 3 shows the results of the investment program for the last several
years. As expected, the program’s earnings durmg 1975-76 were less than
the record amounts earned during the previous years when short-term
interest rates reached extraordinarily high levels. While interest rates
continue to drop, the amount available for investment continues to grow.
Thus, the earnings during the current year are expected to increase to
approxlmately $220 million. The budget year forecast, necessarily more
uncertain, is for earnings slightly more than the current year. During the
budget year, interest rates are expected to increase, and the amount
available for investment is expected to increase slightly. The amount avail-
able for investment assumes expenditure of approximately $720 million of
the - $906 million of General Fund reserves provided by the budget

Table 3

Investment Results
Pooled Money Account

Average Daily . ) :
Investments Earnings . Percent
- ‘ (millions) (millions) Yield
1972-73,_ , . $2,239.1 81243 551%
1973974 ... . 2,587.2 231.2 . 897
1974-75 . ‘ -, 27400 236.3 8.62

1975-76............ : 3.209.1 204.3 6.37
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Investment Informatnon System Being Readled

The Treasurer’s office reports that the new Investment Informatlon
System should be available by March 1, 1977. The deficiencies in the
current investment reporting system have been noted by the Auditor
General in his September 1974 report, and in our Analysis of the last two
years. The new investment information system should allow for better
internal management of the investment program and for more effective
monitoring and evaluation. It will be capable of reporting daily on the
status of all investments and summarizing investments by earnings yield,
type, time held, and other relevant characteristics.

PAYING AND RECEIVING

‘The State Treasurer provides for banking services for state agencies.
Such services include depositing state moneys and redeeming warrants
issued by the Controller and state agencies. In addition;, this element
provides information to the investment division on the state’s daily cash
position. Table 4 summarizes the activities of this element. .

Last year, the State Treasurer began processing vouchers for the De-
partment of Health Supplemental Food program. The Treasurer’s costs
are fully reimbursed by the Department of Health. Reimbursements from
all sources will amount to approximately $112,000 in the budget year.
Because of uncertainties over workload, last year the Treasurer used tem-
porary help classifications. For the budget year, three temporary help
positions are being changed to limited term positions. The limited term
clasmflcatxon is appropriate because there is some uncertainty as to how
long the Treasurer will continue this function.

- Table 4
Paying and Receiving Program
Adtual Estimated " Projected
: S . 1975-76 - 1976-77 ©1977-78
Dollars deposited (billions) : $69.0 Lo 8N L8180
Number of warrants paid (mllllons) SRR 19.6 a4 5
Personnel-years........ : 264 324 S 329

Total program expendltures : $761,987 $902,136 . $995647.

Problems wtth Teale Processmg

In the summer of 1973, the Treasurer’s warrant processmg operatxon
began using the Teale Data Center (TDC) for computer services. In prior
years, the Treasurer’s office was using a Department of General Services.
computer located immediately adjacent to the Treasurer’s warrant proc-
essing operation in the State Office Building No. 1. When the Department
of General Services computer was moved to the printing plant, the Treas-

“urer made arrangements to use the TDC. The results have been both
costly and unsatisfactory. It was necessary to lease equipment for transmit-
ting and receiving information to TDC. This data transmission system

_costs approximately $36,000 annually Overall, it is costing the Treasurer
'$105,000 annually for TDC services in 1976-77 for the warrant processmg
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operation. Significant increases are expected in future years. One factor.
contributing to the relatively high cost is that the Treasurer’s needs do not

_require the sophistication of the TDC, and thus the Treasurer pays for
‘certam unutilized potential capabilities.

" The results of using TDC have not met the Treasurer’s performance
,requlrements The essential performance goal is that the Treasurer com-
' plete the warrant processing operation by 4:30 p.m. Currently, the Treas-
"urer does not meet this deadline 35 percent of the time. The delays in
‘'warrant processing have several consequences. First, the warrant process-
1ing operation experiences certain lost time because of the delays and the
‘uncertainties of Teale’s response. Secondly, the warrant processing opera-
“tion is not completed during normal business hours. This prevents the

- Treasurer from reconciling discrepancies with the banks in the same day,

.and affects the operations of other state entities. Legally, the Treasurer has
24 hours to report erroneous warrant. charges to the banks. After 24 hours,
the banks may refuse the “charge back”, and the state must absorb the

..loss Fmally, the investments division requires the results of the warrant
processing operation in order to know how much is available for invest-
ments. Because of the uncertainties surrounding the warrant processing

_results, the investment program must miaintain more money in short-term
securities which bear lower interest rates than longer term securities. The
Treasurer estimates this loss at $200,000 annually. Delays from the warrant
processmg operation also affect the Controller’s operation. The Controller

_requires that certain information be available to it on a daily basis, and

.additional information on the last day of the month by 7:00 p.m.

“‘Treasurer Should Acquire Small Computer

- We recommend that the Treasurer’s budget be augmented by $60, 000
.ito allow purchase of a computer.
. The Treasurer’s office has analyzed the costs and capabxhtles of a small
computer to handle its warrant processing workload. We have reviewed
both: the cost estimates and the capabilities of the proposed system. The
proposed system will result in lower costs to the Treasurer, and better
performance than provided by TDC. In the first year of operation (which
will overlap portions of two fiscal years), the proposed system will result
in:a-slight savings to the Treasurer. The augmentation will cover approxi-
‘mately 40 percent of the cost of the new computer, with the remaining
costs to be funded out of the savings which will be realized during the
. 1977-78 budget year. In the second full year of ongoing operations; it will
-~result in: savings of over $100,000 per year. Such savings will continue to
- be-realized in future years.
-+~ The. system is justified on a cost basis alone. The p0551ble increased
- efficiency of personnel, and hlgher investment earnings result in further
: (beneflts to the state. :

TRUST SERVICES

Thev trust services program is responsible for the safekeeping of securi-
wned by or pledged to the state. Such securities are held in the
> urer’s vault or in approved depositories. As.of Junie 1976, the Treas-

urer’s vault contamed over $14 bllhon Serv1cmg these trust securities
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required 16,800 transactions involving 568 000- secuntles and the chpprng '
and processing of 1.86 million coupons.

Much of the trust services are provided to other state agencies such as
PERS, STRS, and the Insurance Commissioner. The Treasurer is reim-
bursed for trust services provided other agencies. Such reimbursements
will amount to $273,000 in 1977-78, or 53 percent of the cost of the trust
services program.

In-the budget year, one temporary help posrtlon is bemg changed to
permanent status: . '

DISTRICT SECUMTIES DIVISION

The primary function of this division is the technical and fiscal evalua-
tion of construction projects proposed by water,; irrigation and certain
other districts. By promoting sound financial programs for these districts,
the division seeks to protect the public from unsound securities, and :to
protect the credit standing of the state and its local Jurrsdlctlons

The division is budgeted from the General Fund but is expected to
recover an equal amount through fees charged for its services. In recent
years, the division has successfully met this requirement. ‘ )

As the result of recent legislation, the District Securities Division claims
that an additional 351 districts will be subject to its jurisdiction. These are
districts in which voters are required to be property owners. These dis-
tricts tend to be reclamation districts, resource conservation districts,
levee districts and drainage districts. While there may be 350 of these
* districts, accordlng to the Controller’s “Report of Financial Transactions
of Special Districts,” only 12 of these special districts issued long term debt
in the 1974-75 fiscal year.

Of these 12 long term debt transactions, two were loans from the federal
government, and seven were time warrants having an average principal
of $35,000. One “loan” was in the amount of $2,000. One “loan” was a
general obligation bond of the New Jerusalem Drainage District and one
was a bond anticipation note amounting to $1.2 million.

We would encourage the division to consider the proposed source of
financing in allocating its existing resources to achieve the purposes of the
act. The federal government and large commercial banks do not need the
same protection as-a less sophisticated investor might require. The Treas-
urer’s role in these cases should be minimal. Therefore, we suggest that
the District Securities Division be selective in using its resources' which
should be directed toward review of those proposed debt issues which
appear to be risky to naive investors. If the Treasurer feels that such a
procedure would require statutory changes, we suggest that he seek such
" legislation. :

ADMINISTRATION

The administrative element is comprised of the executive officers and
the general services section including the budgeting, personnel and ‘ac-
counting functions. The executive officers consist of the State Treasurer,

the assistant treasurer the: chref deputy treasurer and the assrstant deputyv‘
. treasurer - .




