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general improvement of physical facilities. 
Individual projects have been assigned to categories based on the intent 

and scope of each project. These ass~gnments do not reflect the priority 
that individual projects should be given by the Legislature. 

The two minor projects at the Veterans Home ($163,000) fall under 
category seven. 

Business, Transportation and Housing Agency 

SOLAR CAL OFFICE 

Item 2060 from the General 
Fund Budget p. BTH 1 

Requested 1983-84 ...................................................................•..... ; 
Estimated 1982-83 ........................................................................ ~ .. . 
Actual 1981-82 a ................................................................. , ••••••••••••••• 

Requested decrease (excludin.g amount for salary 
increases) $132,000 ("-52.8 percent) 

Total recommended reduction ................................................... . 

• Reflected in budget for the Secretary for Business, Transportation and Housing. 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Earlier Termination of Office. Reduce Item 2060-001-465 by 

$l1~OOO. Recommend no funding for office in budget year 
. because there is no justification to keep office operating for 
six months. 

GENERAL PROGRAM STATEMENT 

$118,000 
250,000 
88,000 

$118,000 

. .. Analysis 
page 
276 . 

····The SollirCal Office serves as staff to two entities created by executive 
~m. ... 

The SolarCal Council was established in May 1978 by executive order. 
The order directs the council to (1) advise the Governor on means for 
achieving rapid development of solar energy in the state, (2) develop 
administration policies concerning cOmniercialization of solar energy, (3) 
make information on solar energy available to the public, and (4) promote 
cooperation with the federal government and public andppvate interests 
regarding solar energy. Members of the council represent various seg
ments of the solar energy industry. 

The Local Government Commission on Renewable Resources and Con
servation, whkh is composed of local offictals appointed by the Governor, 
assists local government officials in adopting ordinances to enhance solar 
energy development and promote cooperation in renewable resource 
development and conservation between state and local governments. 

The budget erroneously indicates that the office has 8.5 authorized 
positions in the current year, rather than the 7.5 positions approved in the 
1982 Budget Act. 
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SOLARCAL OFFICE-Continued 

ANALYSIS AND RECOMMENDATIONS 

Item 2060 

The budget proposes an . appropriation of $118,000 from the Energy 
Resources Programs Account in the General Fund to the Secretary for 
Business, Transportation and Housing to support the SolarCal Office 
through December 1983. The proposed appropriation is $132,000, or 53 
I>ercent less than the amount appropriated for 1982-83, reflecting the fact 
that only six-months' funding is requested for the budget year. The office's 
expenditures will increase by the amount of any salary or staff benefit 
increase approved for the budget year. 

Sunset for SolarCal 
. We recommend that funding for the SolarCal Office be terminated on 

July 1,1983, for a savings of$ll8,(J()(), and that Item 2060-001-465 be deleted 
from the Budget Bill 

The budget proposes to terminate the" office duriI!g the first half of 
19~. It provides onl}' six months funding for the office, and adds lan
guage to the Budget Bill prohibiting the office from obligating the state 
in any manner beyond December 31, 1983. ." 

Our analysis indicates that the type of staff services provided by the 
office to the council and the commission could be performed without an 
appropriation of state funds to a special state entity. The majority of the 
SolarCal Council membership represents private corporations and trade 
groups which benefit directly from the promotion of solar energy. Accord
ingly, it would be appropriate for these groups to pay for the council's 
expenses. 

It also appears that the Local Government Commission could continue 
its work without direct state support. Organizations representing Califor
nia cities and the counties already exist. These organizations could pro
mote the solar energy interests of local governments in the absence of a 
state-supported. office and commission, and local resources could be used 
to finance the incremental costs of those services if they represent a high 
enough priority to local government. 

Co~sequentl>:" we recommend appr~val of the Governor's l?rop~sal to 
termmate funding for the SolarCal Office. To the extent continuation of 
state funding for the office is not justified, as the administration has con
cluded, we see no programmatic reason to fund the office for an additional 
six months beyond June 30, 1983. Consequently, we recommend that no 
funds be appropriated for office activities in 19~, and that Item 2060-
001-465 be deleted, for a savings of $118,000. 
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Business, Transportation and Housing Agency 

DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL 

Item 2100 from the. General 
Fund Budget p. BTH 2 

Requested 1983-84 .................................... ; .................................... . 
Estimated 1982-83 .......................................................................... .. 
Actual 1981-82 ................................................................................ .. 

$13,946,000 
13,444,000 
13,768,000 

Requested increase (excluding amount for salary 
increases) $5Q2,000 (+3.7 percent) 

Total recommended reduction .... , .................................. : .......... .. 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Hearing Costs. Recommend enactment of legislation to 

assess litigants at department hearings for the costs of these 
hearings. (Potential General Fund savings: $420,000 annual-
ly.) 

. 2. Fees and Penalties. Recommend enactment of legislation 
to increase certain department fees and penalties to reflect 
the effect of inflation. (Potential General Fund revenue 
gain: approximately $1.6 million annually.) 

GENERAL PROGRAM STATEMENT 

None 

Analysis 
page 
279 

280 

The Department of Alcoholic Beverage Control (ABC), a constitutional 
agency established in 1954, q.as the exclusive power, in accordance with 
laws enacted by the Legislature, to license the manufacture, importation, 
and sale of alcoholic beverages in California, and to collect license fees. 
The department is given discretionary power to deny, suspend, or revoke 
licenses for good cause. 

The department maintains 23 district and branch offices throughout the 
state, as well as a headquarters in Sacramento. The department is author
ized 360.6 positions in the current year. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes an appropriation of $13,946,000 from the Gelleral 

Fund for support of the Department· of Alcoholic Beverage Control in 
1983-84. This is $502,000, or 3.7 percent, above estimated current-year 
expenditures. The increase is due to merit salary and price adjustments, 
which are offset, in part, by a reduction of $222;000 and 4.5 legal and 
support positions. The budgeted amountwillincre~e by the amount of 
any salary or staff benefit increases approved for.the budget year. 

The expenditure of anticipated reimbursements totalirig $310,000 re
sults in a total expenditure program of $14,256;000 in the budget year. 
Table 1 shows expenditures and personnel-years for the department's 
t4ree program elements. 

Departmental Funding 
The Department of· Alcoholic Beverage Control is supported by the 

General Fund and produces revenue for the General. Fund. It collects 
license fees and various other fees and charges according to schedules 
established by statute. All money collected by the depattmentis deposited 
in or transferred to the General Fund. . . 
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DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL-Continued 
Table 1. 

Department of Alcoholic Beverage Control 
Budget Summary 

(dollars in thousands) 

Actual 
1981-82 

Estimated 
1982-83 

$8,947 
4,777 

(1,774) 

Proposed 
Change from 

1982-83 
Expenditures 
Licensing ................................................... . 
Compliance ............................................... . 
Administration ......................................... . 

Subtotals ................................................ .. 
Less reimbursements ......................... . 

Totals ....................................................... . 

Personnel-years 
Licensing ....................................... : ........... . 
Compliance .................. , ............................ . 
Administration ......................................... . 

Totals ................................................... . 

$9,144 
4,882 

(1,774) 

$14,026 
258 

$13,768 

220.5 
1f!T.7 
45.6 

373.8 

$13,744 
280 

$13,444 

212.7 
103.9 
44 

36Q.6 

Table 2 

1983-84 
$9,424 
4,832 

(1,836) 

$14,256 
310 

$13,946 

212.7 
99.4 
44 

356.1 

Department of Alcoholic Beverage Control 
License Fees and Miscellaneous Revenue 

General Fund 
(dollars in thousands) 

Amount 
$477 

55 
(92) 

$532 
30 

$502 

-4.5 

-4.5 

Actual 
1981-82 

Estimated 
1982-83 

Out-of-state beer certification ..................................................... . 
Original license fees ........................................................................ . 
Transfer fees ................................................................................... . 
Special fees ...................................................................................... .. 
Service charges ............................................................................... . 
Penalties .......................................................................................... .. 
Annual fees and offers in compromise .................................... .. 
Surcharge on annual fees ........................................................... ... 
Caterer's authorization, permits, and mgrs. cert .................... . 
Miscellaneous income ...... ; ........................................................... .. 

$9 
3,335 
3,743 

319 
266 
315 

17,f!T5 
1,615 

481 
11 

Totals .......................................................................................... $27,169 

Department Revenue Underestimated. 

$3,200 
3,800 

320 
260 
300 

16,131 
1,529 

460 

$26,000 

Percent 
5.3% 
1.2 

(5.3) 

3.9% 
10.7 

3.7% 

-4.3 

-1.2% 

Projected 
1983-84 

$3,200 
4,000 

320 
250 
300 

16,131 
1,529 

460 

$26,190 

As shown in Table 2, the department estimates that revenue to the 
General Fund from fees and charges will amount to $26,190,000 in 1983-84. 
This is $190,000, or 0.7 percent, above estimated receipts in the current 
year. Our analysis indicates, however, that estimates for both the current 
and budget years are understated. .. 

The budget indicates that $16,131,000 will be collected in 1982-83 and 
1983-84 from annual fees and offers in compromise, a decrease of $944,000 
or 5.5 percent, from the amount collected in 1981-82. According to the 
department, this decrease assumes an 85 percent decline in offers in com-
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promise. The department now indicates, however, that the amount of 
offers in comfrOmise will show only about a 17 percent reduction from the 
1981--82 leve . This would result in a revenue decrease of only $149,000. 
Thus, the level of General Fund revenues shown in the budget is under
stated by $611,000 in both the current and budget Years. 

The department also estimates a decline of $183,OOO.in annual fees 
collected .. At the same time, it projects a 2.2 percent increase in the 
number of licensees. This growth rate is less than the average r~te of 
increase--3.3 percent-experienced over the last five years. If the histori
cal rate of increase continues, annual fee collections may be $534,000 more 
than estimated in 1982--83, and $1,086,000 more than budgeted in 1983--84. 

In sum, our analysis indicates that the department's revenue estimate 
is understated by about $1,145,000 in 1982--83 and $1,697,000 in 1983--84. 

Litigants Should Bear Hearing Costs 
We recommend that legislati~n be enacted to assess unsuccessful liti

gants for the cost of hearings held by the Office of Administrative Hear
ings~ for a potential General Fund savings of up to $42O,()()(} annually, 

Under the Administrative Procedures Act, the Office of Administrative 
Hearings (OAH) in the Department of General Services conducts hear
ings for the department (as well as for numerous other state agencies) 
when requested to do so. These hearings are held whenever the depart
ment (1) refuses to issue a license, and the potential licensee petitions the 
department for a hearing, (2) approves a license which is objected to by 
another party, or (3) decides to take action against a licensee for violations 
of the Alcoholic Beverage Control Act or departmental regulations. Such 
hearings are conducted by an OAH hearing officer in the count)' seat of 
the county where the license is held or proposed to be held. The hearing 
is recorded by a certified court reporter. 

Under existing law, the full cost of the hearings is paid by the depart
ment. The only portion of this cost which may be recovered is a portion 
of the transcript preparation expense, which may be passed through to 
parties who request transcripts. 

In superior and municipal courts, civil litigants are required to pay a fee 
when they file an action. In most counties, a portion of that fee is specifi
cally designated to offset partially the costs of providing court reporters. 
In addition, various courts charge for the actual costs of reporters, juries, 
transcripts, and other expenses. Similar charges could be imposed by the 
department on those requesting a hearing. However, in order to avoid 
penalizing persons for challenging erroneous decisions, and thereby dis
couraging them from doing so, assessments should only be levie(i in cases 
where the department's decision is upheld (about 80 percent ofthe time). 
Additionally, the department should be authorized to waive all or a por
tion of the fees if the litigant can demonstrate a financial hardship. 

Our analysis indicates that imposition of such fees would result in the 
cost of a hearing being borne by the party which imposes these costs on 
the state. Additionally, by charging litigants for the costs of their hearings, 
frivolous appeals might be discouraged. 

In 1982--83, hearing costs average about $725 per case, and the OAH 
estimated it will handle 620 cases during the year. If the department 
charged litigants for hearing costs in 80 percent of these cases, it would 
collect approximately $417,000 during the current year. 

Based on this analysis, we recommend the enactment of legislation 
requiring unsuccessful litigants to be assessed the actual costs of the ad-

10-76610 
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DEPARTMENT 9F ALCOHOLIC 8EVE~AGE CONTROL-Continued 

ministrative hearings they request, for a potential General Fund savings 
of tip to $420,000 annually. 

Departme",t Charges Need Updating 
We rec()H?mend th(!! enactment of legislation increasing certain depart~ 

ment fees and pe~alties to reflect the effect of inflation~ for a potential 
General Fuh(l revenue gain of approximately $l~(lOO,OOO annually. 

While the department colleCts a large number of statutorily or adminis
tratively established fees and fines, particular fines and license fees no 
longer reflect the size of the original penalty or the current cost of issuing 
a license, because inflation has reduced their value in "real dollars." We 
have identified three department charges that we believe need to be 
adjusted to reflect the effect of inflation since they were either established 
or last adju,~ted. . 

1. Offers in Compromise. When the department determines that a 
license suspension of 30 days or less is warranted due to a violation of the 
Alcoholic Beverage Control Act, the licensee may pay an "offer in com
promise" (or fine) as an alternative to having his or her license suspended. 
In 1957, these fines were set at 20 percent of the licensee's daily gross sales, 
but were limited to between $250 and $2,000. In 1967, the fine limits were 
modified to $100 to. $500 for t~ose lice.nsees that haye not been the targ~t 
of any departmental accusation durmg the preVlOUS three years. Thls 
change effectivelyreduced the fine for m~y violators. Except for the 1967 
change, the fines have not been adjusted since they were established in 
1957. Between 1957 and 1982, however, the cost of consumer goods has 
risen pver 204 percent. As a result, the effective level of the fines has been 
reduced considerably .. From the standpoint of purchasing power, a $2,000 
fine in 1957 is equivalent to a $6,080 fine today. 

Accordihg to the department, some licensees view these fines as simply 
part of the cost of doing business, rather thap as an inducement to comply 
with the law. 

II! order to restore the deterrent effect of these fines, we recommend 
the eria,chrlent of legislation increasing these fines by 200 percent, as 
shown in Table 3. 

Table 3 

Department of Alcoholic Beverage Control 
Analyst's Propose" Adjustments of Offers in Compromise 

Existing Proposed 
Nonrepeat offenders 

Minimwn ........................... ;.............................................................................. $100 
Maximum .................................................................................................... :..... $500 

Repeat offenders 
Minimwn .......................................................................................................... $250 
Maximwn ............................................................... ;~ .. · ........................................ $2,000 

$300 
$1,500 

$7SO 
$6,000 

According to department data, these adjustments would increase Gen
eral Fund revenues by approximately $1,400,()()() annually. 

2; Daily Beer and Wine'License. Special daily beer and wine licenses 
are issued for a fee of $5.50. This amount has not been adjusted since 1957. 
The cost to. the deparbn. ent for issqing one of these licenses is about $10. 

We recommend that the level of these fees be raised to cover actual 
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departmental costs. Specifically, we recommend the enactment oflegisla
tion establishing a fee "not to exceed $15," and permitting the department 
to adjust the fee within thiS range to cover its cost. The department 
indicates that this adjustment would result in General Fund revenue of 
approximately, $60,000 annually. , 
, ,,3. Miscellaneous Licenses. Currently, only 22 of the, 33 types of li
, censes issued by the department require payment of an originalJee. These 
licenses require fees ranging from $200 to $6,000 (with the exception of 
oneJee, which is set at $50). Altogether, the department issued 5~9 li
censes in 1981-82 for which it was not able to levy any fee, apd over, 1,800 
for which, it was able to charge only the $50 fee. Processing, of these 
licenses, however, requires a significant department investigative and 
clerical effort. According to department data, processing costs associated 
with 'these licenses range from $100 to $400. " , ' 

So that the state may recover a greater proportion of its costs in process
ing these licenses, we recommend the enactment of legislation setting a 
minimum $100 fee on those 12 licenses, for which no fee (or only a $50 fee) 
is charged currently, for an estimated General Fund revenue gain of 
$140,000. ' , 

Business, Transportation and Housing Agency 

ALCOHOLIC BEVERAGE CONTROL APPEALS BOARD 

Item 2120 from the Alcoholic 
Beverage Control Appeals 
Fund Budget p. BTH 5 

Requested 1983-84 ................... u ••••••••••••••••••••••••• , ••••• uu.uU'U'U",uu 

Estimated 1982-83 ........................................................................... . 
Actual '1981-82 ...... u •• u.u •••• uuu •••••• uu.u •• uuu.uuuuuu •• uuu.uu.u.uu •• 

Requested increase (excluding amount for salary 
increases) $225,000 (+82.4 percent) 

Total recommen,ded reduction u.,.uuuu.u.uuu.uu •• uuu.u.uu ...... u 

1983-84 FUNDING BY ITEM AND SOURCE 
Item Description 
2120·()()H17-Support 

212Q.Oll·1l7-Repayment of Loan 

Total 

Fund 
Alcoholic Beverage Control 
Appeals 
Alcoholic Beverage' Control 
Appeals 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Board Members Overpaid. Recomm~nd enactment oflegis

lation to pay board members a per diem rather than a set 
salary. (Alcoholic Beverage Control Appeals Fund, savings: 
$98,000 annually .) 

$498;000 
273,000 
211,000 

None 

Amount 
$212,000 

286,000 

$498,000 

Analysis 
page 
283 
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ALCOHOLIC BEVERAGE· CONTROL· APPEALS BOARo.-:..Continued 
.. " 

GENERAL PROGRAM STATEMENT 
The Alcoholic Beverage Control Appeah; Board was established by an 

amendment to the State Constitution in 1954. Upon request, the board 
reviews decisions of the Department of Alcoholic Beverage Control 
(ABC) relating to the assessment of fines or to the issuance, denial, trans
fer, suspension, or revocation of any alcoholic beverag~ license. The 
board's single program consists of providing an intermediate appeals 
forum between the department and the state's courts of appeal.· 

The board consists of a chairman .and two members, appointed by the 
Governor with the conseht of the Senate. The.·board members are salaried 
and meet once each month, alternating between Los Angeles and San 
Francisco. In the current yeat, the board's staff consists of two attorneys 
and one clerical employee. 

ANAL YSISAND RECOMMENDATIONS 
. The budget proposes two' IlPpropriatioIis' totaling $498,000 froxnthe Al

coholic Beverage COhtrol Appeals Fund for 1983-84. One would provide 
$212,000 for support. of the Alcoholic Beverage. Control Appeals. Board in 
the budget year. The other would provide $286,OOOwhich would baused 
to repay a General Fund loan that was made to the board during the 
current year. .. . . 

Support Item. The $212,000 requested for support of the board is $61,-
000, or 22 percent below current-year estirllated expenditures. The. de
creaSe reflects the proposed . reduction of one attorneyandO,S clerical 
positions: It does not r~flect,however, the cost of any salaz:y or staffbenefit 
increases that the Legislature Il.lay~pprove for the budgery~ar. ' .. 

Loan Repayment Item. '. The 1982 Budg~tAct companiOIlmeaSlIre (Ch 
?21182) req~!es that the b.oai-d become entirEilyself-supporting by ass,ess
mgfees on litigants appealmg to the board. These fees ar~ to be deposIted 
in the Alcoholic Bever~ge Con.trol Appeals .Fund, w~ch was estaplished 
byCha~te~ 327. The 1982 BudgetAct provided that t~~ Gener~ F~d 
appropnation to the board for 1982-83 was a loan, to be repaId, WIth 
interest, from the fees collected~. The ~286,000. appropriation pr()posed in 
Item 2120-011-117 would be used to repay thisloim.·· .' 

. . . . '. :' ~:I '\ 
Budget PropOses to Revi.se Fee Str'Jcture 

As required by Ch 327/82, the board adopted a . fee structure designed 
tocovar the full amount of its. costs. Assuming 108 appeals per year, the 
board set the filing fee equal to approximately $3,000 iri thectlfrentyear. 
As a resUlt, only six appeals wereffied from July through Decemb~r 1982. 
Inaddition, five lawsuits were ffied in the courts of appeal challengiIlg the 
constitutionality of the fee. .. . ". ..' , 

The administration proposes that this fee structure be repealed, and has 
included a provision in the companion bill that would proyidean ~t~rna
tive means fot financing the board's activities. The administration pro
poses that th~ board be funded through' surcharges levied Oil each 
alcoh?lic bev~rage licensee. Iirltially, thi~ surcharge would be set at a level 
sUffi. Clent to. YIeld the re.venueJ?-. eeded to .r. epayth ... e curren ... t~y.ear.G. e. neral 
Fund loan and finance expenditures dunng the budget year. The board 
would be liluthorizedtoadjustthesurcharge periodically to cover its costs. 
The propose~ legislatic;>D als() would r.equire the board to reimburse appli
cants who paId the filmg fee.authonzed by Ch327.: 
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Board Members are Overpaid 
We recommend that legislation be enacted to pay board members a per 

diem rate rather than a set sala~ for a potential savings to the Alcoholic 
Beverage Control Appeals Fund of $9~OOO annually. 

Each of the three board members currently receive an annual salary of 
$25,444. Related staff benefits bring total state. costs for the three b0ard 
members to approximately $100,000 per year. Yet, as noted earlier in this 
analysis, the board meets only once a'month, generally for one day, to 
decide cases. 

Board members originally were given a relatively high salary because 
the board's workload and demands on the board members' time was much 
greater than it is now. Existing workload would nofseem to justify salaries 
that are only slightly less than what members of the Legislature are paid. 

Many other state boards and commissions (such as the Horse Racing 
Board, the California Transportation Commission, and the various licens
ing boards and bureaus within the Department of Consumer Affairs) pay 
their members per diems only. Because there appears to be no significant 
distinction between the demands placed on members of the Appeals 
Board and those placed on other part-time boards, we recommend that 
legislation be enacted providing Appeals Boa.rd members with a $100 per 
diem,plus necessary expenses, in lieu ofa salary, fora savings to the 
Alcoholic Beverage Control Appeals Fund of approximately $98,000 per 
year. . 

Business, Transportation and HousinQ Agency 

STATE BANKING DEPARTMENT 

Item 2140 from the State Bank~ 
ing Fund Budget p. BTH 9 

Requested 19~ ........................................ , .• ~ .............................. . 
Estimated 1982--83 .................•......... ,; ... ;· .... , ..•.................................... 
Actual 1981--82 .............................................. ;.; ............................... .. 

Requested increase (excluding amount . , 
. for salary increases) $333,000 (+5.2 percent) , 

Total recommended reduction ................................................... ; 

1983-84 FUNDING BY IT-=MAND SOURCE 
Item Description . 
2140-OO1-136-:-Support 
2140-001-24Q-.:..:Administration of Local Agency 

Security 
Total 

FWld 
State .. Banking 
Lo<;:al Agency Deposit 
Security 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

$6,681,000 
6,348,000 
5,916,000 

$53,000 

AmOWlt 
$6,622,000 

59,000 

$M81,000 

AnalYSis 
page 

1. Rent. Reduce by $~OOO. Recommend reduction to elimi
nate overbudgeting of facilities ,operations' costs. 

285 
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STATE BANKING DEPARTMENT-Continued 

GENERAL PROGRAM STATEMENT 

Item 2140 

The primary responsibility of the State Banking Department is to pro
tect the public from the losses that result when a bank or trust company 
fails. Because banks doing business in Califor,nia have the option of oeing 
regulated by either the state or the federal government, not all banks in 
California are subject to regulation by this department. As of September 
30, 1982, there were 260 state-chartered banks with 1,659 branch offices 
doing business in California. These banks had total assets of $65.1 billion. 
As of that date, there were also 79 federally-chartered banks with 2,758 
branch offices doing business in the state. These banks had total assets of 
$204.1 billion. .' • 

The department also regulates licensed companies which sell money 
orders and travelers checks, either for domestic uses or for purposes of 
transmitting money abroad. . ' 

The department,is administered by·the Superintendent of Banks, who 
is appointed by the Governor. Pursuant to law, the superintendent is 
designated as the "administrator of local agency security", and acts as an 
agent for approximately 1,600 local treasurers in supervising the handling 
of public funds by depository banks. In addition, the department licenses 
and regulates Business and Industrial Development. Corporations ,(BID
COs) pursuant to federal law which requires state licensure of BID COs 
as a condition for receiving loan guarantees from the Small Business Ad
ministration. 

The department is supported by the, State Banking Fund, which re
ceives its revenues from assessments on banks and trust companies, license 
and application fees and service charges. The department's Local Agency 
Security program is supported from the Local Agency Deposit Security 
Fund, which receives revenues from fines imposed on Local Agency Trea
surers who fail to follow state security requirements regarding investment 
of funds. 

The department is headquartered in San Francisco, and has branch 
offices in Los Angeles, Sacramento and San Diego. The current authorized 
staff level for the department is 157 positions. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes an appropriation of $6,681,000 from the State 

Banking Fund for support of the department in 19~4. This is an in
crease of $333,000, or 5.2 percent, over estimated current-year expendi
tures of $6,348,000. The proposed augmentation is due primarny to 
increased rent for the department's Los Angeles office, and price adjust
ments. This increase will grow by the amount of any salary or staff benefit 
increase approved for the budget year." . 

The departmentalso proposes expenditures of $100,000 from reimburse
ments derived primarily from fees for (1) examining trust companies, and 
(2) conducting special examinations of banks. The department, thus, is 
requesting a total expenditure program of $6,781,000 for the budget }Tear. 

The budget proposes the deletion of three attorney positions and 1.5 
related support staff (a reduction of $165,(00). The budget states that 
these' staff reductions are for the purpose of minimizing the. proliferation 
of legal staffs within line departments. Our discussions with department 
staff indicate, however, that the reductions are the result of workload 
declines and more efficient allocation of work assignments among the 
remaining legal staff. 
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Table 1 shows personnel-years and costs for the department's programs 
and supporting elements. 

Table 1 
State Banking Department 

Expenditure and Staffing Data 
(dollars in thousands) 

Actual Estimated Proposed 
1981-82 1982-83 198.J-.84 

Personnel- Expendi- Personnel- Expendi- Personnel- Expendi-
Program 

1. Licensing and supervision of banks 
and trust companies 
Investigation of application for 

new facilities ............................. . 
Continuing supervision of existing 

banks ........................................... . 
Continuing supervison of trust ac-

tivities ......................................... . 
2. Payment instruments ..................... . 
3. Certification of securities ............... . 
4. Administration of local agency se-

curity ............................. ; ..................... . 
5. Supervision of California business 

and industrial development corpo-
rations ................................................. . 

6. Departmental administration 
(prorated to departmental 
program) 
Executive and administration serv-

ices ............................................... . 
Legal and legislative services ....... . 
Policy information services .......... .. 

Totals ................................................... . 
Reimbursements ............. : ..................... . 

Net Totals .......................................... .. 

Rent Overbudgeted 

Years ture Years ture Years ture 

7.6 $317 8.0 $338 8.0 $357 

131.1 5,468 137.3 5,808 134.8 6,082 

3.9 163 4.2 178 4.2 192 
0.3 11 1.8 46 1.8 46 
0.3 8 0.3 9 0.3 9 

1.3 51 1.4 55 1.4 59 

0.5 18 1.0 36 1.0 36 

(11.7) (376) (12.0) (434) (14.0) (500) 
(12.7) (434) (14.0) (501) (9.5) (355) 
(6.0) (215) (8.0) (248) (8.0) (259) 

145.0 $6,036 154.0 $6,470 151.5 $6,781 
-120 -122 -100 -- -- --

$5,916 $6,348 $6,681 

We recommend a reduction of$53,000 to eliminate overbudgeting of 
rent for the departments Los Angelesoffice. 

The department currently rents 4,815 square feet of space in its Los 
Angeles office, at a monthly rate of 69 cents per square foot. For 1983-84, 
the department will acquire an additional 1,920 square feet of space from 
the Department of Savings and Loan (which is lbcated in the same build
ing), thus increasing its space to a total of 6,735 square feet. 

The Department of General Services (DGS) indicates that the depart
ment's lease will expire on May 31, 1983, and will be renegotiated at a 
monthly rate of $1.50 per square foot. As a result, total rent for its Los 
Angeles offices is projected by DGS to increase annually to $121,230 from 
its current level of $43,768. This will result in ru,l annual increase in rent 
of $77,000. The department, however, is requesting an increase of $130,000 
for rental costs in the budget year. As a result, the department's request 
for increased facilities operations expenses is overbudgeted by $53,000. We 
recommend that this amount be deleted. 
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DEPARTMENT OF CORPORATIONS 

Item 2180 

Item 2180 from the General 
Fund Budget p. BTH 13 

Requested 1983-84 ......................................................................... . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

Requested decrease (excluding amount for salary 
increases) $849,000 (-12 percent) 

Total recommended reduction .................................................. .. 
Recommendation pending .......................................................... .. 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

$6,285,000 
7,134,000 
7,721,000 

None 
$1,220,000 

Analysis 
page 

1. Reduction in legal staff. Withhold recommendation pend
ing receipt of additional information from the department 
regarding the effect of these reductions on the depart-

288 

ment's enforcement program. 

GENERAL PROGRAM STATEMENT 
The primary mission of the Department of Corporations is to protect 

the public from unfair investment practices, fraudulent sale of securities 
and franchises, and improper business practices by certain entities which 
lend or hold money in trust. The department carries out this mission 
through four programs: (1) investment, (2) lender-fiduciary, (3) con
sumer finance lenders, and (4) health care service plans. The cost of 
administering the department is prorated among these four programs. 

Under the Investment program, the department approves securities 
and franchises offered for sale, and conducts investigations to enforce the 
v.arious laws administered by the department. The department also re
views license applications of prospective securities broker-dealers and 
investment advisors. The Lender-Fiduciary program licenses and exam
ines lender-fiduciary institutions regulated by the department. The Con
sumer Finance Lenders program was established by Chapter 724, Statutes 
of 1981 (SB 140). The program licenses and regul~tes finance companies 
that make loans to the public, normally taking as security re~ or personal 
property. (The department does not propose funding for this program in 
the budget year.) The Health Care Service Plan program is responsible 
for regulating health care service plans under the Knox-Keene Health 
Care Service Plan Act of 1975, and for administering the charitable trust 
statutes as they relate to health care service plans. 

The department is administered by the Commissioner of Corporations, 
who is appointed by the Governor. The department's headquarters is in 
Sacramento, and it has branch offices in San Francisco, Los Angeles and 
San Diego. In the current year, the department has a total of 349.1 author
ized positions. 
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ANALYSIS AND RECOMMENDATIONS 
The budget proposes an appropriation of $6,285,000 from the General 

Fund for support of the department in 1983-84. This is a decrease of 
$849,000, or 12.0 percent, below estimated current-year expenditures. The 
major reason for this dec.rease is a $1,220,000 reduction in legal staff, par
tially offset by increases for price adjustments and enhancements for the 
department's data processing system. The amount requested will increase 
by the cost of any salary or staff benefit increase that may be approved for 
the budget year. 

The department also proposes expenditures from reimbursements of 
$6,265,000 in the budget year. These reimbursements are primarily in the 
form of fees for examining the financial records of licensees. Thus, total 
program expenditures for the department in 1983-84 are proposed at 
$12,550,000. This is a decrease of $259,000 or 2 percent, below total estimat
ed current-year expenditures. Table 1 shows the cost and staffing data for 
the department's programs and their supporting elements. 

Table 1 
Department of Corporations 

Expenditure and Staffing Data 
(in thousands) 

Actual Estimated Proposed 
1981-82 1982-83 1983-84 

Personnel- Expen- Personnel- Expen- Personnel- Expen-
Program/Element Years diture Years diture Years diture 
Invesbnent: 

Qualifications ................................ 85.2 $3,017 90.3 $3,168 90.3 $3,394 
Franchises ...................................... 5.7 244 5.5 242 5.5 258 
Regulation and enforcement .... 87.8 3,686 84.7 3;414 57.7 2,430 

Lender-Fiduciary: 
Check Sellers and Cashers Law 2.8 III 1.7 61 1.7 69 
Credit Union Law ........................ 38.3 1,489 37.4 1,481 37.4 1,607 
Escrow Law .................................. 21.4 774 22.0 869 27.0 943 
Industrial Loan Law .................... 14.2 589 15.7 631 15.7 678 
Personal Property Broker Law 36.5 1,352 39.0 1,420 39.0 1,542 
Trading Stamp Law .................... 0.1 5 0.1 4 0.1 4 

Consumer Finance Lenders .......... 
Health Care Service Plan: 

Licensing ........................ ~ ............... 16.3 659 18.4 754 18.4 809 
Financial examinations ................ 5.0 202 5.6 231 5.6 248 
Medical survey .............................. 4.9 211 5.6 262 5.6 281 
Enforcement .................................. 5.4 234 6.1 268 6.1 287 

Administration: (prorated to other 
programs) 

General office ................................ (8.8) (407) (10.0) (437) (10.0) (466) 
Accounting and personnel ........ (7.7) (245) (8.0) (262) (8.0) (280) 

Program Totals .......................... 323.6 $12,573 332.1 • $12,805 310.1 $12,550 
Reimbursements .............................. -4,855 -5,675 ...,6,265 

Net Totals .................................. 323.6 $7,718 332.1 $7,130 310.1 $6,285 
Legislative Mandate ........................ 3 4 _J~t 
Totals .................................................. $7,721 $7,134 b 

• The department is authorized 349.1 positions in the current year. 
b Estimated expenditures for 1982-83 do not reflect the 2 percent unallotment directed by Executive 

Order D-I-83. . 
C Appropriation requested in Item 968'()10-OOl. 
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DEPARTMENT OF CORPORATIONS-;.-Continued 

Reduction in Legal Staff 

Item 2180 

We withhold recommendation on the budget proposal to delete $1,220,-
000, 18 legal position~ and 9 support positions. We recommend that the 
department report during buaget hearings on the impact of these 
proposed reductions on its enforcement programs. . 

The Department of Corporations, through its Enforcement Division, is 
responsible for implementing the provisions of 10 laws relating to financial 
transactions. These include the Corporate Securities Law, Franchise In
vestment Law, Check Sellers and Cashers Law, Credit Union Law, Escrow 
Law, Industrial Loan Law, Personal Property Brokers Law, Trading 
Stamp Law, Consumer Finance Lenders Law, and the Knox-Keene 
Health Care Service Plan Law. 

In the current year, the Enforcement Division is authorized 89.0 posi
tions. After deducting the equivalent of 4.3 positions for salary savings, the 
division has a net authorized staffing level of 84.7 positions and anticipates 
expenditures in the. current year of $3,414,000. 

The Governor's Budget proposes the deletion of 18 legal positions and 
9 support positions in the Enforcement Division, for a reduction of $1,220,-
000. The budget states that the reason for this action is "to minimize the 
proliferation of individual department legal staffs which often duplicate 
central state legal services ... ". As a result, the budget proposes a staff
ing level of 57 .7 positions . 
. According to the Enforcement Division's Report of Activities for the 
reporting period ending November 30, 1982,760 new or continuing en
forcement cases were under review. Of these, 525 related to the Corporate 
Securities Law, 60 involved the Franchisement Investment Law, 63 were 
under the Knox-Keene Health Care Service Plan Law, and 112 involved 
provisions of the various laws administered by the department's Lender
Fiduciary program. The department indicates that the total (760) was 184, 
or 32 percent, more than the 576 cases being reviewed during the same 
reporting period in the prior year. 

Our review indicates that the budget does not propose an augmentation 
in funding or staff for the Attorney General's office to accommodate the 
workload associated with the department's Enforcement Division. It is not 
clear that the workload associated with 18 legal positions can be (1) ab
sorbed within existing department resources, or (2) accommodated by the 
Attorney General's office. 

For these reasons, we withhold recommendation on the proposed re
ductionof $1,220,000 in the department's legal and support staff, and 
recommend that the department report during budget hearings on the 
impact of these proposed reductions on its enforcement program. 

Legislative Mandates 
We recommend approval. 
Chapter 941, Statutes of 1975, requires health care services plans to be 

licensed by the Department of Corporations. Each plan is required to 
establish a department-approved system which will enable enrollees to 
submit grievances to the plan. Currently, Contra Costa County operates 
a health care service plan for its Medi-Cal recipients. Pursuant to Section 
2231 (a) of the Revenue and Taxation Code, Item 968-010-001 appropriates 
$4,000 from the·General Fund to reimburse Contra Costa County for costs 
associated with meeting the provisions of Chapter 941. 
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DEPARTMENT OF ECONOMIC AND BUSINESS DEVELOPMENT 

Item 2200 from various funds Budget p.BTH 18 

Requested 1983-84 ......................................................................... . 
Estimated 1982--83 .......................................................................... .. 
Actual 1981-82 ................................................ : ................................ . 

$7,905,000 
6,695,000 

15,576,000 
Requested increase (excluding amount for'salary 

increases) $1,210,000 ( + 18.1 percent) 
Total recommended reduction .................................................. .. 
Recommendation pending ........................................................... . 

$13,000 
$3,023,000 

1983-84 FUNDING BY ITEM AND SOURCE 
Item Description Fund 
2200-001-OO1-Department of Economic and Busi- General' 

ness Development, State Support (includes 
$3,023,000 transfer to the Small Business Ex
pansion Fund) 

22OO-001-8!1{~Department of Economic and Busi- Federal Trust 
ness Development, Support 

2200-101-922-0ffice ,of Local Economic Develop~ California Economic Grant 
ment, Local Assistance and Loan 

Total 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Budget Request Overstates Needs. Reduce Item 2200-

'001-001 by $~OOO. Recommend deletion to eliminate 
funding for space in excess of Department of General Serv
ices' guidelines, for a savings of $4,000 to the General Fund. 

2. Office 6f Economic Planning, Policy, and Research Devel
opment. Recommend the department relocate this office 
from San Francisco to Sacramento. 

3. Loan Guarantee Program; Withhold recommendation on 
$3,023,000 requested for loan guarantees until legal status of 
Small Business Expansion Fund is ,resolved. , ' 

4. Loan Guarantee Program. Recormnend office report to 
the Legislature on alternatives other than General Fund 
appropriations for supporting small business loan guarantee 
program. 

5. Fees for Technical Services. Recommend enactment of 
legislation permitting the department to charge fees for 
technical and other services provided to specific local gov
ernments, business, artd other public and private organiza
tions. 

6. Foreign Travel.' Reduce Item 2200-001-001 by $9,000. 
Recommend deletion of funds requested for foreign travel 
because purpose of this travel can be accomplished by the 
California W orId Trade Commission. 

Amount 
$6,705,000 

(136,000) 

1,200,000 

,$7,905,000 , 

Analysis 
page 
294 

295 

296 

300 

301 

302 
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DEPARTMENT OF ECONOMIC AND. BUSINESS DEVELOPMENT-Continue~ 

GENERAL PROGRAM STATEMENT 
The principal mission of the Department of Economic and Business 

Development (DEBD) is to stimulate economic development in the state. 
Its specific responsibilities include: 

1. Coordinating federal, state, and local economic development policies 
and programs; . 

2. Applying for and allocating federal economic development funds; 
3. Assisting state agencies to implement state economic development 

plans; 
4. Advising the Governor regarding his annual Economie Report; and 
5. Providing information and statistics on the state's economy, products, 

tourism, and international trade. 
The department is headed by a Director, who is appointed by the 

Governor. In addition, the department receives guidance from a 21-mem
beradvisory council, representing a cross-section of the state's economy. 
The department is authorized to have 83.1 personnel-years in 1982-83. 

ANALYSIS AND RECOMMENDATIONS 
The budget requests appropriations of $7,905,000 from the General 

Fund and the California Economic Grant and Loan Fund for support of 
the Department of Economic and Business Development (DEBD) in 
19~4. This is an increase of $1,210,000, or 18;1 percent, above estimated 
expenditures for the current year. This increase will grow by the amount 
of any salary or staff benefit increase approved by the budget year. 

The budget proposes total expenditures from all funding sources of 
$8,085,000 for 1983-84. This is a decrease of $1,108,000, or 12 percent, from 
estimated current-year expenditures, and will be financed with $6.7 mil
lion from the General Fund, $136,000 in federal funds, $1.2 million from 
the Economic Development Grant and Loan Fund, and $44,000 in reim
bursements. Table 1 summarizes. the department's budget requirements, 
by program, for the past, current, and budget years. 

The combination oEan increase in the budget request for 1983,:..B4 and 
the decrease in proposed total expenditures occurs for two reasons. First 
the department received an one-time grant of $2.2 million in 1982-83 from 
the federal government, and this was reflected in the 1982--83 expenditure 
totals. Second, the budget reflects a change in the accounting treatment 
of certain funds which results from the sunset of a continuousappropria
tion. In prior years, income from investments and loan repayments to the 
California Economic Development Grant and Loan Fund was continuous
ly appropriated for purposes of additional loans. However,pursuant to Ch 
1284/78 (AB 3322), this continuous appropriation is repealed as of July 1, 
1983. Therefore, these funds ($1.2 million) must now be. appropriated in 
the Budget Act and included in the budget expenditure totals. A similar 
amount was expended in prior years, but was not reflected in the expendi
ture totals. 
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Table l' 
Department of Economic and . Business Development 

.Summaryof Budget Requirements 

Expenditures 
Persoimel-Years Lin thousands2 

Actual . Estimated Proposed Actual Estimated 
Program 1981-82 1982-83 1!J83...&4 1981-82 1982-8)" .. 
Small Busiiless Development ,:, ... :.,. iL2 ,l0.5 10.5 $12,672 $6,780 
Loc~ Econoffiic'Developmeht ...... 7.4 9.0 8.5 1,178 429 
Tounsm .; ............ ; ....... , ....... ; ..... ; ........... 8.7 7.8 .7.8 626 590 
Business. and Industriai Develop-

ment ...................... ;: ...................... '11.0 13.2 13;2 571 694 
Econonllc Planning, Policy, arid 

Research ··Development .. ~ ......... 9.3 9;6 9.6 650 556 
International Trade .;.; ...................... 7.4 3.4 444 100 
California QoInrilissioil on Indus-

. . tria}'lnhovation .......................... 3.2 1.5 158 .44 
Administration ... : ............. :., ... ; ............ 20.2 19.1 16:6 (891) (686) 

TotiUs' ........ , ... ~ ....................... ;.;; ....... , 78.4 74.1 66.2 $16,299 $9,193 

Funding 
GeneraI Fund ................... ,.: ...... ~ ......... 74.8 66.8 59.6 $7,384 $6,695 
Federal Trust F'und ........................... 3.3 619 2,388 
Small Business .EXpansion Fund .... 7,867 
Economic.D~v:elopment .Grant·and 

Loan"Fund ...... ; .. ,; ................. ; .. ; ..... '- -
ReimbursementS ...... , .......... ; ........ : ...... 0.3 7.3 6.6 104 110 

Totals ..... ;.; .................................... 78:4 74.1 66.2 $16,299 $9,193 

Proposed 
1!J83...&4 

$4,770 
1,553 

590 
.. 
620 

552 

(637) 
$8,085 

$6,705 
i36 

1,200 
44 --

$8;085 

" Estilnated . eXpenditures for 1982-,83 do q.ot reflect the' 2 percent unallotment directed by .Executive 
Order- D-I-83. 

Significant. Program Changes 
The budget propos~s to reduce ~epartmental expe~di~~res from .all 

sources by $1,108,000 III 19~. This reflects several slgnificant budget 
changes which are summarized in Table 2 and described below: 

1. Office' of International Trade Transferred to Governors Office. 
Chapter 1526, Statutes of 1982(AB 3757), replaces the Office of Interna
tional Tradein the department with a new California State World Trade 
Commission located within the Governor's office. This change, which took 
effect January 1,.1983, accounts for the reduction of 8.0 positions and 
$100,000 from the department's budget. 

2. Reduction in Federal Funds for Industrial Innovation Program. In 
1982-83, the department received an Economic Development Adminis
tration Grant of $2.2 million for use. in providing financial and technical 
assistance. to small businesses that develop and market innovative 
products. Of this amount, $2 million in Title IX funds has been allocated 
for a revolving loan program and $243,000 in Section 304 funds has been 
earmarked for technical assistance. This grant was awarded on a one-time 
basis. Consequently, federal fund support for the department is expected 
to decline by $2.2 million in 1983-84. 

3. Termination of California Commission on IndustrialInnovation. 
The· budget proposes a reduction of $44,000 from the General Fund to 
reflect the termination of the California Commission on Industrial Innova
tion .. ThiscommissioIl was established by an executive order to provide a 
forum for discussioIl of and formulating recommendations to the Gover
nor and Legislature on the role of technological innovation in maintaining 
California's competitive position in the national and world economy. The 
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DEPARTMENT OF ECONOMIC AND BUSINESS DEVELOPMENT-Continued 
commission released its final report in September 1982, which details 50 
recommendations for encouraging industrial innovation through invest
ment in new technologies, education and job training, and workplace and 
management productivity. . 

4. Reduction in Funds for Economic Development Grants and Loans. 
The budget proposes expenditures of $1,200,000 for economic develop
ment grants . and loans to public agencies and private businesses in 
economically depressed areas of the state. This represents a decrease of 
$756,000, or 39 percent from the level of current-year expenditures for this 
purpose (see Table 1). The budget requests no General Fund appropria
tions for this program for 1983-84. Instead, it proposes to fund new loans 
and grants using income from investments and loan repayments. In prior 
years, these funds were provided through a continuous appropriation, and . 
were not identified in the Budget Bill. Proposed expenditures for these 
grants and loans are included in the budget for 1983-84 (Item 2200-101-
922). Ch 1284/78 (AB 3322) requires that all funds continuously appro
priated must be included iIi the Budget Act after July 1, 1983 unless 
excepted by the Legislature. We also recommend this change in last year's 
Analysis, in order to provide the Legislature with an opportunity to review 
and control the expenditure of these funds. 

5. Plant Closure Assistance Program. The budget proposes expendi
tures of $32,000 to support the remaining activities of the plant closure 
assistance program. This is $66,000 less than estimated expenditures for 
this purpose during the current year. The program, funded by aCETA 
grant received from the Employment Development Department, pro
vides job training, technical assistance, and other services to communities 
affected by plant closures. 

6. Cost Changes. The budget requests $154,000 for salary adjustments 
and increases designed to compensate for the effect of inflation on the 
prices paid by the department in 1983-84. These changes are consistent 
with the adjustments to the baseline budget permitted by the Department 
of Finance. 

1982-83 Revised ..................................... . 
1. Program Changes: 

a. Transfer of Office of Interna
tional Trade to Governor's Of-
.fice ................................................... . 

b. Reduction in Federal Funds for 
Industrial Innovation Program 

c. Termination of California Com
mission on Industrial Innovation 

d. Economic Development Grants 
and Loans .................................... .. 

e. Reduction in Plant Closure As-
sistance Program ........................ .. 

2. Cost Changes: .................................. .. 
19ss.:&i Proposed ......................... . 

Net Change ....... ; ................................ .. 

Table 2 
Budget-Year Changes 

(in thousands) 

Economic 
General Federal Grant and R~im-
FUnd Funds Loan Fund bursements 
$6,695 $2,388 ($1,956) • $110 

.-100 

-2,243 

-44 

1,200 

"-66· 
154 -9 -- --

$6,705 $136 $1,200 $66 
$10 -$2,252 ( -:$756) -$44 

Totals 
. $9,193 

-100 

-2,243 

-44 

1,200 

-66 
145 

$8,085 
-$1,108 

• These expenditures were not included in the 1982-83 budget, although expenditure for this purpose are 
included in the 1983-84 budget. . 
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REVIEW OF PROGRAMS AREAS AND ACCOMPLISHMENTS 
The department is divided into five program areas, exCluding adminis

tration and the Office of International Trade (which was transferred to 
the Governor's office effective January 1, 1983). This section briefly de
scribes these program.s and their accomplishments to date. 

Office of Local Economic Development 
The Office of Local Economic Development's (OLED) primary re

sponsibility is to assist and coordinate the efforts of Idcal governments and 
public agencies in promoting statewide econom.ic and emplQym.entdevel
opment. The office's specific activities include: (l)proyiding on-site, tech
nical assistance to 19cal entities for assessing economic needs, developing 
strategies, and implementing economic development plarts; (2) achninis
tering loan and grant programs fodocalecononiic dev~,lopment; and (3) 
conducting seminars and dissemiriating information to loc~ governments 
on how to promote economic development. The budget proposes 8.5 
personnel-yeats and $316,000 frpm the General Fund. to support the pro-
grams of the OLED in 1983-84. . ' . 

According to information provided by the OLED, 113 local gpvern
ments received on-site assistance during 1981-82, and an estimated 85 will 
receive assistance in 1982-83. The types of services provided by the office 
include grant administration and application assistance, development of 
goals and strategies, loan packaging, apd assistance in establishing eco
nomic and. local development corporatiohs. Tq.e OLED also distributes 
information packets to locrugovernments, pUblishes a quarterly newslet
ter, and prepares case studies onlocal economic development. 

The Office of Local Economic Development; together with the Office 
of Small Business Development, is also responsible for admihisteringeco
nomic development grants and loans. These grants and loans are made for 
public works construction and business expansion in economically dis-
tressed areas of the state. . 

In the past, this program has been supported by federal funds allocated 
by the Economic Development Administration (EDA) under Section 304 
of the Public Works and Economic Development Act of 1965. The state 
was required to contribute $1 for each $4 provided by the federal govern
ment for each economic development project assisted under the program. 
Funds made available for this program from all sources are deposited in 
the California Economic Development Grant and Loan Fund. 

Table 3 shows the actual and projected receipts and expenditures for 
this program. during the past, current, and budget years. In the current 
year, t,his program will not receive additiomU support from eithet the 
federal government or the state. This refleCts the termination of the Sec
tion 304 program by the federal government in September 1981. The 
budget requests no General Fund approprhition for 1983-84, and instead 
proposes to rely on loan repayments and investment income to fund 
additional grants and loans. Table 3. also shows that activity under the 
prograni has shifted from grants to loans. This effectively increases the 
amount of funds available for the program over time, because loan repay
ments can be relent to other borrowers. 
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Table 3 
California Economic Development Grant and Loan Fund 

Receipts and Expenditures 
(in thousands) 

Actual 
1980-81 

Actual 
1981-82 

$2,984 

Estimated Projected 
1982-83 1983-84 

Balance as of July 1. .......................................................... . $1,290 $856 
Receipts: 

Federal allocations ....................................................... . 640 952 
State allocations ........................................................... ... 1,700 325 
Loan repayments ....................................................... ... 431 250 250 $850 
Income from investments .......................................... .. 853 850 350 -- -- --

Total Funds Available for Grants and Loans ..... . $4,061 $5,364 $1,956 $1,200 
Expenditures: 

Grants ............................................................................... . $277 
Loans ............................................................................... . 800 $4,508 $1,956 " $1,200" 

Total Expenditures ................................................. ... $1,077 $4,508 $1,956 $1,200 
Unencumbered Funds as of June 30 ........................... . $2,984 $856 

" A limited portion of this amount may be used for grants, as needed. 

Office of Economic Planning, Policy, and Research Development 
The Office of Economic Planning, Policy and Research Development, 

as its name implies, provides planning, analysis, and research support for 
the state's economic development policies and programs. Its principal 
responsibilities include (1) gathering, analyzing, and distributing econom
ic information; (2) preparing studies on the economic and employment 
development potential of various businesses; and (3) advising tile Gover
nor and the Legislature on the economic impact of governmental policies 
and regulations. The budget proposes 9.6 positions and $488,000 from the 
General Fund for this office in 1983-84. 

Office Space Requirements Overstated 
We recommend deletion of $4~OOO from Item 2200-001-001 to eliminate 

funding for space in excess of the Department of General Services' guide
/ines~ for a corresponding savings to the General Fund 

This office presently i,s located in downtown San Francisco. According 
to the department, the lease for the office space will expire in May 1983, 
at which time the office plans to move to another location in San Fran
cisco. The budget provides for new office space totaling 2,100 square feet 
and costing $.91 per square foot. 

Our analysis indicates that this amount of space exceeds the standards 
established by the Department of General Services for an office of similar 
size and staff composition. Using these standards, we estimate that the 
amount of space needed for this office is approximately 1,700 square feet, 
or 400 square feet less than what is reflected in the budget. On this basis, 
we recommend that the amount of space for this office be limited to 1,700 
square feet, for a savings of $4,000 to the General Fund. 
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No Need for San Francisco Location 
We recommend that the Legislature adopt language under Item 2200-

OOJ-890 directing the Department to relocate this office to Sacramento. 
Our analysis indicates there is no apparent reason why the Office of 

Economic Planning, Policy, and Research Development must be located 
in San Francisco, rather than in Sacramento. This office has ten authorized 
positions, of which six are presently located in San. Francisco. Since the 
purpose of the office is to provide economic information and advice to the 
other programs in the Department, the Governor's office and the Legisla
ture, we believe this responsibility could be carried out more effectively 
and at a lower cost if the staff were nearer to its principal clients. Moving 
the office to Sacramento would also give the staff greater opportunities to 
coordinate its economic research and policy development activities with 
those of other state departments. 

Were the office to be relocated to Sacramento during 1983-84, the 
department would incur moving expense for staff and equipment that 
would more than offset the savings in lease costs. In subsequent years, 
however, cost savings are likely to be realized if the office is relocated. 
Based on space standards established by the Department of General Serv
ices and the lease costs paid by the other DEBD offices, we estimate that 
relocation could save approximately $1,000 per year in lease costs. 

Because relocation of the office in Sacramento would improve the effec
tiveness of the office in carrying out its mission, we recommend that the 
Legislature adopt the following supplemental report language: 

"It is the Legislature's intent that the Department of Economic and· 
Business Development shall locate the Office of Economic Planning, 
Policy, and Research Development in Sacramento, California." 

Office of Business and Industrial Development 
The Office of Business and Industrial Development is responsible for 

promoting the expansion of business activity in California. A key activity 
of the office is providing assistance to businesses wishing to locate or 
expand iIl the state. Often, this assistance consists of providing information 
on labor markets, wage rates, land costs, and other factors important to site 
location decisions. In addition, the office assists business by expediting the 
processing and review of permits, and it acts as a liaison between govern
ment and the business community. The budget proposes 11.2 positioris and 
$563,000 from the General Fund to support these program activities in 
1983-84. 

According to information provided by the office, a total of 237 firms 
received site location services in 1981-82, and 105 firms have received such 
assistance through November 1982. Since 1977,when this office was estab
lished, approximately 70 companies that received assistance under this 
program have expanded or located operations in California. The new 
operations represent $1.5 billion in new investment, and will eventually 
lead to the creation of 10,000 jobs. The extent to which assistance provided 
by the office was a factor in these firms' decisions to locate or expand 
operations in California is not known. 

During 1982--83, the office has been involved in developing a program 
designed to relieve economic hardships caused by plant closures. The 
components of the program include job retraining and referral assistance, 
assessing alternatives for averting plant closures, and providing assistance 

I 
I. 

;"-: 
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tocom~uniti,es in estab~ishin.g plant closure response programs. The 
budget mcludes $32,000 In relllbursements and 0.9 personnel-years to 
support' this program in 198:WW. 

Office of tourism 
The Office of Tourism is responsible forincreasing the number of tou

rists and visitors to California as a way ofexpandihgjob opportunities and 
business development in the state. Its prinCipal activities include (1) pre
paring and. distributing various promotional materials; (2) condUcting 
research on tourism in California; (3) providing technical assjstance to 
public and .private agencies involved in tourism promotion; and (4) re
sponding to inqUiries from prospective visitors. The budget proposes 7.8 
positions and $590,000 from the General Fund for support of these pro-
grams during 1983-84. . 

Information received from the department indicates that the office 
responded to approximately 42,000 inquiries from visitors in 1982-83. In 
addition, the office provided direct technical assistance to 37 local tourist 
organizations; To date, the office has prepared 21 separate promotional 
publications, including maps and brochures on tourist attractions in Cali
fornia. In the past,. the office has sponsored the California International 
Travel Mart. (One will not be held in 1983 because of scheduling conflicts 
with other tourism conventions.) 

Office of Small Business Development 
The Office of Small Business Development (OSBD) is responsible for 

promoting economic and business development by providing financial, 
technical, and management services to small business. The specific com-
ponents of the program include: ' . 

• Providing loan guarantees backing private loans to small businesses 
that are unable to secure financial assistance through conventional 
lending channels; 

• Providing management and other technical assistance to small, disad
vantaged businesses; and 

• Coordinating public and private sector efforts designed to expand 
economic opportunities for small businesses. 

These responsibilities are carried out both directly by OSBD and by 
nonprofit, regional development .corporations under contract with the 
office. In addition, the program receives gUidance from the Small Business 
DevelopmentBoard, which consists 007 members representing the ad
ministration, Legisl~tu.re, the financial and business communities, and 
economically depressed areas of the state. . . 

The Small Business Deyelopment program'j~ ~he largest component of 
the department,a,ccounting for nearly $4.8 milllOn, or 60 percent of the 
department's budget for 1983-84. Approximately $3.0 million of this 
amount is proposed for loan guarantees. Another $1.0 million will be used 
to support the administrative expenses of urban and rural development 
corporations, as.provided by,current law. 

Legal Stah;s of Loan Guarantee Program Uncertain 
We withhold recommendation on $3,O~OOO requested from the Gen

eral Fund for loan' guarantees until· the legal status of this program is 
resolved. 
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Key sections of the statutory authority which govern the office's loan 
gUarantee program expired on January 1,1983. We have asked the Attor
ney General for a legal opinion on this matter. At the time this analysis was 
prepared, the status of the program was uncertain. Accordingly, we with
hold recommendation on the $3,023,000 requested for loan guarantees 
until either the legal status of the program is resolved or legislation is 
approved to extend or change the program. . 

To facilitate the Legislature:s review of this program and consideration 
of any legislation to extend or modify it, we offer the following description 
and analysis of the program. . 

Background on Small Businesses Development Program 
State assistance for small businesses dates back to 1968,. when a loan 

guarantee program and various technical assistan,ce programs for small 
businesses were created by the state to promote employment in disadvan
taged areas. In 1973, the loan and technical assistanc.e programs, which 
previously had l{een separate, . were combined into a single program, 
called the Califorriia Job Creation Program (Cal-Jobs). This program was 
transferred from the Employment Development Department to the Busi-
ness and Transportation Agency in 1974. . 

As is the case with the Cllrrent OSBD program, Cal-Jobs was responsible 
for. providing financial, managerri(mt, and technical assistance to eligible 
small businesses. The activities and accomplishments of the C~Jobs pro
gram, however,were significantly liInited by policy and administrative 
problems. Amongthe major criticisms of the program were the.ineffective 
use of loan guarantee funds, high default rates on loans, and ineffective 
management and technical assistance provided to businesses. An hnpor
tant cause of these problems was that an appointed body representing 
many differentinterests (the Small Business Development Board), rather 
than an executive director; had direct responsibilities over the program:. 

In 1978-79, the Legislature took action to correct· these problems by 
making the imposition of strict policy and management controls by the 
Business andTransportation Agency a condition of continued funding for 
the prograni. Subsequently, the program was restructured by the enact
ment of Ch 875/79 (AB 1656), with the administrative responsibilitY for 
the program placed under the Office of Small Business Development. The 
Small Business Development Board was made an advisory body to the 
office. . . . . 

Structure of the Current Program 
As illdicated earlier, the responsibilities for admiilistering the Small 

BusineSS Development programs are shared by OSBD and seven nonprof
it regional corpor,ationssupported by the state. Generally, theOSBD is 
responsible for providing information to small businesses on licensing 
procedures and businesses reguh~.tions, publishing and distrib~ti!1gguide
books and manuals on small ousmess management,. and prOViding advo
cacy assistance to small businesses that are experiencing problems with 
state agencies. In addition, the office administers a limited number of 
direct loans to small businesses qualifying under specified programs. 

Nonprofit regional corporations 
The OSBD provides support for nonprofit, regional urban and rural 

development corporations; which administer the loan guarantee pro
grams and provide technical assistance as needed to firms which receive 
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the guarantees. Under present law, the state is required to pay the initial 
administrative expenses of the corporation. There ate now seven such 
corporations.,--three in Los Angeles, imdooe each in Emeryville, Salinas, 
Sacramento, and Fresno. 

The State Small BtisinessDevelopmentBoard is respohSiblefor approv
ing the formation of regional corporations, and for monitoring their activi
ties on an ongoing basis. IAapproving the formation of the corporations, 
the board considers such factors as organizanonal eJq)erience, proposed 
operating plans, ability to become self-sufficient, and whether the pro-
posal fulfills specified legal requirements. .' . 

Loan Guarantee Program '. . ..... . . 
The loan guarantee. program provides for the' state to guarantee up to 

90 percent of the value of loans made by private lenders to disadvantaged 
small .buSinesses through the st. ate"d.eSign. ate. d. reglon;:d developm. ent cor
porations. Currently, this program provides guarantees for small business 
loans to firms that do not exceed the size.limitatiolls of a "sm,allbusiness," 
as defined by the Small Btismess, Administration ($7rilillion or less in 
annual gross receipts). ...... .. '. . '. . . '. ..' 

To be eligible for a loan guarantee, firms must demonstrate that they 
would be unable to obtain financing without the guaran~ee imd that the 
loan procee'ds will be tlsediIi the region of the cO!poration. Guarantees 
can be used for a varietyofloans, including short and long~term loans, lines 
of credit, seasonable inventory loans,eqllipment purchases, and for other 
purposes. 

Loan Guarantee Provisions 
Loan guarantees made by the regionalcorpor~tions are backed primar

ily by state funds which the Legislature has appropriated to this program 
from the General Fund. These monies are transferred from the General 
Fund to the Small Business Expansion Fund, where they remain until 
allocated by the OSBD toloan guarantee accejuntsmaintainedfor each 
regional corporation, . ' . 

In the past, these guarantee accounts were maintained by the. State 
Treasurer. However, Ch 875/79 provided for the transfer of the accounts 
to lending institutions. designated by the regional corporations and . ap
proved by the state. This change. was made to increase investment earn
ings on the loangtiarantee accounts,and also to encourage the 
participation of barV<s in the program, by allowing a portion of the loan 
guarantee accounts'to be deposited with ~hem. The OSBD . and the re
gional corporations decided to consolidate the separate loan guarantee 
accounts into a singletrust to (1) maximize interest earnings, (2) central
ize management, and (3) minimize administrative costs. In 1981--82, a 
total of $11.0 million was transferred to tl;ris account. Regional corporations 
are permitted to use 25 percent of the mterest earned by the trust ac(!ount 
for administrative expenses,' technical .assistance, and direct loans. Other 
funds for administrative expenses are provided directly by the state, and 
from fees for loan. packaging and contracts with local governments. 

The funds in each corporation's guarantee account are used as. "collat
eral" for loans made by fmancial institutions to btisinesses.As loans are 
made, funds in the guarantee accounts become "encumbered," or held in. 
reserve until the loans are paid off. Current law requires that 100 percent 
of the gtiaranteed portion of the loan must beniaintainedin the account. 
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For example, if a business participating in the program borrows $100,000 
a guarantee is issued for 90 percent of the loan, and $90,000 initially must 
be set aside iIi the guarantee account. The funds are reserved to payoff 
the guaranteed portion of the loan in case of default by the borrower. As 
the loan is paid off, the amount that must be held in reserve also declines. 

Table 4 displays the amount of funds made available for loan guarantees. 
The department estimates that, as of June 30, 1983, a total of $16.9 million 
will be available for loart guarantees provided under this program. Most 
of this amount has been provided directly by allocations ·from the state 
General Fund. Between 1979-80 and 1982-83, General Fund appropria
tions provided $9.7 million for this program. The balance of the funding 
is accounted forby recoveries from loan defaults, earnings on investments 
and a one-time allocation from the Century Freeway Fund, which has 
been set aside specifically for businesses affected by construction of the 
Century Freeway.project in Los·Angeles. 

Table 4 also shows that the amount of funds reserved for loan guarantees 
has grown significant~y over the past f~)l~r years. The department estim.ates 
that these reserves will reach $16.3 million by the end of the current fiscal 
year. Since the state guarantees 90 percent of each lo~, the total face 
value of loans made under this program will be approximately $18.1 mil
lion by that date. 

Table 4 

Small Business Loan Guarantee Funds 

Actual 
1979-80 

1. Fund balance as of July 1........................................ $5,248 
2. Receipts 

a. General fund allocations ................ ........ ............ 1,300 
b. Century Freeway Fund ................................... . 
c. Recoveries form defaults.................................... 17 
d. Investment income ............................................ 472 
e. Total revenues...................................................... 1,789 

3. !!:xpenditUres 
a. Payment of defaUlts ............................................ 441 
b. Total expenses .............. ; ...................................... . 

4. Total funds available as of Jline 30 ...................... 6,595 
5. Reserves for guarantees outstanding .................. 4,070 
6. Designated reserves b .............................................. 2,033 
7. Unencumbered reserves ........................................ 492 

Actual 
1980-81 

$6,595 

2,300 
1,200 

933 
4,433 

404 

10,624 
6,993 
2,325 
1,306 

Actual Estimated 
1981'-82 1982-83 
$10,624 $14,216 

3,100 3,024 

148 3 
458 50 

3,706 3,077 

114 50 
114- 50-

14,216 16,895 
9,522 16,295 
2,517 
2,177 600 

_ Includes costs of maintaining loan guarantee accounts. 
b Includes loan reserves set aside for specific purposes or otherwise unavailable for loan guarantees. 

Unencumbered Funds Should Be Used to Offset General Fund Applopriatioils 
The budget proposes $3,023,000 in General Fund expendituresfar-~ 

84 to support the loan guarantee program. This is a decrease a£$l,tlO(lfrCJJll.. 
the amount appropriated for this purpose duringthecurren~at; 

As shown in Table 4, the regional corporations~ . .. \b year. 
with some unencumbered funds that are available for use in the following. 
year. In 1981-82, for example, nearly $2.2 iniIIi6nin foailgUa.rantee fund'S .. 
(or 15 percent of the total amount available) were ~at~emJ,_c.;", '" 
the fiscal year. For 1982-83, the office estimatesth.a.t:$600.000wi1l.be.. 
unencumbered. (These amounts do not in~anyaiauaz¢£deti@YW··. 
for specific purposes and projects or otherwise restricted fromgWi:rantee-
ing regular loans.) . 
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We believe that funds expected to be unencumbered at the end of the 
current year should be considered in evaluating the need for additional 
funds from the General Fund to support loan guarantees. Such funds 
should be used to reduce the amount appropriated from the General 
Fund. 

Size of the Program Relative to the 
Federal Small Business Administration Program 

Since the loan guarantee program was reorganized in 1977, a total of 
$12.4 . million has been transferred from the General Fund to the Small 
Business Expansion Fund to back loan guarantees on behalf of small busi
nesses. These funds, together with $5.8 million in interest earnings and 
other income received by the Small Business Expansion Fund, will be 
supporting an estimated $18.1 million in loans by the end of the current 
year. 

In contrast, the loan guarantee program of the federal Small Business 
Administration made approximately $172 million in loan guarantees in 
California in 1981-82-0r about 10 times the amount guaranteed under the 
state's program. 

Other Sources Needed to Support Loan Guarantee Program 
We recommend that the Legislature adopt supplemental language di

recting the Office of Small Business Development to study alternative 
sources of funds other than General Fund appropriations supporting the 
Loan Guarantee program~ and report its findings to the Legislature by 
March 1~ 1984. . 

Given current funding shortages and other pressing demands on the 
General Fund, it is unlikely that sufficient funds will be appropriated to 
satisfy the demand for loan guarantees under this program. It is likely that 
the program will continue to be small-and serve relatively few businesses 
-as long as it relies on the General Fund as its primary source of funding. 

For this reason, we believe that alternative methods of providing sup
port for the Loan Guarantee program should be explored. AccordIngly, 
we recommend that the Legislature direct the Office of Small Business 
Development to prepare a study of such alternatives and report its find
ings to the Legislature by March 1, 1984. This study should include a 
review of the following alternatives: 

• Current Regulations. The regulation most important in limiting the 
amount of loan guarantee authority is the 100 percent reserve re
quirement. Under present law, guarantee accounts must include an 
amount equal to the guaranteed portion of the loans. If the required 
amount were reduced to 50.percent, the total guarantee authority 
would double. Currently, the maximum amount of loan guarantees is 
limited to $18.8 million. Reducing the reserve requirement to 50 per
cent would increase the guarantee authority . to over $37 million; 
Changing the reserve requirement, however, could have a negative 
impact on the participation of financial institutions in this program. 
The Office of Small Business Development should consult with finan
cial institutions to determine the conditions under which a change of 
the reserve requirement could be made. 

• New Methods. The office should identify new methods that might 
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be established to provide loan guarantees. These might include the 
limited use of tax-exempt revenue bonds, a modified form of "small 
business participating debenture", loan insurance funds, and other 
types of instruments used to finance or guarantee loans for other 
purposes. 

• Relationship to Other Programs. A variety of other programs al
ready exist which provide direct loans, loan guarantees, and other 
types of financial assistance to small businesses. The loan guarantee 
program offered by the federal Small Business Administration is well 
known, but .others have also been esta~lished, including the Bl!sin,~ss 
and Industnal Development CorporatIon (BIDCO) and the Mmotlty 
Enterprise Small Business Industrial Development Corporations 
(MESBIDC). These programs also provide financial assistance to 
small businesses which have been unable to secure financing through 
conventional sources. Moreover, the statutes governing the program 
also permit the corporation to use BID CO, MESBIC, and other guar
antees as part of loan packages. We recommend that the OSBD study 
identify and compare the other existing programs which provide fi
nancial assistance to small businesses. Specifically, the study should 
examine how the resources of these programs could be used to lever
age those available under the OSBD Loan Guarantee program. 

To ensure that the department's study addresses these issues and is 
submitted in a timely manner, we recommend that the Legislature adopt 
the following supplemental report language: 

"The department shall study and report to the Legislature by March 1, 
1984, on alternative methods of providing support for the Small Business 
Loan Guarantee program. This study shall include an assessment of 
current regulations that limit the guarantee authority, methods of ac
cessing resources of other existing programs that provide financial assist
ance to small businesses, and new methods of securing funds for this 
program. In preparing this study, the department shall consult with 
financial institutiops, business organizations, and other agencies who are 
rlirectly involved in this program or similar programs that assist small 
or otherwise disadvantaged businesses." 

OTHER BUDGET ISSUES 

Technical Services Should Be Supported on A Full-Cost Basis 
We recommend that legislation be enacted to permit the De~ 

to charge fees for technical services. 
Our analysis indicates that a significant portion of DEBD's activities 

involve providing technical services and other forms of direct assistance 
that benefit specific local governments, businesses, and inmviduaIs:.Far. 
instance, the Office of Local Economic Development frequently provides . 
loan packaging and grant application assistance and he~~l-3Lm:ies 
establish economic development corporations. Similarfy;.- tha· Q.' eo. Qt.. 
Tourism helps local governments, tourist and convention bureaus, and 
other organizations establish tourist promotion programs int~~ 
munities. In addition, the Office of Business and Industrial Development 
provides specific businesses with site location information and oHier serv
ices. 

We believe that these kinds of services can and should. be wpporled.on. 
a full-cost basis by those who directly benefit from them. Presumably, 
some of these services otherwise would be provided by financial analyst 
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and economic development consultants in the private sector. We there
fore recommend that legislation be enacted allowing the department to 
charge fees for technical assistance and other services provided to specific 
agencies, businesses, and individuals. 

Foreign Travel Unjustified 
We recommend deletion of $~OOO requested for foreign travel because 

these activities are more. appropriately cO!1ducted or supported by the 
California State World Trade Commission. 

The budget proposes $9,000 for foreign travel, an amount equal to ap
proximately 10 percent of the department's travel budget. This amount 
would finance trips and trade missions to Japan, other points in the Far 
East, and Europe. These trips will be made to recruit foreign firms, repre
sent the state at international trade meetings, and develop business con
tacts abroad. 

Our anaiysis suggests that these activities are more appropriately con
ducted by the California State World Trade Commission, which the Legis
lature established last year to promote international trade, tourism, and 
development. Permitting two agencies to represent the state to foreign 
governments and businesses would result in an inefficient use of resources, 
and would also remove the incentive for the agencies to coordinate their 
activities. We also believe that it is important for the state to speak with 
one voice to foreign businessmen in these matters. 

The budget includes $463,000 to support the commission in 1983-84, and 
its statutory responsibilities specifically include representing the state 
before foreign governments, encouraging foreign business investment in 
California, and other activities related to international trade and tourist 
development. We anticipate that a significant part of the commission's 
budget will be allocated for foreign trade missions. 

If the Commission wishes to have Department staff represented in these 
activities, the costs of these trips should be borne by the Commission, 
rather than by the department. On this basis, we recommend deletion of 
$9,000 requested for foreign travel, for a corresponding savings to the 
General Fund. 
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Business, Transportation and Housing Agency 

CALIFORNIA INDUSTRIAL DEVELOPMENT FINANCING 
ADVISORY COMMISSION 

Item 2230 from the Industrial 
Development Fund Budget p. BTH 24 

Requested 1983-:-84 ......................................................................... . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

Requested increase (excluding amount 
for salary increases) $12,000 (+5.5 percent) 

Total recommended reduction ................................................... . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. External Consultant and Professional Services. Reduce item 

2230-001-215 by $40,000. Recommend deletion of funds be
cause financial analysis can be done in-house with positions 
authorized for this purpose. 

GENERAL PROGRAM STATEMENT 

$231,000 
219,000 
130,000 

$40,000 

Analysis 
page 
304 

The California Industrial Development Financing Advisory Commis
sion (CIDFAC) was created by Ch 1358/80 (AB 74) for the purFose of 
evaluating industrial development bonds (IDBs). IDBs are issued by local 
development authorities, and the proceeds are used to assist private busi
nesses construct or purchase industrial facilities which promote ecoJ}omic 
development. The commission is responsible for reviewing all proposed 
IDB issues to ensure that they comply with disclosure regulations, have 
proper security, .and satisfy specified public policy requirements., 

The commission consists of the State Treasurer, the State Controller, the 
Director of Finance, the Director of the Department of Business and 
Economic Development, and the CommissiQner of Corporations. It has a 
staff of four authorized positions for the current year, and its expenses are 
supported by fees charged on IDB issues. 

Since this program was enacted, approximately 50 applications for IDB 
financing have been received by the commission. These applications, if 
approved and issued, would provide tax-exempt bond financing of $147 
million for industrial development projects. As of December 1982, $49 
million of these bonds had been issued. 

ANALYSIS AND RECOMMENDATIONS 
The budget requests an appropriation of $231,000 from the Industrial 

Development Fund for support of the California Industrial Development 
Financing Advisory Commission in 1983-84. This is an increase of $12,000, 
or 5.5 percent, over estimated current-year expenditures. This increase 
will grow by the amount of any salary or staff benefit increases approved 
for the budget year. 

The net increase in the commission's budget is attributable to (1) an 
increase in total personal service costs ($72,000) due to a reduction in 
estimated salary savings, and (2) a corresponding reduction in internal 
consultants and professional services ($60,000). The budget reflects re-



304 /. BUSINESS; TRANSPORTATION AND HOUSING Item 2230 

CALIFORNIA INDUSTRIAL DEVELOPMENT FINANCING ADVISORY COMMIS-
SION-Continued· . 

duced salary savings because the commission plans to fill positions which 
have been vacant during part of 198~. Staff vacancies in the current 
year have required the commission to rely on the State Treasurer's Office 
for budget and management assistance. Since the commission will be fully 
staffed in lQ83-84, there will be less need for such assistance, and the 
budget accordingly shows a reduction of $60,000 for internal consultants 
and professional services. This reduction will offset part of the increase in 
personal services cost, leaving a net budget increase of $12,000. 

Authorization Increased for Industrial Development Bonds 
Chapter 1605, Statutes of 1982 (SB 1526) increased the amount of bonds 

which mar be issued from a maximum aggregate amoUht of $200 million 
to $250 million per calendar year. In addition, the act raised the maximum 
interest rate payable on the bonds from 10 to 12 percent. 

Commission Increases Service Fees 
Section 91533 of the Government Code authorizes the commission to 

charge fees to cover the expenses associated with reviewing industrial 
development bond applications. The commission originally established an 
application fee of$I,250 and a general fee of one-eighth of 1 percent of 
the face value of the bonds to be issued. This fee schedule, however, has 
failed to generate revenues sufficient to cover the commission's expenses. 
By 1981-82, the accuinulated deficit had reached $80,000. Consequently, 
the commission recently acted to increase the application fee to $2,500 and 
to increase the general fee to one-half of 1 percent of the total face value 
of bonds issued. TheJDBapplications received after January I, 1983 will 
be subject to the new fee schedule. According to documents provided by 
CIDFAC, revenues generated by the new fee schedule are expected to 
cover current operating expenses and repay the loans from the California 
Pollution Control Financing Authority which were used to cover operat
ing deficits in prior years. 

Financial Analysis Could Be Done In-House 
We recommend deletion of $40,000 requested for external consultants 

and professional services because financial analysis can be done in-house 
with positions authorized for this purpose. 

A primary responsibility of the commission is to assess the financial 
feasibility of projects requesting IDB financing. This involves reviewing 
financial statements, analyzing projected revenues and public penefits, 
and evaluating the proposed structure of financing. Twq positions (treas
ury program manager and assistant treasury program officer) are author
ized in the commission's budget to carry out these program 
responsibilities. 

Since the commission was established, these activities have been han
dled mostly by a private consultant, in part because one of the positions 
had not been filled. The budget proposes $40,000 for private consultants 
to continue this activity in 1983-84. The commission, however, has indicat
ed to us that it plans to fill all of its positions during 1983-84. We see no 
continuing need for consultants to do financial analysis of IDBs when the 
capabilities will be available in-house. Accordingly, we recommend dele
tion of $40,000 requested for external consultants and professional services. 

-----_.-------------
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Business, Transportation· and Housing Agency 

DEPARTMENT OF HOUSING AND COMMUNITY 
DEVELOPMENT 

Item 2240 from the General 
Fund and various funds Budget p. BTH 26 

Requested 1983-84 ...................................................................... , ... ~ $32,582,000 
Estimated 198W3 ......................................... ,.................................. 43,795,000 a 

Actual 1981-82 ....................................................... ;.......................... 33,820,000 
Requested decrease (excluding amount for salary 

incrtaases)$1l,213,000 (-26 percent) . 
Total recommended reduction .................................................... $1,354,000 

1983-84 FUNDING BY ITEM AND SOURCE 
Item Description 
2240-001'()()I-Support 
2240-001-245-Support 

2240-001-451-Support 

2240-001-635-Support 

2240-001-648-Support 

2240-001-925-Support 
2240-001-929-Support 

2240-001-9~upport . 
2240-001-938-Support 

2240-001-980--Support 

2240-101'()()I-Local Assistance 
2240-101-635-Local Assistance 

2240-101-92&-Local Assistance 
2240-101-927-Local Assistance 
2240-101-929-Local Assistance 

2240-101-9~Local Assistance 
2240-101-938-Local Assistance 

2240-101-942-Local Assistance 

2240-10l-980-Local Assistance 

2240-001-890-Support 
2240-101-890-Local Assistance 

Total 

Fund 
General 
MobUehome Parks Revolv
ing 
Mobilehome and Commer
cial Coach License Fee Ac
count, General 
Housing Predevelopment 
Loan 
Mobilehome-Manufactured 
Housing Revolving 
Land Purchase 
Housing Rehabilitation Loan 

Homeownership Assistance 
Rental Housing Construction 

Urban Housing Develop
ment Loan 
General 
Housing Predevelopment 
Loan 
Land Purchase 
Farmworker Housing Grant 
Housing Rehabilitation Loan 

Homeownership Assistance 
Rental Housing Construction 

Special Deposit-Office of 
Migrant Services 
Urban Housing Develop
mentLoan 
Federal Trust 
Federal Trust 

Amount 
$4,552,000 

1,812,000 

1,617,000 

182,000 

8,583,000 

37,000 
407,000 

218,000 
325,000 

77,000 

7,075,000 
1,590,000 

393,000 
(2,500,000) 

346,000 

512,000 
1,615,000 

800,000 

2,441,000 

(748,000) 
(39,107,000) 
$32,582,000 

a The total estimated expenditure for 1982-83 does not reflect the 2 percent unallotment directed by 
Executive Order D-I-83. 
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DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT-Continued 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Facilities Operations-Rent. Reduce by $9~OOO ($1~000 

from the General Fund in Item 2240-001-001 and $7~000 in 
various special funds). Recommend reduction to correct 
for overbudgeting. 

2. Equipment. Reduce by $~OOO ($1~OOO from the General 
Fund in Item 2240-001-001 and ~OOO in various special 
funds). Recommend reduction because proposed equip-
ment purchases have not been justified. 

3. Legislatively Mandated Reports. Reduce by $~OOO (Item 
2240-001-001 General Fund). Recommend reduction to 
eliminate funds for publication of information that can be 
provided on request. 

4. Factory-Built Housing Program. Reduce by $136,000 (Item 
2240-001-001 General Fund). Recommend that the pro
gram be made self-supporting by deleting General Fund 
support and increasing reimbursements in similar amount 
(no impact on current level of program). 

5. Employee Housinglnspection Program. Reduce by $411~000 
(Item 2240-001-001 General Fund). Recommend reduc
tion in General Fund support and corresponding increase in 
reimbursements to comply with legislative intent (no im-
pact on current level of program) . 

6. Rural Development Assistance Program. Reduce by $35~-
000 (Item 2240-001-001 General Fund). Recommend that 
(1) program be made self-supporting, by increasing reim
bursements by $357,000, (2) General Fund support for the 
program be deleted (no impact on current level of pro-
gram). 

7. Housing Rehabilitation Loan Fund. Recommend adoption 
of a control section transferring $321,000 in reported fund 
surplus to General Fund. 

8. Mobilehome artdCommercial Coach License Fee account. 
Recommend enactment of legislation revising fee schedule 
applicable to mobilehomesand commercial coaches. (Po-
tential additional VLF revenue: $9.7 million in 1983-84 and 
$19.6 million in 1984-:-85 and $7.2 million in General Fund 
savings in 1984-85). 

9. Local Mandate Program-Regional Housing Need Assess
ments. Reduce by $2~000 (Item 9680-101-001 General 
Fund). Recommend deletion of funding and repeal of 
mandate because mandated local activity can be performed 
by HCD staff. 

GENERAL PR.OGRAM STATEMENT 

Analysis 
page 
309 

310 

311 

312 

313 

314 

315 

318 

321 

. The Department of Housing and Community Development (HCD) has 
the following responsibilities: 

(1) To protect the public from inad,equate construction, manufacture, 
repair, or rehabilitation of buildings, particularly dwelling units; 

(2) To promote, provide and assist in the availability of safe, sanitary 
and affordable housing; 
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(3) '.To identify and define problems iIl housiIlg; and devise appropriate 
s,olutions to these problems. ..' 

The department carries out these responsibilities through four prO
grams: (1) Codes and Standards, (2). Community Affairs, (3)' Research and 
Policy D¢velopment, and (4) Adnlinistration. . 

The department has 565 authorized positions inthe current year. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes expenditures totaling $77,352,000. financed from 

various sources, iIicludiIlg federal funds and reimbursements, for support 
of the Department of Housing .and CommtmityDeyeIQpment(HCD) in 
1983-84. This is $8,537,000, or approximately 10 percent, less than estimat" 
ed current~year expenditures. ExcludiIlgfederal funds and reimburse
ments, expenditures in 1983,..84 are budgeted at $32,582,000, or .26 percent, 
less than estimated current-year expenditures. This, however, makes no 
allowance for the added cost of any salary or staff benefits increasesthat 
may be approved for the budget year .. 

Table 1 
Departrnent of Housing and Comrnunity. Developrnent 

Expendi.tures and Source ofe Funds, 
(dollars in thOusands) , 

Actual Estimated Proposed 
Program Expenditures 1981'-lJ2 1982,.83 1983-84 
Codes and Standards Program ............. . $1l,70~' $13,107 $13,~ . 
Community Affairs Program, ................. . 31~7 70,705 63,032 
Research .and Policy Development ..... . 1,702 2,077 940 
Administration.::., .................... , ... :: ............ . (2,770) (4,864) (4,087) 

~. --=: Administtation-:7undistrlbuted .............. . 
Total Exvenditures ...... : .. " ..................... . $44,884 $85,889 $77,3l?2 . 

Source of Funds 
General :Fund .~ ...... , ................ ; ................ ;. $12,764 
Farmworkei: Housing Grant Program.. -250 
Housing Predevelopment Loan Fund.. 1,86() 
Housing Rehabilitation Loan F.und ...... 831 
Mobilehome-Mimufachired Housing 

Revolving Fund.,.: .. :~.......................... 8,651 
Mobilehome Parks Revolving Fund .... 1,651 
Mobilehome and C9mmercial Coach, 

License Fee Account (General 
Fund) ...... ;............................................. 1,448 

Urban Housing' Development L6an 
Fund ...................................................... ~·. 2,087 

Rental Housing Construction Fund...... 4,420 
Hqmeownership Assistance ,Fund ........ 223 
Land Purchase Fimd .......... :..................... 129 
Office of Migrant" Services {\,ccount 

. Special Deposit Fund ............. : ...... .. 

Total State Funds .................................. $33,820 

Federal Trust Fund .................................. 6,695 
Reiniburserrients ............ , .......... '................. 3,369 

$44,884 

$13,934 
250 

2,176 
1,129, 

8,245 
1,710 

1,445 

2,836 
8,555 
2,309 

406 

800 
$43,795 

38;731 
3,363 

$85,889 

$lt,627 

I,m 
.753 

8,1585' 
1,812 

1,6i7 

2,518 
1,940 

730 
430 

i!OQ 
$32,582 

39,855 
. 4,915 

$77,352 

Change 
Amount Percent 

$273 2 
~7,673 -11 
-1,137 -55 
C--'777) -16 

-$8,537 -10 

-$2,307 -17 
-250 -100 
-404 -19 
-376 -33 

338 4 
102 6 

172 12 

-318 11 
.,....6,615 -77 
-1,579 -68 

24 6 

-$11,213 -26 

1,124 3 
1,552 46 ---"'-= 

-$8,537 -10 
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DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT-Continued 
Table 1 presents a summary of departmental expenditures, by program 

and funding source for the three-year period ending June 30, 1984. It 
shows that the proposed General Fund appropriations would finance 
about 16 percent of the department's expenditures in the budget. year. 
The department's 11 special funds would support approximately 25 per
cent of BCD's 1983-84 budget. Approximately 55 percent of the depart
ment's expenditures in the budget year will be federally funded. 

The department anticipates receiving federal funds totaling $39.8 mil
lion in 1983-'-84. Most of this funding ($25.6 million) is associated with the 
department's management of the Small Cities portion of the federal Com
munity Development Block Grant program. The HCD first asslimed state
wide management of the program in October 1982. Thus, 1983-84 will be 
the first full year in which the program is reflected in the budget for the 
department. 

Table 2 summarizes the significant changes reflected in the depart
nient'sproposed budget for 1983--84, iricludingchanges affecting the Gen
eral Fund, special funds, federal funds, and reimbursements. The table 
indicates that during the budget' .)'~ar, increa~ed expenditures a~e 
proposed from federal funds ($1.1 million) and relmburments ($1.5 mIl
lion), while reduced expenditures are proposed from the General Fund 
($2.3 million) and special funds ($8.9 million). 

Table 2 
Department of Housing and,Community Development 

Proposed 1983-84 Budget Changes 
(in thousands) 

Reim-
General" Special Federal bursements Total 

1982-83 Current Year Revised .................. . $13,934 $29,861 $38,731 $3;363 $85,889 
1. Program Changes 

State Operations 
SmaIl Cities CDBG-assistance grant 

technical .................................................. 120 120 
Century Freeway Housing Program ........ ·1,418 1,418 
Research & Policy Development-staff 

decrease ............................... : .................. -312 -312 
Legal staff decrease ...................................... -202 ' -202 
~dministrative Services staff decrease .... -,738 -738 

Local Assistance 
Urban loan fund augmentation deleted .. -500 -500 
Net reduction in loans and grants ............ -9,646 955 -8,691 
Onetime local mandate (Ch 1580/82) .... -725 -725 
Special appropriations terminated b ........ -51 -51 

2. Cost Changes 
Price increase ............................................ 221 443 49 134 847 

.. Prorata' increase ., .................. ; ................... 2m 2m --
1983-84 Proposed Program ........................ $11,627 $20,955 $39,855 $4,916 $77,352 

"E,stil!'ateod expenditures for 1982-83 does not reflect the 2 percent unallotment directed by Executive 
Order D-I-83. 

b cli 1154/79 and Ch,l035/81 
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Significant Augmentations 
1. Century Freeway Housing Replenishment Program. The budget 

proposes to continue the 26 additional positions administratively es
tablished to support the Century· Freeway Housing Replenishment 
Program in the current year, resulting in an increase of $1.4 million 
in reimbursements. 

2. Small Cities Community Development Block Grant Program. The 
budget proposes an additional $1 million in expenditures to be fi
nanced with federal funds, due to an anticipated increase in the 
federal allocation of CDBG funds to California. . 

Significant Reductions 
1. Staffing reductions. The budget proposes. eliminating 3 attorney 

positions, 10 positions in the Research and Policy Development Pro
gram, and 25 positions in the Administration Program, for a total 
General Fund reduction of approximately $1.2 million. 

2. Reduced 10callOlinand grant activity. In 1983-84, the budget plans 
anet reduction qf$8,691,OOO in the amount ofloans and grants award
ed, due principally to tq.e commitment of all n~mainiIig loan funds 
made available by Ch 1043/79. . . . 

Overbudgeting for Rent 
We recommenlia $94~fXJO reduction in the amount proposed for facilities 

operations to eliminate overbudgeting, for a savings of $l7,fXJO to the 
General Fund and $77,fXJO to various sp~cial funds.·. 

Table 3 shows the expenditures proposed by the department for facili
ties operations in 19~4~ As indicated in the bible; the budget proposes 
$968,000 for rent and $131,000 for the Department df General Services 
assessment charges for State Police and lease management services. The 
amount requested for facilities operations in 1983-84 represents a $23,000, 
or 2 percent, mcrease over current-year expenditure~ for this purpose. 
The proposed increase, however, is really larger than 2 percent because 
in the curren~ year,.HCD is vacating 6 ofits 24 statewide offices. Thus, 
actual expenditures III 1982-83 should be less. than the amount budgeted. 
Furthermore, in 19~, the department will occupy o~yl8 offices a~ross 
the state. '. 

Table 3 
HCD Facilities Operations 

Budget Summary 
. (in thousands) 

Estimated 
lfl82..:83 

Proposed 

Rent ................................................................... . 
Department of General Services ................. . 

State ·Police ................................................... . 
Building Rentals charge ............................ .. 
Space Management charge ....................... . 

8 For 24 offices. 
b For 18 offices. 

$946 8 

131 
(30) 
(51) 
~) 
$1,077 

1!J83..84 
$968b 

131 
(30) 
(51) 
~) 
$1,099 

Legislative 
Analyst's 
Estimate Difference 

$939 $28 
65 66 

(30) 
(13) (38) 
~) (28) 

$1,004 $94 
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DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT-Continued 

B2sed on a review of both the department's proposal and the records 
of the Space Management Division of the Department of General Services 
(SMD), we conclude that the amount proposed for HCD's facilities opera
tions in 1983-84 is overbudgeted by $94,000. 

First, our analysis indicates that 1983-84 rent is overbudgeted by approx
imat~ly $28,000. According to ~MD informatio~, HCD will be paying ap
proxunately $939,000 for office space rent m 1983-84.· The budget, 
however, is requesting $963,000, or $28,000 more than theSMD amount. 
Since these rental payments are made based on the SMD amount, we 
conclude that the department has overbudgeted for rent by $28,000. 

In addition, our review of the amount budgeted by HCD for Depart
ment of General Services assessments also indicates overbudgeting. Ac
cording to SMD, the "Building Rentals" charge, which is calculated in the 
"Price Book" as equal to 1.4 percent of the anilUal expenditures on leased 
space, will be approximately $13,000. This charge is ~ssessed by SMD as a 
mana.gement fee for handling the department's monthly rental payments 
and related monthly services. The SMD estimate is $38,000 less than the 
amount proposed for this purpose in the budget. In addition, our review 
of the "Space Management" charges, which are based on SMD billings to 
HCD, indicates that the amount budgeted for that purpose is overstated 
by approximately $28,000. These hourly-based charges are made for addi
tional SMD services such as space pl~g or office space modifications. 

In order to more accuratelyreflect the department's costs, we therefore 
recommend a $94,000 reduction in the amount budgeted for· facilities 
operations, for a savings of $17,000 to the General Fund and $77,000 to 
various special funds. 

Equipment Request Unjustified 
We recommend the deletion of $~OOO ($12lJOO from Item 2240-001-001 

and $54;000 from various special funds) to eliminate funding for equip
ment purcha$es that have not been justified, . 

The departJnent is requesting $66,000 for additional equipment in the 
budget year. This amount is $9,000, or 12 .... percent., less thah. estimated 
current-year expenditures for equipment, but $41,000, or 164. percent, 
greater than HCD's equipment related expenditures in 1981-82. 

The budget year request includes funds for microfilm reader-printers, 
cameras, several calculators,c,ppiers, and several typewriters. Some of the 
requested equipment is to replace existiIlg property; other items are addi
tions to the department's equipment inventory. 

Section 8651 of the State Administrative Manual requires agencies to 
maintain a record of all state equipment under its control. Furthermore, 
agencies must conduct equipment inventories periodically, according to 
agency needs, but no less often than once every three years. 

The HCD could not provide us with a current inventory of its equip
ment. Without a current master equipment inventory, we are unable to 
document the department's need for the additional equipment requested. 
Accordingly, we recommend a $66,000 reduction in the department's 
budget ($12,000 from Item 2240-001-001 and $54,000 from various special 
funds), on the basis that the need for additional equipment has not been 
established. 
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Discontinue Unnecessary Publications 
We recommend that three annual legislatively-mandated reports be 

discontinuedbecause (1) they do not serve a statewide interest and (2) the 
information they contain can be provided on reques~ for a General Fund 
savings of $2~OOO in Item 2240-001-001. 

Chapter 1632, Statutes of 1982, requires each agency to submit a list of 
publications it will produce during .1983-84 which are legislatively man
dated and which require in excess of 100 employee hours to prepare. 

Table 4 shows HCD's response to Chapter 1632, as well as both the 
department's and our recommendations regarding the continuation of 
these publications. 

Table 4 
1983-84 Legislatively-Mandated Publications Requiring 

Minimum of 100 Hours to Prepare 

Title and Description 
1. A Survey of Second Unit Ordinances 

in California -Evaluation of local im
plementation of state mandate (due 
January 1984) . 

2. Statewide Housing Plan-Biennial 
analysis of statewide housing activity 
(released December 1982). 

3. Farmworker Assistance Plan-Biennial 
summary of Farmworker Housing 
Grant Program (released December 
1982). 

4. Marks-Foran Annual Report-<iescrip
tion of mortgage bond sales pursuant 
to enabling legislation (due Feburary 
1983) 

5. California Housing Authority Activity 
Report-Sumrnary of total units, cli
ents, and financial status of local hous
ing authorites (last release: June 1982) 

6. Redevelopment Agency Activity Re
port-Summary of local agency activ
ity (last release: November 1982) 

7. The Housing Directory-Compendium 
of federal, state and local housing pro
grams (last release: May 1980) 

8. Annual HCD Report-Report of opera
tions and accomplishments of depart
ment and other state activity affecting 
housing 

9. Waterbed Use FeasibUity Study-One
time evaluation of safety of waterbeds 
in rental units (preliminary report due 
1983). 

Authority 

Ch.144O/82 
(SB 1534) 

Section 50408(c)" 
and 50452 Code. 

Sections 50408 
and 50517 

Section 37913 

Section 34328.1 

Sections 33080 
and 50460 

Section 50456 

Section 50408 (b) 

ACR 117 (1982) 

Estimated HCD 
Annual Recom-

Cost mendation 
$9,000 Proceed 

with report 

47,000 Continue 

15,000 Continue 

2,000 Continue 

12,000 Continue 

11,000 Continue 

23,000 Continue 

NA Discontinue 

10,000 b Proceed 
with report 

a All statutory references are to the California Health and Safety Code. 
b Payable out of private funds per legislative authorization. 

LAO 
Recom

mendation 
Proceed. 
with report 

Continue 

Continue 

Discontinue 

Discontinue 

Discontinue 

Continue 

Discontinue 

Proceed 
with report 

California Housing Authority Activity Report. Section 34328.1 of the 
Health and Safety Code requires each local housing authority to submit 

11-76610 
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a report on its activities and programs to HCD by October 1 of each year. 
The department aggregates this data and publishes a statewide summary. 
Publication of the statewide sllmmary, however, is notrequired by Section 
34328. 

Due to delays in receiving data from the local agencies, HCD. did not 
publish the report in 1981. 

Since there is no statutory mandate for HCD to publish this annual 
report, and since the information contained in it can be made available on 
request, we recommend that this report be discontinued for an annual 
General Fund savings of $12,000. 

Marks-Foran Annual Report. Section 37913 requires the department 
to publish annually a report describing mortgage bonds sales pursuant to 
the Marks-Foran Resiclential Rehabilitation Act of 1973. According to the 
department, only six or seven jurisdictions are actually selling bonds under 
the act. No reports on bond sales have been issued by the department to 
date; the first report is expected to be released in February 1983. 

Since only a small number of jurisdictions is participating in this pro
gram, an annual summary does not seem warranted or necessary. For this 
reason, we recommend the enactment oflegislation eliminating the annu
al reporting requirement contained in Sections 37100 and 37913 of the 
Health and Safety Code, for a General Fund savings of $2,000. 

Redevelopment Agency Activity Report. State law requires local rede
velopment agencies to submit annual activity reports to HCD but does not 
require HCD to publish this material. The department nevertheless annu-
ally publishes the submitted reports. . 

Since the information contained in these reports can be provided on 
request, we recommend that funding for publication of these reports be 
deleted, for a General Fund savings of $11,000. 

Make Factory-Bui!t Housing Inspection Program Self-Supporting 
We recommend a General Fund deletion of $13~OOO and a correspond

ing increase in reimbursements (Item 2240-001-001) in order to make the 
Factory-Built Housing Program self-supporting. 

Under Sections 19960-19997 of the Health and Safety Code, the depart
ment is responsible for regulating the design, manufacture, and installa
tion of factory-built housing. Factory-built housing principally includes 
residential buildings or units that are wholly or partially manufactured at 
a site other than the location at which they will be assembled. State law 
requires that all factory-built housing units sold or offered for sale by the 
initial installer obtain an. insignia of approval issued by HCD (or the local 
enforcement agency, when responsibility has been delegated by the de
partment). 

Section 19982 of the Health and Safety Code requires that HCD estab
lish a schedule of feel) for performing this function, such that the collected 
fee revenues "pay the costs incurred by the department for the work 
related to administration and enforcement" of the program. Currently the 
HCD requires manufacturers to pay these fees. 

Our analysis indicates that the fees being collected by HCD for this 
program are not covering the program's administrative and enforcement 
costs, as the Legislature intended. While the budget proposes $205,000 in 
expenditures under this program in 1983-84, it anticipates that only $69,-
000 in fee revenue will be collected. As a result, the General Fund is 
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subsidizing this program at a cost of $136,000. 
We find no compelling reason why the General Fund should be subsi

dizing this function, which primarily benefits manufacturers and sellers of 
factory-built housing. More in particular, however, continued subsidiza
tion of the program is inconsistent with legislative intent as reflected in 
the statutory requirement thatthe program be fee-supported. In order to 
ensure that the department complies with legislative intent, we recom
mend a General Fund deletion of $136,000 from Item 2240-001-001 and a 
corresponding increase in reimbursements. This reduction will not affect 
the current level of program activity provided the department increases 
fees to replace the General Fund support. 

Revise Fee Activity in the Employee Housing Program 
We recommend a General Fund deletion of $411,000 and a correspond

ing increase in reimbursements for the Employee Housing Program (Item 
2240-001-001) in order to ensure that the program is administered in ac
cordance with legislative intent (no impact on current level of program). 
We further recommend that legislation be enacted permitting thedepan
ment to recover the costs of enforcement and investigation from fines 
assessed against prosecuted violators (potential savings to the General 
Fund: $323,000). '--" 

The Employee Housing Progz....am in the Division of Codes and Standards 
is . responsible for enforcing mirii:IrnJm sanitary and safety standards in 
employee housing units and labor camps 'inth~ state that are occupied by 
five or more employees. Employee housing regtilations require operators 
of these units or camps to obtain annual operating periiUts;aud to comply 
with prescribed standards. Currently, 1,113 camps are registered under 
the state enforcement program. 

The California Labor Code permits local agencies to assume responsibil
ity for the statewide sanitary and safety regulations. Where a local agency 
has opted to enforce the standards, the department must annually monitor 
and evaluate the local enforcement effort. . 

The fees collected by the state under this program are deposited in the 
General Fund and used to offset the cost to the-General Fund of adminis
tering the program. 

In the 1979-80 Analysis of the Budget Bill, we noted that the department 
was not collecting sufficient revenue to cover the program's administra
tive and enforcement costs. Subsequently, the Legislature adopted lan
guage in the Supplemental Report of the 1979 Budget Act:, which stated 
that "It is the intent of the Legislature that the Employee Housing Inspec
tion program be of a self-supporting nature." In the 1981-82 Analysis,we 
recommended that all General Fund support for this program be deleted 
in order to reflect the intent of the Legislature, as reflected in the supple
mental report language two years earlier. 

In the 1981 Budget Act, the Legislature revised the funding for the 
Employee Housing Program. The act provided for increased fees to sup
port the program, permitting a $107,000 reduction in General Fund sup
port. In taking this action, the Legislature sought to restore the fundirig 
_ratio for the program to what it was in 1979-80: 58 percent General Fund 
support and 42 percent fee support. Since 1980-81, however, the General 
Fund share of program costs has increased significantly above the 58 
percent target, as depicted in Table 5. 

The budget proposes $979,000 in expenditures for this program during 
1983-84, only $195,000, or 20 percent, of which will be supported from fees 
collected by the department. 



314 / BUSINESS,TRANSPQRTATIONAND HOUSING Item 2240 . . , '. . , . . 

DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT....i..:Ccn1tinued 
TableS 

Department of Housing and. Community Development 
. Employee Housing. Program 

Budget Summary 
(doUarsih t~ousands) 

1976-77 ................ ; .................................................. . 
1977-78 ......................................................... : ......... . 
1978-79 ................................................. : ................. . 
1979-80 ...........•..............................•.... ; .................... . 
1980-81. ........ : ........................................................ ;: .. 
1981-82 ......... ; ...... , ...•. ; .•.... ; .... , ................. ; ............... . 
19~ (estiIllated) ..... , ............. ,.; .. , ................... . 
1983-84. (proposed)' .;; ..... ; ... : ..... ; .. ;.: ................. : ... . 

General 
Fmld 

$305 
238 
299 
188 
314 
694 
751 
784 

· Funding 

Fees 
$162 
154 
150'· 
1~9 

.. 250 . 
135 
195 

. 195. 

Total 
$467 
392 
449 
328 
564 
829 
946 
979 

Percentage 
General 

.. Fund 
65% 
61 
67 
58. 
56 
84 
79 
80 

Fees 
35% 
39 
33 
42 
44 
16 
21 
20 

Our review indicates thllt the department's fee collection practices are 
riot· adequate arid are unrespollsiveto . legislative policy directives.· 

The department reports th~t it is unable to set fees at a level sufficient 
to make the entire program self-supporting because (1) it is unable to 
asseSs fees for the cost of investigations conducted iriresponse to com
plaints filed, byemployee-rEisi<:!i:mts or local agenCies and (2) .it lacks au
thority tpcollectfines for infractions. .' . . '. .' . . i. ..... . . . 

If!. order to ensure that thedepartmentcoJi:tplies with legislative intent 
llf!.d policy iIi adrrllnistering the ExnployeeHousing prognim,we recom-mend: .... ... ............. . 

. 
1. The d. eletio.n .. Of. $411,000 in.' .Gene.ral FUIl-.d s.uppo. rt .. re .. qu.ested. i.n. It. em 

2240-001-00lanq. a: correspondil1g increaseir:!.· reimbur$ements .. This Gen-
eral Fund reduction would restore .the 58;42 General Fund-to-fe/:'lsllPport 
ratio established by. the Legislaf:l.Ire in the ·1981 Budget Act. This action 
would Il()faffecphecurrent program leveL . .' .......•. .' . 

2;. Tl1eenactment of legislation authorizirig ,the depl:4"tment to recover 
the costs of investigations fromfine~ imposed onviolatots of state Sanitary 
alid safety standards. This woq.ld permitthedepa;rtnmnt to increase fee 
revenues; sufficie:Qtlyto replace aU General Fund. support.· (potentially 
$373,(00) for the Employee Housirig Program~as intended by the Legisla-
tUre in 1979.· . '.. .... ..' . . 

. I " 

SupportRur~IAssistance program With ·FundsAcqui~ed. by:the Pr~gram 
We recornn1end' the deletion of Gen.eral Fund support and . a corre

sponding incre{lse in . reimbursements for .the Rural Development.Assist
ance Program in Item 2240-001-::001. becaus~.th.e'progranican be supported 
by reimbursements from' the localcommunities service~ for. a .General 
Fund savil)gs o.f$35~OOO (l)oimpact ojlcurrcnt levelofprogram). 

The.Ru. rainev. elopJ;Ile;nt Assist~nceProgr~~(RDAP)p:rovides techni
cal asslstanceand·.expertise to'rural cOffiffiuruties, to enable them to more 
effectively identify, apply, and compete for federal, state and private 
funds. The RDAP is thestate-ftmded successor to the Remote Rural Dem
onstration ProjeCt; a two-year federally~fimded program designed to pro
vide concentrated technical assistance to rural agencies in preparing grant 
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application. s.·' and imp. lementing· housing, public works,' and. economic de-
velopment programs. ....;. 

The demonstration project sought to build within the local communities 
the capacity at the local level to' continue the program after federal fund
ing was terminated. The federal Department of Housing and Urban De
velopment selected HCD toparticipateiri the 1977-1979 program in 
Modoc, Lassen, Siskiyou and Plumas Counties. The federal program was 
moved during the second year to Amador, Calaveras, Tuolumne, Alpine, 
Mono and Inyo Counties. . ..' . . 

When the federal projecttenninatedin 1979, 'H(:::D chose to continue 
the program. In 1982-83, the program, nowe!,~lus~vely sup:p9rte~ by~the 
General Fund, was moved to .. rural commuruties m Impenal,·Rlverslde, 
Del Norte, Humboldt, and Trinity .Counties... .'. .' 

Table 6 shows the total amount of federal; state .and private fun,ds 
secured by both the federal Remote Rural. Project and the staty-funded 
RDAP. . . 

Table 6 

California Rural' Development Assistance Program 
Support Expenditures and Amount of Fun~. Secured 

(in thousands) 

. Actual 
. 198fJ-81 . 

Support expenditures· ........................................................ ' . $507 
Total Funds Secured: .......................................................... ; ~5,7.38 

Actual 
1981-82 

$451 
.10,696 

Estimated 
1982-83 

$344 
8,000 

Proposed 
198/H14 

$357 
8,000 

As the table .shows, between 1980 and 1983 this program secured in 
excess of $34 million in additional funds for local.CaUfornia communities, 
at no cost to those jurisdictions benefitting from the program. The table 
also shows that support expendituresJortp.eprogram have averaged 
about three-to-four percent of the amol,lnts secured. 

Considering the magnitude. of th,e: :funds acquired for participating 
localities, it is not unreasonable to expect them to finance the costs of the 
program. Consequently, we see n:ocompelling·jus~fication for the'con
tinued General Fund subsidization of this program. As indicated above, 
current staff levels could be maintaineciif only 4 percent of the total 
amount acquired for support of the HDAP staff were used to fund the 
program. Funding support commitments from the local agencies served 
could be secured through intergovernmental contracts with HCD. 

In order to eliminate the General Fund subsidy to the RDAP, we recom
mend that reimbursements under Item 2240-OQ1~OOI be increased by 
$357,000 and that a corresponding ainountinappropriated funds bedelet
ed, fora General Fund savings of$357,000. The current level of the pro
gram would be unaffected by this acijoQ..We further recommend the 
adoption of Supplemental Report language directing the department to 
continue the Rural Development Assistance Program on a self-supporting 
basis, funded by reimbursements provided by those local jurisdictions 
served by the program. 

Transfer Surplus in Housing RehClbilitation Loan Fund to General Fund 
We recommend that the ufllillocated surplus of $321~fHJObe transferred 

from the Housing Rehabilitation Loan Fund to the General Fun~ effec
tive July 1~ 19~ because the departmentreports that these funds are not 
needed to support the program in 1983-84. 
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The Housing Rehabilitation Loan Fund provides low interest loans for 

the rehabilitation of housing for low and moderate income households. 
Loan commitments are made by HCD to local public agencies that, in 
turn, lend the funds to eligible property owners in the form of low interest 
deferred payment loans. Generally, the loans must be repaid (a) within 
five years or (b) when the property is sold or transferred, whichever 
comes first. Loan terms may be extended for additional five year periods, 
so long as the owner-occupant demonstrates an inability to repay the loan. 

Loans are repaid to the Housing Rehabilitation Loan Fund. Until July 
1, 1983, existing law provides fot all money in this revolving fund to be 
continuously appropriated to HCD. The department may use the money 
in the fund for additional loans to local entities and to meet the depart
ment's administrative expenses related to the program; 

The budget estimates that the fund will have $1,074,000 in resources 
available in 1983-84, $365,000, or 34 percent, of which will be derived from 
loan repayments. During the same period, the program anticipates exped
nitures totalling $753,000, consisting of $346,000 in new loans and $407,000 
in program administrative costs. . 

Table 7 shows the lending and repayment activity, as well as the interest 
earnings and administrative costs, associated with this program since 1978 
-79. The table shows. that loan repayments commenced in 1981-82, and 
that approximately 9 percent of the initial $12 million in loan funds avail
able through the program will have been repaid by the end of 1983-84. 

According to the budget, this program will have an unallocated surplus 
totalling $321,000 at the end of the budget year. This amount represents 
money in the Housing Rehabilitation Loan Fund that will be carried over 
into 1984-..:.85, according to HCD plans. . 

Table 7 
Department of Housing and Community Development 

Housing Rehabilitation Loan. Fund 
Program Funding History 

(dollars in thousands) 

Actual Actual Actual Actual &timated Proposed 
1978-,.79 1979-80 19lJO...81 1981-82 1982-83 1983-84 

Beginning Reserves: ................................ $2,000· $2;073 $lO,047 b $471 $896 $672 
Revenues: 

Loan Repayments ........................... . 190 555 365 
Interest Income ............................... . no 215 947 1,066 350 37 -- -- -- -_. 

Total Funds Available ............... ; $2,nO $2,288 $10,994 $1,727 $1,801 $1,074 
Expenditures: 

Administration ................................. . 
Loans Provided ................................ : 

$38 $75 $74 $309 $363 $407 
2,165 10,268 522 766 346 -- -- --

Total Expenditures ..................... . $38 $2,240 $10,342 $831 $1,129 $753 
Ending Reserves ..................................... . $2,072 $47 $652 $896 $672 $321 
(Carryover originally estimated in 

budget year) ..................................... . 
(Carryover estimated at mid-year) ... . (1,000) (5,143) (270) (68) (672) 

• Includes $2 million appropriation per Chapter 884/78. 
b Includes $10 million appropriation per Chapter 1043/80. 
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Since this $321,000 will not be needed in 1983-84, we see no reas()n to 
keep it in the Housing Rehabilitation Loan Fund. Instead, we recommend 
that the funds be transferred to the General Fund, in order to give the 
Legislature more fiscal flexibility in responding to critical needs in this or 
other program areas. 

As evidenced by Table 7, the department has almost consistently un
derestimated the amount of funds that will be carried over into the subse
quent fiscal year. Hence, some additional funds are likely to be available 
to support this program in 1984-85. 

The $321,000 could be transferred to the General Fund by adding a new 
control section to the Budget Bill, as follows: 

"Notwithstanding the provisions of Section 50661 of the Health and 
Safety Code, on the effective date of this act, the sum of $321,000 shall 
be transferred from the Housing Rehabilitation Loan Fund to the Gen
eral Fund." 

Century Freeway Housing Replacement Program: Progress Report 
Background. The Century Freeway Housing Replacement Program 

implements the Consent Decree which settled the Keith v. Volpe litiga
tion over a 17-mile freeway corridor from the Los Angeles International 
Airport to the City of Norwalk. The decree issued by the federal district 
court in September 1979 resulted from negotiations between the plaintiffs 
(mainly residents of the area) , .the Federal Highway Admini.stration, and 
the State Departments of Transportation (Caltrans) and Housing and 
Community Development. Under the decree, HCD, as the "lead agency," 
must develop and manage a comprehensive program of relocation, 
rehabilitation, and! or replacement of housing units which have been, or 
will be, displaced by the freeway construction. . . 

Originally, the decree required the replacement of 4,200 units within six 
to eight years. The decree, however, was revised in the fall of 1981. Under 
the amended decree, the housing replacement activity was modified so as 
to place a greater emphasis on new construction and the disposition of the 
units remaining in the corridor. In addition, the number of units to be 
replaced was reduced to 3,700. 

The amended decree ordered the creation of three distinct elements, 
or prongs, within the housing stock replacement program. The first prong 
involves the production of 1,025 units (rehabilitation or new construc
tion); the second prong calls for the rehabilitation or new construction of 
1,175 units; the third element provides $110 million to HCD, with instruc
tions to produce the maximum possible number of units with this amount 
of funding. The HCD staff estimates that approximately 1,500 units can be 
constructed with the $110 million, assuming that production commences 
within two years. 

Progress To Date. As ofJanuary 1983, HCD has initiated activity relat
ed to the first prong and the third prong ("$110 million program"). To 
date, approximately 40 units are complete and occupied. The department 
reports that it expects to complete an additional 600 units within the next 
six to eight months. 

Table 8 summarizes the funding and production history of the program. 
The table shows that through June 1982, the department had spent ap
proximately $7.1 million but had completed only six units. Furthermore, 
although program staffing tripled between 1979-80 and 1982-83, only 35 
units had been completed by December 1982. 
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Table 8 

Century Freeway Housing Replacement Program 
Activity Summary 

(dollars in thousands) 

Actual Actual Actual Estimated Proposed 
Resources Invested 1979-80 1980-81 1981-82 1982-83 1983-84 
Personnel 

Number ............................................ (21) (49) (49) (74) (74) 
Costs ................................................... $976 $2,274 $2,019 $3,594 $4,045 

Capital Outlay .................................... 435 1,458 60,800' 121,000 --
Total Resources .............................. $976 $2,709 $3,477 $64,394 $125,045 

Housing units produced ................ ,. 6 35' 1,640 

Estimated 
Total 

for Five-
year 

Period 

$12,908 
183,693 

$196,601 
2,356 

, As of December 1982, only 35 units were completed. The department reports it will complete a total 
of 710 units by June 30, 1983. . 

Additional Positions Requested. The budget requests 26 new positions 
and an additional $1.4 million for the Century Freeway Housing Replace
ment Program in 1983-84. These positions were administratively estab
lished during the current year, and the department is seeking permanent 
authorization to continue them. The additional staff is being sought to 
ensure that housing completio. n and clearance target dates imposed by the 
federal government and the amended Consent Decree are met. . 

The proposed expenditure is fully reimbursable from the State Highway 
Account in the State Transportation Fund through ongoing interagency 
agreements with Caltrans and the Federal Highway Administration. The 
funqing for the entire Century Freeway project, including the housing 
replacement program, is split between the federal and state highway 
funds such that the maximum federal contribution does not exceed 92 
percent of the total project costs. Similarly, the minimum cost to the state 
to support the project is 8 percent of total project costs. As indicated in 
Table 8, by the end of the 1983-84 fiscal year, project costs are expected 
to have reached $197 million, of which at least $15.8 million will have been 
paid ·from state funds. 

Reform Mobilehome Tax Inequities 
We recommend the enactment of legislation requiring that, effective 

July 19~ all mobilehomes~ manufactured housing, and commercial 
coaches currently subject to annual vehicle license fees be transferred to 
local property tax rolls upon resale (potentjal VLF revenue increase for 
local agencies of $9.7 million in 1983-84 and $19.6 million in 1984-85 and 
$7.2 million in General Fund savings beginning in 1984-85). 

Chapter 1149, Statutes of 1980, transferred all titling and registration 
responsibilities for mobilehomes, manufactured housing, and commercial 
coaches from the Department of Motor Vehicles to the Department of 
Housing and Community Development. Prior to this transfer, Chapter 
1180, Statutes of 1979, created a bifurcated system of property taxation for 
mobilehomes and manufactured housing. Generally: . 

(1) all units sold or transferred for the first time on or after July 1, 1980, 
or 
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(2) those units for which the annual vehicle license fees were not paid 
within 120 days of the due date 

are subject to local property taxation (LPT). Local county assessors are 
responsible for determining the assessed value, levying, and collecting the 
appropriate tax for these units. 

All other mobilehomes, manufactured housing and commercial coaches, 
with certain exceptions, are subject to annual vehicle license fees. The 
vehicle license fee is an assessment against mobilehomes, manufactured 
housing, and commercial coaches that is imposed in lieu of local property 
taxation. The HCD collects the vehicle license fees (VLF) along with 
annual registration fees, directly from the owners of mobilehomes, manu
factured housing, and commercial coaches. The VLF collections are de
posited into the Mobilehome and Commercial Coach License Fee 
Account. Registration fees are placed in the Mobilehome-Manufactured 
Housing Revolving Fund. 

Once the VLF are collected and deposited, the State Controller is re~ 
sponsible for apportioning these revenues to the local county assessors 
according to a schedule prepared by HCD that shows the number of 
VLF-paying units within each county. Approximately $27.2 million will be 
apportioned to the counties in the current year, arid $19 million is expect
ed to be apportioned in 1983-84. 

VLF Statutory Schedule Based on Fallacious Assumption 
Sections 18115 and 18115.5 of the Health and Safety Code specify the 

manner in which the VLF is assessed. The annual fee is calculated at 2 
percent of the adjusted "market value" of the unit. "Market value" is 
based on the original sales price of the mobilehome when first sold to a 
consumer as a new unit. The annual adjustment of the "market value~~ is 
determined by applying the depreciation schedule prescribed in Section 
18115.5 to the original sales price reported to HCD. The schedule thus sets 
a higher "market value" for the more recently purchased units (assessed 
at 85 percent in the first year) and a lower value for units sold for the first 
time several years ago (units sold more than 17 years ago are assessed at 
15 percent). This schedule is based on the implicit assumption that mobile
homes, manufactured housing, and commercial coaches depreciate in val
ue over time. Furthermore, the depreciation schedule-and thus the 
"market value" of a unit-is unaffected by a change in ownership. In 
effect, new owners "assume" the depreciation scale value applicable to 
the purchased unit. 

Our analysis indicates that the assumption underlying the system for 
taxing mobilehomes, manufactured housing, and commercial coaches
that these units depreciate in value over time-is fallacious. As a conse
quence, the current system results in state and local governments losing 
millions of dollars in VLF tax revenues annually. 

With the assistance of HCD staff, we examined a random selection of 
units that currently are registered with the department's Mobilehome 
Titling and Registration Program. These units are of varying ages, models, 
and dimensions. In each case, we compared the "market value" for each 
unit (as determined by applying the statutory schedule), with the ap
praised value for a unit meeting those specifications, as determined by 
1982 editions of the National Automobile Dealers' Association (NADA) 
Mobilehome ManuFactured Housing Appraisal Guide and by the Kelly 
Blue Book ManuFactured Housing and Mobilehome Guide (Blue Book). 
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Both of these publications were formally adopted by the Board of Equali
zation ill J anuaty 1983 as official appraisal guides for purposes of collecting 
other state taxes. 

In all but one case, our survey revealed that the NADA and Blue Book 
unit appraisals were higher than the "market value" assessed for the same 
units as determined by the statutory depreciation schedule. Some apprais
alssignificantly deviated from the statutorily-set value. In one case, the 
NADAvalue was nearly lO times the "market value," while the Blue Book 
value was 8 times higher than the statutory amount. 

Our analysis indicates that the principal reason for the substantial differ
ences between the public (statutory) and the private appraisals is the 
assumption built into the current statutory formula-that mobilehomes 
depreciate over time. Our survey and our discussions with HCD staff 
indicate the contrary-that mobilehomes, manufactured housing, and 
commercial coaches are appreciating in value. 

Fiscal Impact of the Current Schedule 
Our survey revealed that, on the average, the current statutory formula 

undervalues each unit by $13,110. If the "market value" for each of the 
estimated 400,000 units in California subject to the VLF were increased by 
$13,110, we estimate that an additional $lO5 million in annual VLF reve
nues could have been collected in calendar year 1982. The amount of 
revenue forgone in future years would depend on the future mobilehome 
rate of appreciation. 

In a report entitled "An Analysis of the Vehicle License Fee System for 
Mobilehomes, Manufactured Housing and Commercial Coaches," to be 
released simultaneously with the Analysis of the 1983-84 Budget BilL we 
provide an in-depth discussion of the problems associated with the current 
statutory formula associated with the current VLF structure. The report 
also describes five options for modifying or reforming the current system 
of VLF assessments, collections and apportionments. The options include 
reappraisals of units to more closely reflect the private market value, 
abandoning the original sales price as an indication or "base" for deter
mining market value for VLF purposes, alternative methods for triggering 
the reappraisals, and various alternatives for the allocation of the addition
al VLF revenues collected. All of the options would require enactment of 
new legislation. 

Based on our analysis, we recommend the enactment of legislation 
transfering all current VLF-paying units to the local property tax rolls 
upon resale. Under this option, effective July 1, 1983, the HCD staff would 
monitor and report these transfers to the State Controller and to local 
county tax assessors. Based on HCD's estimate of 74,000 transfers in 1981-
82, and assuming that local governments would reassess the transferred 
units up to the market values reported by NADA and the Blue Book, we 
estimate additional local property tax revenues to the local agencies of 
approximately $9.7 million in 1983-84 and $19.6 million in 1984-85. These 
additional LPT revenues would continue to increase as (1) the transferred 
units are reassessed at a rate up to 2 percent annually (inflationaryadjust
ment) and (2) more of the current VLF-paying units are transferred to 
the LPT system. 

Our analysis indicates that this option would also lead to savings in Gen
eral Fund costs in future years because a portion of these additional local 
tax revenues could be allocated for support of public schools. Barring any 
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other funding adjustments, to the extent that these revenues offset Gen
eral Fund subventions for local sGhool districts, there would be n:tajor 
savings to the General Fund. Based on the current formula under which 
approximately one-third of the existing VLF revenues from mobilehomes 
are allocated to local school districts, we estimate General Fund savings 
of approximately $7.2 million in 1984-85. These savings would also increase 
in future years, as more LPT revenues are derived from the transferred, 
and subsequently reassessed, Units. , 

In order to secure these additional revenues for local agencies and the 
General Fund savings, we recommend the enactment of legislation. re
quiring that, effective July 1983, all mobilehomes, manufactured housing, 
and commercial coaches currently subject to annual vehicle license fees 
be transferred to local property tax rolls upon resale. 

Mandated Local Program for Councils of Government (Regional Housing 
Needs) 

We recommend the repeal ofCOe Regional Housing Need Assessments 
mandate and the deletion of $2~000 in Item 9680-101-001 because this 
function can, be performed by HCD staff. 

The budget proposes an appropriation of $265,000 from the General 
Fund to reimburse some local "councils of government" for mandated 
costs associated with determining regional housing need assessments in 
1983--84. The $265,000 is shown under Item 2240, but is proposed to be 
appropriated under a new item 9680, in the General Government Section. 

Background. Existing law requires each city and county to design a 
"holising element" as part of its local general plan that addresses that 
community's "appropriate share" of the regional demand for housing. 
Chapter 1143, Statutes of 1980, mandates that each council of government 
(COG) calculate this "appropriate share" for each city and county within 
its jurisdiction, based on statewide housing need determinations by HCD. 
Prior to the enactment of Chapter 1143, HCD regulations permitted but 
did not require, each COG to prepare regional fair-share housing alloca
tion plans. 

On August 19, 1981, the state Board of Control determined that, based 
on test claims filed by 14 COGs, Chapter 1143 constituted a reimbursable 
mandate requiring the COGs to undertake a "new program". On October 
21, 1981, the board adopted "Parameters and Guidelines" for the COGs' 
claims limiting reimbursement to costs incurred on or after January 1, 
1981, for certain specified activities. 

The schedule of reimbursements approved by the board for the COGs 
claims is as follows: ' 
Year in Which 
Costs Incurred 
1980-81. ................................................................................................................................. , ................... . 
1981-82 ..................................................................................................................................................... . 
1982-83 ..................................................................................................................................................... . 
198:}:.84 (proposed) ....................................................................................................................... ; ....... . 

Total funding ................................................................................................................................. . 

Amount 
$88,335 
303,626 
332,679 
265,000 

$989,640 

Chapter 2675, Statutes of 1982, included approximately $725,000 to sat
isfy the COG's claims for the three fiscal years ending in 1982--83. The 
Department of Finance has estimated COG claims for 1983-84 at $265,000 
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and proposes that this amount be appropriated in Item 9680-101-001. 
Our review of this mandate indicates that: . 
1. The Mandate has not .been successfulin achieving its intended objec-

tives, and' . .. . ' . , . 
2. There is no analytical basis for determining if the benefits from· the 

mandate outweigh the costs associated with it. 
Compliance. In enacting Chapter 1143, the Legislature stated that the 

measure's intent was "to aSSl,lre the cities and counties will prepare and 
implement housingelementswhich .. '. will move toward attainment of 
the state housirig goal." . 

As of November 1982, only 113, or23 percent, of all localities in the state 
had adopted a housing element that fully complies with the requirements 
contained in Chapter 1143. (Prior to, the enactment of Chapter 1143, 
approximately 8 percent of· the localities had housing elements which 
HCDfoundi:n compliance with statutory requirements.) In addition, only 
13, Or 54 percent, of the. state COGs have prepared and adopted the 
regional housing allocation plans required by Chapter 1143. Since housing 
elements that comply with the statute must necessarily rely on informa
tion provided in the regional allocation· plan, the delays in adopting hous
ing elements can be attributed to the COGs' delays in adopting regional 
plans., . ' " 

Benefits. The benefits' that would result if COGs fully complied with 
the requirements ofChapt(';lrl143 are.not measurable. This is because the 
preparation of the regional plans and housing elements does not guaran
tee an increase in the amount of hou,sing available to low- and moderate
income faniilies. In fact, the COG allocations do not even determine each 
locality's"fair share" of total housing demand in the region because state 
law permits the localitytd revise its assigned allocation. As, a result, the 
COG assessments may not significantly alter locality-determined housing 
assessment. Thus,the,benefits from these mandatory reviews (which will 
be ongoing) are questionable. 

HCD StaFF Can PerForm Functjon~ Making the Mandate Unnecessary. 
The HCD staff currently pn~pares housing allocation plans for regions 
without aCOG. Since HCD also provides the preliminary data which the 
COGs use to make the regional, allocations, the department necessarily 
must evaluate housing needs and goals throughout the state. Hence, the 
staff technically is capable of preparing and revising the statewide infor
mation on an ongoing basis. Our analysis indicates that making funds 
available to the COGs to allocate the housing need to localities has (1) not 
provided sufficient incentive to some COGs to complete the task, (2) not 
achieved the express legislative intent of Chapter 1143, and (3) will result 
in increased, ongoing costs to the state without a clear identification of 
statewide benefits. 

Accordingly, we recommend the repeal of this mandate and the dele
tion of $265,000 from Item 9680-101-001. We further recommend that this 
function be assigned to HCD. 
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Business; Transportationartd Housing Agency 

CALIFORNIA tiOU.SINGFiNANCE AGENCY 

Item 2260 from the California 
Housing Finance Fund . . Budget p. BTH 39 

Requested 1983-M .~ ................ u, .. ; .......... :.: ........... , ............ ;.: .......... ($5,546,000) 
Estimated 198z...s3:.; .......... ~ ..... : ....• ~ .. , ........ : .. ; .......... ; ............................ 5,972,000 
Actual 1981-82 ........................ , ..... : ...................... , ........................... : .. , (5,459,000) a 

Requested decrease (excluding amount for salary 
increases) $426,000 (~7.1 percent) ., 

Total recommended reduction ................................. ; ................. . 
Recommendation pending ................................... : ...... , ................ . 

a Excludes one time loan repayment of $650,000, 

154,000 
$80,000 

SUMMARY OF MAJOR·ISSUES AND.RECOMMENDATIONS A;:;:iS 
1. Support Budget. Recommend that funding for support of, 325 

the agency be made subject. to 'legislative review and ap
proval through the annual budget process by (1) adding 
Item2260-oo1~501 to the Budget Bill and (2) amending cur-
rentstahites.. " . .. , , , . 

2. Rental Housing ConstruCfionProgram. Add Control Section 327 ' 
transfering $6:4 million in Unencumbered Funds to the 
General Fund. Recoriunend that agency use bond pro-
ceeds to accomplish purposes for which these funds were 
originallyappropdated, thereby· giving the Legislature 
more fiscal flexibility. " '.' 

3. Attorney General Fees; Reduce Item 2260-001-501 by $23,- 329 
000. Recommend reduction in funding for legal services to 
eliininateoverbudgeting.. ' 

4. Note Issuance Costs. Delete$131~OOO. from Item 2260-0f)1- 329 
501. J\ecommend deletion of funds requested for costs of 
note issuance becallse agency is. unable to document need 
for these funds: . 

5; Housing Bond Credit Committee. ' Withhold recommen-330 
dation on $80,000 budgeted for reviews by the committee, 
pending development and receipt of estimated charges to 
the agency. 

GENERAL PROGRAM STATEMENT 
The California Housing Finance Agency (CHF A) provides financing for 

the development and rehabilitation of housing primarily for the state's low 
and moderate income residents. Funding for its programs is derived from 
the sale of tax~exempt revenue bonds and notes, the proceeds from whiCh 
are used to (1) make direct loans to developers of multiple-unit housing 
or (2) provide loans and insurance through private lenders to low and 
moderate income households for the purchase and I or rehabilitation of 
homes in designated areas. Bond proceeds are deposited in the California 
Housin~ Finance Fund, and are continuously appropriated to the agency 
by SectIOn, 51000 of the Health and Safety Code. ., 
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Item 2260 

The agency's direct operating expenses are covered by a combination 
of service fees and interest earnings. 

Under the provisions of Section 51000, funding for the agency's support 
budget is not subject to budget act appropriation. In enacting the Budget 
Act of 1982, however, the Legislature included an item appropriating 
"funds in support of the agency's operating expenses. The 1983-84 Budget 
Bill proposes to restore the agency's plenary exemption from the annual 
budgetary review process, and allow the agency to adopt its own support 
budget without legislative review or approval. 

The agency is governed by an II-member board of directors, and has 
101 authorized positions in the current year. 
ANALYSIS AND RECOMMENDATIONS 

Section 50913 of the Health and Safety Code requires CHF A to submit 
to the Business, Transportation and Housing Agency, the Director of Fi
nance, and the Joint Legislative Budget Committee, on or before Decem
ber 1, a preliminary budget for the ensuing fiscal year. The agency's 
preliminary budget for 1983-84 proposes an expenditure of $5,546,000 
from the California Housing Finance Fund to support CHF A operating 
expenses in 1983-84. This amount is $426,000 less than estimated current
year expenditures, and represents a decrease of7:1 percent. The decrease, 
however, makes no allowance for the added costs of any salary or staff 
benefit increases which may be approved in 1983-84. 

Table 1 summarizes the agency's operating budget for the three-year 
period ending JUne 30, 1984. . . 

Table 1 
California Housing Finance Agency 

Support Budget 
(dollars in thousands) 

Actual Estimated Proposed Change 
Expenditure 1981-82 1982-83 1983-84 Amount Percent 
Personnel salaries .......................................... $2,445 $2,700 $2,783 $83 3.0 
Benefits ................................................... : ........ 674 816 877 61 7.5 -- --

Total Personal Services ,' ........................... $3,119 $3,516 $3,660 $144 4.0 
Operating Expenses and Equipment 
State administrative charges ...................... 229 219 250 31 14.1 
Inter-agency contracts ............. , .................... 45 42 30 .,..12 -30.0 
Consulting services 

General and audit.. .................................... 58 93 60 -33 -35.5 
Financial and legal .................................... 167 193 245 52 26.9 

Cost of bond and note issuance ................ 301 264 184 -60 -22.7 
General supplies and expense .................... 145 163 170 7 4.3 
Electronic data processing .......................... 145 220 145 -75 -34.1 
Travel .............................................................. 275 270 315 45 16.7 
Communications ............................................ 172 173 182 9 5.2 
Facilities operation ................ : ....................... 299 281 287 6 2.1 
Equipment .............. ; ....................................... 64 57 38 -19 -33.3 
Repayment of general advance ................ 650 
Earthquake insurance .................................. 373 400 250 -150 -37.5 
Housing Bond Credit Committee ............ 67 81 80 -1 -1.2 

Total Operating Expenses and Equip-
ment ...................................................... $2,990 $2,456 $2,236 -209 -8.5 

--
Total ExpendihJres .................................... $6,109 $5,972 $5,896 -$76 -1.3 
Reimbursements ........................................ $350 

Total Appropriation .................................. $6,109 $5,972 $5,546 -$426 -7.1 



Item 2260 BUSINESS, TRANSPORTATION AND HOUSING / 325 

As indicated in the table, the agency proposes an increase in personal 
services costs of $144,000, or 4 percent, over estimated current-year ex
penditure~ for this purpose. Operating expenses in 1983-84 are proposed 
at a level that is $209,000 below the current-year level. Agency staff reports 
that this decrease is principally the result of fewer planned note issuances 
( - $60,000), reduced data processing costs (-$75,000), and lower earth
quake insurance premiums due to a change in insurance carriers (-$150,-
000). 

Changes in the Support Budget 
The principal program change proposed by the agency is the net addi

tion of five positions reflecting a shift from multi-unit loan underwriting 
(terminate 15 positions) to single family unit lending, portfolio manage
ment, and property management (add 20 positions). In large part, the 
change in focus is made necessary by the discontinuation of federal Sec
tion 8 rental subsidies for new multi-family construction in 1982-83. In 
effect, this change in federal policy means that CHF A will he unable to 
finance any more new rental housing developments for persons with low 
or very low income. 

The shift in program emphasis from multi-family to single-family hous
ing is also a reflection of the fact that the state's authority to issue tax
exempt bonds to finance mortgages on single family housing units pursu
ant to the Federal Mortgage Bond Subsidy Tax Act of 1980 will lapse 
within the next 12 months. Effective January 1984, CHFA willno longer 
be able to issue revenue bonds thatare exempt from federal income tax 
for the purpose of financing mortgages on single family units. As a result, 
CHF A is accelerating the sale of tax-exempt bonds to finance single family 
units. 

In 1983-84, the agency plans to commence implementation of recent 
legislation, including the Interest Subsidy Program (per Chapter 320, Stat
utes of 1982), the Builder Buy-Down Single Family Mortgage Program 
(Chapter 1450, Statutes of 1982), and a. subordinated mortgage loan pro
gram (Chapter 1448, Statutes of 1982). 

Agency's Support Expenditures Should be Subject to Legislative Review 
Throughout the Budget Process 

We recommend that fun~ds needed to support the California Qousing 
Finance Agency be appropriated annually from the California Housing 
Finance Fund so as to assure legislative review and control of a"gency 
support expenditures as part of the state budget process. (Add Item 2260-
001-501 to the Budget Bill.) We further recommend that legislation be 
enacted to eliminate the agency's statutory exemption from the annual 
budgetary process. . 

Section 51000 of the Health and Safety Code exempts the HousingFi
nance Agency from the normal budgetary review and approval process to 
which all other state agencies are subject. Instead, the agency is merely 
required to submit annually by December 1 a preliminary budget for the 
ensuing fiscal year to the Business, Transportation and Housing Agency, 
the Department of Finance, and the Joint Legislative Budget Committee. 
This exemption originally was granted as a means to insure that decisions 
made by the staff. would not be influenced through the budget process. 
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As we recommended in the Analyst's June 1981 report and the Analysis 
of the 1982-83 Budget Bill, the Legislature added an item to the 1982 
Budget Bill appropriating funds to support the CHF A in 1982-83. In doing 
so, the Legislature reviewed the reasonableness of the support expendi
tures proposed by the agency, and in some cases made modifications to the 
proposed spending levels. There is no evidence to indicate that legislative 
review and approval of CHF A's operating budget for the current year has 
in any way impaired or interrupted agency activities. 

The Budget Bill does not include an item appropriating the funds for 
support of the CHF A in 198~4. Instead, the budget proposes to restore 
CHFA's exemption from the normal budgetary review process. 

Our analysis indicates that exempting the agency's support expendi
tures from legislative review and approval: 

1. Is unnecessary to protect the integrity of the agency's decisionmak
ing process, and 

2. Results in no outside check on the reasonableness of the agency's 
support budget. 

Lack of Fiscal Accountability Results in Inadequate Fiscal Performance. 
In the 1982-83 Analysis, we cited several examples of the shortcomings 

that appear to result from the absence of any outside fiscal controls. Specif
ically, we indicated that: 

1. The CHF A's staffing and salary levels were substantially above the 
average for other state agencies with comparable functions and 
workload. 

2. The CHFA's board did not adopt the 1981-82 budget until four 
months after the 1981-82 fiscal year had already begun. 

3. The preliminary budgets submitted to the Joint Legislative Budget 
Committee in past years lacked sufficient detail for in-depth analysis. 

4. The agency's support budget increased by 91 percent between 1977-
78 ($3,132,000) and 1982-83 ($5,972,000). 

Our review of the agency's activities indicates that these shortcomings 
could have been avoided or minimized if the agency's support budget 
were subject to more effective and efficient legislative review. 

Exemption From Normal Legislative Review and Approval is Unneces
sary to Protect the Agencys Integrity. The CHF A is by no means unique 
in terms of the type of program decisions it makes. Some other state 
agencies administer programs that are financed in whole or in part with 
the proceeds of bonds. Some state agencies undertake capital outlay pro
grams. Other state agencies are responsible for allocating significant 
arriounts of state and federal funds to specific projects. The budget for each 
of these agencies7 howeve~is subject to legislative review and approval 

Agency IJisregards Directive From the Legislature. The 1982 Budget 
Act includes a provision requiring the agency to give 30 days' notice to the 
Joint Legislative Budget Committee and chairs of the two fiscal commit
tees before establishing two accounting technician positions. The Legisla
ture added this provision to the bill because the agency had been unable 
to justify the positions during legislative hearings on the agency's budget. 

The agency has established not two, but three accounting technician 
positions. At the time this Analysis was proposed, the notification required 
by the Budget Act had not been received. 

The Agency's Preliminary Budget for 1983-84 is Excessive. The 
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agency's preliminary budget for 19~ provides for an increase of 19.5 
percent for general expenses and travel. In contrast, all other state agen
cies have been limited to a maximum increase of 5 percent for these items 
of expense in the budget year. . 

We believe the agency's performance in the past demonstrates the need 
for legislative oversight of its support expenditures. The CHF A's activities 
will now have an impact on the state's General Fund activities. 

Recent Legislation Makes Agency Programs Dependent on General 
Fund Support. Chapter 320/82 directs the agency to administer the new 
Interest Subsidy Program, which is intended to finance mortgages for 
qualified first-time homebuyers. The costs of this program, including the 
CHF A's administrative costs, will be financed with its proceeds from the 
sale of up to $200 million in state general obligation bonds. The interest on 
these bonds will be paid from the General Fund, not from the California 
Housing Finance Fund. 

Chapter 1450/82 (SB 1862) requires CHFA to manage the Homeowner 
Interest Reduction Assistance Program. This program provides reim
bursements to builders for advances ("buy-downs") made to lenders in 
order that lower-interest mortgages may be made available to qualified 
persons for the purchase of certain newly-constructed homes. The agency 
will request appropriations from the General Fund to satisfy these reim
bursement claims and relatedCHFA administrative expenses. These ap
propriations could run as high as $180 million. 

If the agency's support budget were to remain exempt from the regular 
budget review process, a bifurcated budget control system would result. 
The CHF A's administrative costs related to the new programs would be 
subject to budgetary review, while all other CHFA administrative costs 
would not be subject to such a review. Such a two-tiered system would be 
unwieldy. More importantly, it would make it difficult for the Legislature 
to control General Fund costs because it would not be able to review the 
full scope and funding of the agency's support operations. 

For the reasons given above, we conclude that restoring the agency's 
eyemption from legislative review is neither necessary nor,. considering 
the agency's history of fiscal accountability, is it advisable. Therefore, we 
recommend that the Legislature again appropriate funds to support the 
California Housing Finance Agency in the Budget Bill. Specifically we 
recommend that: . 

1. A new item-2260-001-50l-be added to the Budget Bill, appropriat
ing $5,392,000 for support of CHFA in 1983-84 (a reduction of $154,-
000 from the amount shown in the CHFA's preliminary budget). The 
basis for our recommended reductions is discussed later in this analy
sis. 

2. Legislation be enacted to amend Section 50913 and 51000 of the 
Health and Safety Code eliminating the CHFA's exemption from 
legislative review through the budget process. 

Return Unallocated Sum of $6.4 Million to General Fund 
We recommend the reversion of $6.4 million in disencumbered funds 

from the Rental Housing Construction Program to the General Fund 
because funding for future housing projects can be secured through the 
sale of CHFA revenue bonds. 

Chapter 1043, Statutes of 1979(AB 333), appropriated $82 million from 
the General Fund to the Rental Housing Construction Fund to finance the 
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production oflow and moderate cost housing. Approximately $37.5 million 
of this appropriation was set aside for rental housing developments fi-
naIlced by CHF A. . 

In the companion bill to the 1981 Budget Act, the Legislature reverted 
$6.5 million of the $37.5 million to the General Fund. This was done 
because the agency had failed to allocate these funds to specific projects. 

As a result, the total CHF A set-aside was reduced to $31 million. 
Since June 1980, CHF A has made funding commitments totaling $31 

million to 30 projects-the full amount of the agency's allocation. 
In November 1982, CHFA, in effect, refinanced its funding commit

ments by substituting the proceeds from its October 1982 revenue bond 
sale for the previously-committed appropriated funds. As a result, $23.8 
million in appropriated funds was released for reallocation· to other 
projects. 

Chapters 1377 and 1448, Statutes of 1982 appropriate $12.1 million of 
this $23.8 million to fund two new programs enacted by the Legislature 
during the 1982 session. These chapters imposed certain funding obliga
tions on all funds disencumbered between July and December 1982 in the 
Rental Housing Construction Fund. In addition, during December 1982, 
the agency reallocated approximately $5.3 million to 4 new projects. 
Consequently, approximately $6.4 million of the funds originally appro
priated from the General Fund remain unallocated. 

Table 2 summarizes activity related to the CHF A set-aside portion of the 
Rental Housing Construction Program (RHCP). 

Tabl.e 2 

California Housing Finance Agency 
Rental Housing Construction Fund 

Funding Commitment History a 

(in thousands) 

Activity 
1979-80 CHFAset-aside portion of appropriation ....................................................................... . 

First cycle funding commitments ................................................................. , ................. . 
1980-81 Second cycle funding commitments ................................................................. , ............ .. 
1981-82 Legislative reversion ........................................................................................................... . 
1982-83 Substitution of November 1982 bond proceeds .......................................................... .. 

Reserve for 1982 legislation ............................................................................................... . 
Reallocated funding commitments ................................................................................ .. 

Estimated unallocated balance subject to return to General Fund ...................... .. 

Amount 
$37,500 

-17,000 
-14,000 
-6,500 
23,800 

-12,100 
-5,300 

$6,400 

It would seem that, given the above, the $6.4 million with unencum
bered funds are not critical to the agency's programs. The agency can 
continue to promote the goals of Chapter 1043 aI1d provide financing for 
additional housing in California without using these funds through the sale 
of tax-exempt mortgage revenue bonds. Our review of agency bond sales 
in 1982-83 indicates that the rate at which the agency is selling bonds has 
increased significantly. During the first six months of the current year, the 
agency successfully issued approximately $350 million in bonds and notes. 
This volume exceeds the total bond sales in 1981-82 ($326 million), and 
represents 2Y2 times the amount of bond sales made in 1980-81. ($134 
million) 

We also note that the limitation on the agency's authority toissue bonds 
recently was raised by $350 million (Chapter 1441, Statutes of 1982). As a 
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result, CHF A may now issue up to $1.85 billion in bonds and notes. As of 
January 1983, the agency had approximately $1.2 billion, or 66 percent of 
its total authorization outstanding. This means that the agency may issue 
an additional· $630 million in bonds and notes. 

Our analysis indicates that a portion of the $630 million in unused bor
rowing authority could be used to achieve the purposes for which the $6.4 
million in unallocated RHCP funds were originally appropriated by the 
Legislature. In recognition of the fiscal constraints on the state's General 
Fund, and the restrictions that these constraints place on the Legislature 
in responding to high-priority state needs, we recommend th~t the $6.4 
million in the California Housing Finance Fund be reverted to the Gen
eral Fund. We further recommend that the agency be directed to use the 
proceeds from CHF A bond sales to accomplish the purposes for which 
these funds were appropriated. These recommendations can be imple
mented by: 

1. Adding a new control section to the Budget Bill, as follows: 
"Notwithstanding the provisions of Section 50740 of the Health and 
Safety Code, on the effective data of this act, the sum of $6.4 million 
shall be transferred from California Housing Finance Fund to the 
General Fund." . . 

2. Adopting supplemental report language, as follows: "The agency 
shall, in 1983-84, use $6.4 million out of the proceeds of its bond sales 
to finance developments under the Rental Housing Construction 
Program." 

Legal Services Overbudgeted 
We recommend a reduction of $23,000 in Item 2260-001-501 (if added to 

the Budget Bill) to eliminate overbudgeting for legal services. 
The CHF A budget includes $40,000 for legal services provided by the 

Department of Justice. The department bills the agency on. a monthly 
basis for bond counsel, legal opinion, and litigation-related services. 

The Department of Justice has notified state agencies that the 1983-84 
hcurly rate for his services will be $56.00. Thus, CHFA'srroposed level of 
expenditures would finance approximately 714 hours 0 legal assistance. 

The department however, indicates that it expects to bill the agency for 
300 hours of legal services in 1983-:84. Using the $56.00-per-hour rate, these 
services will cost the agency approximately $17,000, or $23,000 less than the 
amount budgeted by CHF A. 

The CHF A has not documented a need for a 100% increase in Attorney 
General services in 1983-84. Nor is the Department ofJustice aware of any 
reason why such an increase might be necessary. 

Furthermore, the Department of Finance staff has reviewed the Attor
ney General's estimate of 300 hours and agrees that it is reasonable. 

For these reasons, we recommend that the amount budgeted for legal 
services be reduced by $23,000 to eliminate overbudgeting. 

Contingency Budgeting 
We recommend the deletion of $131~OOO from Item 2260-001-501 (if 

added to the Budget Bill) because amount budgeted to cover the cost of 
issuing CHFA notes is excessive. 

The CHF A budget proposes to spend $184,000 in 1983-84 to cover mis
cellaneous costs associated with the issuance of CHF A notes. This amount 
is $80,000, or 30 percent, less than estimated current-year expenditures. 

---_._----_._------
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These costs include (1) charges by the California Debt Advisory Commis
sion for reviewing certain documents, (2) trustee fees, (3) bond counsel 
fees, (4) bond rating fees; and (5) printing and advertising expenses. 

The agency anticipated 4 note issuances during the current year and 
budgeted $264,000 to cover the costs of these is:m.ances. In January 1983, 
however, agency staff reported to the CHF A Board of Directors that only 
one note had been issued in 1982-83, and no additional issues were expect
ed during the balance of the year. As a result, the staff noted, only $50,000, 
or 19 percent of the amount budgeted for note issuance costs would be 
spent in the current year. 

Our analysis of the CHFA's proposal to spend $184,000 for two note 
issuances. in 1983-84 indicates that the proposed level of expenditures is 
excessive. The proposal assumes an average cost of $92,000 per issue: This 
represents a 40 percent increase over current-year costs. The basis for this 
assumption is that (1) bond counsel fees will increase by 20 percent; (2) 
trustee fees will increase by 25 percent; (3) there will be a 33 percent 
increase in printing costs, (4) in-bond rating fees will rise by 82 percent; 
and (5) there will be a 33 percent increase in advertising expenses. Given 
the general price increases anticipated by the Department of Finance in 
preparing the 1983-84 budget, these increases are clearly excessive. 

Accordingly, we recommend a deletion of $131,000 in the aIllount budg
eted under Item 2260-001-501 for costs associated with issuing notes, in 
order to limit the increase to what other state agencies are using-5 per
cent. 

Uncertainty in Review Costs 
We withhold recommendation on $80,000 budgeted for the Housing 

Bond Credit Committee, pending receipt of information justifying the 
amount the agency anticipates it will be charged for these services. 

The CHF A preliminary budget includes $80,000 for services to be pro
vided by the Housing Bond Credit Committee (HBCC). This amount is 
$1,000, or 1 percent, less than estimated current-year expenditures for this 
purpose. 

This five-member committee consists of the State Treasurer (chair
man), State Controller, Governor, Director of Finance, and CHFA Execu
tive Director. The HBCC staff consists of one half-time Executive 
Secretary. Existing law requires that, before it can issue any bonds, CHFA 
must submit to the HBCC a statement indicating the purposes for, and 
amount of, the proposed issuance. The HBCC is authorized to review the 
issue to insure that the state's credit would,not be subject to undue risk 
as a result of the issue. Toward this end, the committee may approve, 
disapprove, or modify the issue. 

The agency advises us that the $80,000 budgeted for the HBCC will pay 
the salary of the committee's executive secretary, as well as the operating 
expenses associated with that position. This is the only funding that will 
be provided to the HBCC. 

The agency was unable to justify the amount budgeted for the HBCC 
in 1983-84. We understand that no budget is prepared for the committee. 
Thus, it would appear that the agency is fully supporting the HBCC, but 
there are no budgetary-type controls over expenditures by the committee. 

Currently, the California Mortgage Bond Allocation Board and the Cali
fornia Debt Advisory Commission have similar bond-issue review func-
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tions. The State Treasurer, State Controller, and Director of FiI)ance are 
also members of these bodies. The Executive Secretary to the HBCC also 
serves as secretary to the Mortgage Bond Allocation Board. The sole 
source of funding for these two entities is application fees charged to the 
agencies that submit proposed bond issues for their review. 

Our analysis indicates that HBCC could be supported ona fee basis in 
the same manner as the board and the commission. We can find no sub
stantial difference in function between the HBCC and the other review 
boards to warrant a different funding arrangement. 

While we Fecognize that CHFA will incur some HBCC expenses in 
1983-84, we are unable to determine the magnitude of these expenditures 
because of the current HBCC funding arrangement. We therefore with
hold recommendation on $80,000 budgeted for the Housing Bond Credit 
Committee pending receipt of documentation justifying the amount the 
agency anticipates it will be charged for services provided by HBCC in 
1983-84. 

Business, Transportation and Housing Agency 

CALIFORNIA MORTGAGE BOND ALLOCATION COMMITTEE 

Item 2270 from the General 
Fund, Mortgage Bond Alloca
tion Fee Account Budget p. BTH 42 

Requested 1983-84 ......................................................................... . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

Requested increase (excluding amount 
for salary increases) $1,000 (7.0 percent) 

Total recommended reduction ...................... ; ............................ . 

GENERAL PROGRAM STATEMENT 

$15,000 
14,000 

None 

The California Mortgage Bond Allocation Committee (MBAC) was es
tablished by Ch. 1097/81, to administer the requirements of the Federal 
Mortgage Subsidy Bond Tax Act of 1981. The MBAC is responsible for 
allocating among state and local government entities the amount of tax
exempt mortgage revenue bonds that may be issued in California to fi
nance loans for owner-occupied housing. This allocation is necessary be
cause the federal government has imposed a ceiling on the amou,nt of such 
bonds that may be issued in anyone year. In addition, the MBAC certifies 
specific census tracts in the state as "areas of chronic economic distress"
a special mortgage financing designation prescribed by the 1980 federal 
legislation. 

The seven-member committee is composed of the State Treasurer 
(chairman), the Governor (or, in his absence, the Director of Finance) , 
the State Controller, the Director of the Department of Housing and 
Community Development, the Executive Director of the California Hous
ing Finance Agency, and two local government representatives. The com
mittee staff consists of one Executive Director. 
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ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 
The budget proposes an appropration of $15,000 from the Mortgage 

Bond Allocation Account in the General Fund for support of the commit
tee in 1983-84. This is the first appropriation to the MBAC requested in 
the Budget Bill since the committee was created in January 1982. The 
$15,000 request represents a $1,000, or 7 percent, increase over current
year expenditures. The current current-year expenditure authority of 
$14,000 was provided out of the 1982-83 Reserve for Contingencies or 
Emergencies. 

Our analysis indicates that the level of receipts and expenditures 
proposed for 1983-84 is probably overstated. The Federal Mortgage Sub
sidy Bond Tax Act of 1980 terminates the federal income tax exemption 
for interest earned on mortgage revenue bonds, effective January 1984. 
Therefore, under current law the MBAC will have no allocation function 
to perform after December 1983. To the extent that $14,000 represents the 
full-year costs of operating the MBAC in 1982-83, it is unlikely that $15,000 
will be required for six-months operation in 1983-84 (July to December 
1983). 

Since the committee is authorized to expend only those funds deposited 
in the Mortgage Bond Allocation Fee Account by MBAC, no action by the 
Legislature is needed to reflect a more realistic estimate of workload. 
Because of the reduced activity anticipated in 1983-84, the amount of 
resources available in the account probably will be less that the $15,000 
proposed. 

Business, Transportation, and Housing Agency 

DEPARTMENT OF INSURANCE 

Item 2290 from the Insurance 
Fund Budget p. BTH 42 

Requested 1983-84 .......................................................................... $16,686,000 a 

Estimated 1982-83............................................................................ 10,833,000 
Actual 1981-82 .................................................................................. 10,317,000 

Requested increase (excluding amount for salary 
increases) $5,853,000 (+54.0 percent) 

Total recommended reduction ............................ ........................ $590,000 

• Most of the increase is due to the fact that the budget appropriation nowincIudes funds previously 
budgeted separately as reimbursements. 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Support Budget. Reduce by $4~OOO. Recommend reduc

tion due to a pattern of overbudgeting in recent years. 
2. New Positions. Reduce by $~OOO. Recommend deletion 

of two positions that will not help reduce the backlog of 
applications. Further recommend that the department re-

Analysis 
page 

334 

335 
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port during budget hearings on staff needed to reduce li
cense application backlog. 

3. Data Processing Costs. Reduce by $5~000. Recommend 337 
reduction to eliminate overbudgeting. 

4. Travel Expenses. Reduce by $5~OOO. Recommend reduc- 337 
tion because the requested amount has not been justified. 

5. Rent. Reduce by $13~OOO. Recommend reduction because 337 
proposed space consolidation is not needed to achieve the 
department's program objectives and will unnecessarily in
crease costs. 

,6. Training. Reduce by. $9,000. Recommend reduction be- 338 
cause augmentation has not been justified. 

GENERAL PROGRAM STATEMENT 
Insurance is the only interstate business which is entirely regulated by 

the states, rather than by the federal government. As a California industry, 
its worth, in terms of direct premiums written in the state, is estimated 
at approximately $22 billion. 

The Department of Insurance is responsible for regulating the activities 
of insurance and title companies, as well as insurance agents and brokers, 
in order to protect insurance policyholders. Currently, there are 1,100 
insurers licensed to do business in California. 

To perform its mission, the department administers a Regulation pro
gram with two elements. The Regulation of Insurance Companies ele
ment includes: (1) the company consumer services component, which 
processes inquiries and complaints from the public regarding the actions 
of insurance companies; and (2) the general regulation component, which 
conducts field examinations and rating examinations of insurers at least 
once every five years. 

The Regulation of Insurance Producers element includes: (1) the pro
ducer licensing component, which reviews applicants' qualifications, con
ducts license examinations, and issues and renews licenses; and (2) the 
producer compliance component, which investigates complaints concern
ing insurance agents and brokers. 

The department investigates insurance fraud under the Fraud Control 
program. It also administers the Tax Collection program which collects 
premium, retaliatory, and surplus line broker taxes from insurance compa~ 
nies. 

The department is administered by the Insurance Commissioner, who 
is appointed by the Governor. The department maintains headquarters'ia 
San Francisco, and branch facilities in Los Angeles, San Diego and Sacra
mento. It has 404.1 authorized positions in the current year. 

ANALYSIS AND RECOMMENDATIONS 
The budget requests an appropriation of $16,686;OOOfmm thelnsunmce 

Fund for support of the Department of Insurance in 1983:-84. The 
proposed appropriation represents an increaseof$S,85:J,.9Q0,or~pereent'; . 
over estimated current-year expenditures net·ofreiinbu;rsements.. 'l'l»&-. 
amount will increase further if any salary or staffoenent increases are 
approved for the budget year. 

The presentation of the department's budget hasbeen.e~~ - -
cantly by recently enacted legislation. As a result, a si.mple comparison of 
expenditures in the current and budget yean if1'l6!~~ 

Chapter 722, Statutes of 1982 (AB 1797), makes the Insurance- Fund 
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directly responsible for 100 percent of the department's support costs in 
fiscal years 1983-84 through 1985-86. Currently, all revenues collected by 
the department (primarily license fees and examination fees) are depos
ited initially in the Insurance Fund. The balance remaining after author
ized refunds have been made is then transferred to the General Fund. The 
department's budget is supported by an annual General Fund appropria
tion, as well as by reimbursements from insurers. 

Chapter 722 requires that all department receipts, except fines and 
penalties, be deposited in and retained by the Insurance Fund, rather than 
be transferred to the General Fund as they are now. (Fines and penalties, 
however, will continue to be transferred to the General Fund.) As a result, 
the department's support appropriation is no longer supplemented by 
reimbursements. Instead, an amount equal to these reimbursements is 
reflected directly in the ~upport appropriation. 

If the 1982-83 and 1983-84 budgets are put on a comparable basis by 
subtracting from the 1983-84 request an amount equal to anticipated 
reimbursements, the department's net request would be $11,756,000, or 
8.5 percent more than estimated current-year expenditures. This increase 
is due primarily to (a) an increase in facilities operating expenses, (b) 
added staff requested to accommodate an increase in the enforcement 
workload of the Bureau of Fraudulent Claims, and (c) adjustments need
ed to reflect the higher prices that the department must pay. 

Expenditures and staffing for the department's programs in the prior, 
current and budget years are displayed in Table l. 

Table 1 
Department of Insurance 

Expenditure and Staffing Data 
(dollars in thousands) 

Actual 1981-82 Estimated.l982-83 
Personnel- Expendi- Personnel- Expendi-

Program Years lures Years lures 
1. Regulation 

a. Regulation of insurance compa-
nies ................................................... 191.5 $10,791 197.3 $11,147 

b. Regulation of insurance produc-
ers .................................................... 121.3 3,867 116.0 3,738 

2: Fraud Control .................................... 12.0 504 13.0 522 
3. Tax Collection and Audit ................ 3.0 113.0 5.0 137 
4. Administration (prorated to other 

programs) ............................................ (53:2) (3,215) (62.0) (3,493) 

Totals ....................................... ; ............ 381.0 $15,275 393.3 a $15,544 
Reimbursements ................................ -4,958 -4,711 

Net Totals ............................................ $10,317 $10,833 b 

Proposed 19!J3-./J4 
Personnel- &pendi-

Years lures 

187.4 $11,753 

117.4 4,026 
20.0 769 
5.0 138 

(62.0) (3,841) 

391.8 $16,686 

$16,686 

a The department is currently authorized 404.1 positions. 
b Estimated expenditures for 1982-83 do not reflect the two-percent unallotment directed by Executive 

Order D-1-83. 

Pattern of Overbudgeting in Support Budget 
We recommend deletion of $4~OOO to correct for overbudgeting and 

recognize efficiencies in departmental operations. 
Our review of spending by the department in recent years has identi-
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fied a significant increase in the amount of the department's appropriation 
that remains unexpended at year-end. Table 2 identifies the year-end 
unexpended balances for the department for each of the last four years. 

Budget Act Appropriation .......... .. 
Amount Reverted .......................... .. 
Percent of Appropriation ............ .. 

Table 2 

Department of Insurance 
Unencumbered Balances 

1978-79 to 1981-82 

1978-79 
$7,765,000 

214,000' 
2.8% 

Actual 
1979-80 
$7,679,000 

117,OOOb 
1.5% 

1980-81 
$8,818,000 

575,000 
6.5% 

1981-82 
$9,986,000 

519,000 0 

5.2% 

a Excludes reductions for personal services and operating expenses of $391,000 per Control Sections 27.1 
and 27.2 of the 1978 Budget Act. 

b Excludes reduction of $85,000 per Control Section 27.2 of the 1979 Budget Act. 
o Excludes reduction for travel of $52,000 per Section 27.1 of the 1981 Budget Act, and savings of $56,000 

resulting from Executive Order B97-82. 

Table 2 shows that the amount unexpended at year-end was $575,000 in 
1980-81, or 6.5 percent of the department's appropriation, and $519,000 in 
1981-82, or 5.2 percent of the department's appropriation. In contrast, 
during the period 1974-75 to 1979-80, the department reverted an average 
of only 2.5 percent of its appropriation each year. 

The department indicates that the increase in reversions during the past 
two years can be attributed to efficiencies realized in department operat
ing procedures. These efficiencies, however, are not reflected in the de
partment's budget for 1983-84. As a result, we anticipate that the 
department will continue to revert funds at the end of 1983-84 at about 
the same rate as in the two prior years. . 

To assure that the appropriation for the department is the minimum 
amount needed to support adequately the department's programs, we 
recommend that the department's proposed appropriation for 1983-84 be 
reduced by 3.4 percent, or $400,000. This represents the difference 
between the average annual percent of the department's appropriation 
reverted during the period 1974-75 to 1979-80 (2.5 percent) and the aver
age annual percent reverted during the period 1980-81 to 1981-82 (5.9 
percent). This would bring the department's anticipated reversions at the 
end of 1983-84 in line with the level of reversions prior to 1980-81. 

New Positions Would Not Help Reduce tl1e Applications Backlog 
We recommeIJd a reduction of $63,000 and two positions because these 

positions would not help reduce the size of the department's application 
backlog. We further recommend that the department report during 
budget hearings on the staffing levels needed to process incoming applica
tions on a timely basis and reduce the size of the current application 
backlo~ and of the costs associated with any additional staffing require
ments. 

The Corporate Affairs Bureau in the department's Legal Division is 
charged with reviewing applications from insurance companies for certifi
cates of authority to do business in California. Currently, the bureau is 
authorized one staff counsel III, five staff counsel II, one staff counsel I, 
two staff counsel positions, .and two legal assistants. Total estimated cur
rent-year expenditures for salaries and wages in the bureau are $395,000. 
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In recent years, the department has experienced a significant increase 
in the number of applications for insurance company certificates. Table 3 
shows the number of applications received, processed, and awaiting de
partment action. 

Table 3 

Department of Insurance 
Corporate Affairs Bureau Workload 

1976-77 through 1982-83 

Actual Status of 
Applications 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 
Received ..................................... . 52 51 54 80 84 166 
Processed ................................... . 44 58 57 52 90 121 
Pending ....................................... . 100 a 91 81 116 110 155 

a Includes 92 applications carried over from the prior year. 
b Based on 100 applications received by the Bureau from July to December 1982. 
c Based on 84 applications processed by the Bureau from July to December 1982. 

Estimated 
1982-83 

200 b 

168 c 

171 

Table 3 shows that the number of applications received by the depart
ment was relatively stable until 1979-80, when it increased by 48 percent 
over the 1978-79 level. For 1982-83, the department projects that the 
number 6f applications received will be 200, or 270 percent more than the 
number received in 1978-79. 

Our review indicates that the bureau always has had a sizeable backlog. 
In 1981-82, the department processed 45 fewer applications than it re
ceived; causing its year-end backlog to increase from llO to 155. The 
bureau estimates that it will process 32 fewer applications than it receives 
in the current year, increasing the number of insurers awaiting certifica
tion by the department to 171 on June 30, 1983. 

To reduce the size of this backlog, the budget proposes two legal assist
ant positions at a cost of $63,000. The department indicates that processing 
an application requires review by legal staff, primarily because the license 
is issued based on the review and approval of rates, policies, and potential 
for continued financial viability. Legal assistants verify that all required 
documentation has been submitted by the insurer for review by depart
ment legal staff. 

Our review indicates that the bureau currently has a sufficient number 
of legal assistants authorized to verify that required documentation has 
been submitted for all applications received. As a result, we conclude that 
the two legal assistant positions would be of little value in reducing the size 
of the bureau's backlog. We recommend, therefore, that these positions be 
deleted for a reduction of $63,000. 

The large and growing backlog of applications indicates that the bureau 
does not have sufficient legal staff to process applications in a timely 
manrier. Consequently, we recommend that during budget hearings, the 
department report to the Legislature on (1) the additional permanent 
positions needed to process the current rate of applications on a timely 
basis, and (2) the number of temporary positions needed to reduce the 
size of the current backlog, and the costs associated with any additional 
positions needed. 
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Data Processing Costs Overbudgeted 
We recommend a reduction of $5~OOO to correct overbudgeting for data 

processing costs. 
The budget proposes an expenditure of $472,000 for the Department of 

Insurance's data processing activities in 1983c-84. The department, howev
er, identifies total data processing cost requirements of $420,000 consisting 
of $374,726 for the Teale Data Center, $20,704 for microfilm, $22,070 for 
maintenance-related expenses for its Data General and Four-Phase com
puters, and $2,500 for a key entry renewal contract. The department is 
unable to explain the $52,000 difference between the amount requested 
in the budget and the funding level detailed in its supporting budget data. 
On this basis, we recommend a reduction of $52,000 in the departmenfs 
budget. 

Reduce Travel Budget 
We recommend a reduction of$5~OOO from the department's request for 

in-state and out-oE-state travel expenses because the department's request 
has not been adequately justified. 

The department is requesting $630,000 for travel-related expenses in 
1983-84, of which $337,000 is for in~state travel and $293,000 is for out-of
state travel. 

The department has not submitted documentation to the. Legislature 
that justifies its in-state travel request. In support of its out-of-state travel 
request, the department has submitted its 1982-83 Department of Fi
nance-approved travel plan for the six-month period July 1982 to January 
1983. 

The State Administrative Manual (SAM) requires all departments re
questing funds for out-of-state travel to submit a travel plan that identifies 
(1) the destination or general geographic area of intended travel, (2) the 
class title for those staff scheduled to travel, (3) the number of travel days, 
(4) the total number of department staff on travel, by class, (5) past-year 
actual and current-year estimated travel costs, and (6) ajustification of the 
type of travel planned and the benefits to be derived by the state from that 
travel. 

The six-month travel plari submitted by the department does not fulfill 
the requirement set forth in the SAM. It identifies travel destination as 
"nationwide," the number of travel days as "continuous" or "unknown," 
and the number of department staff on travel as "varies." Furthermore, 
the plan identifies the purpose of many requested out-of-state trips in 
general terms, without linking the requested travel to the benefits to be 
derived to the state. . ' 

In sum, the department has not provided the' Legislature with the 
information it needs to assess the department's travel budget. Because the 
department is unable to justify the proposed budget increase for in.:state 
and out-of-state travel, we recommend that the budget be' reduced by 
$53,000. This would leave an amount in the budget equal to what the 
department actually spent on travel in 1981-82 ($577,000). 

Facilities Operations Costs Overbudgeted 
We recommend a reduction of$13~OOO requested for rental costs because 

the justification fora proposed consolidation of office space is .not ade
quate. 

The budget proposes $890,000 for facilities operations in 1983-84. This 
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amount is $191,000, or 27 percent, more than estimated current-year facil
ity operations expenses. 

Costs for Lease Renegotiation Justified. Of the amount requested, 
$437,204 is for rental of the department's Los Angeles office. Included in 
this amount is an augmentation of $173,000 to accommodate a rent in
crease. The Department of General Services (DGS) indicates that the 
department leases 22,515 square feet at its Los Angeles location, with the 
lease on 17,765 square feet due to expire on August 31,1983. The depart
ment'smonthly rent currently is 69 cents per square foot for the 17,765 
square feet subject to lease renegotiation. Our analysis indicates that the 
proposed augmentation is justified. 

Space Consolidation Not Justified. In addition, the department pro
poses to vacate 1,195 square feet of leased space at another Los Angeles 
site that it currently uses for the administration of insurance agent licens
ingexaminations. It proposes to· transfer that function to a similar amount 
of space to be leased in the building which houses its other headquarters 
offices. 

The department currently is paying $717.35 per month, or $8,608 annu
ally, for the space in which the licensing examinations are now adminis
tered. Moving the examination site would increase annual rental costs to 
$1,793 per month, or $21,516 per year, based on the renegotiated cost of 
$1.50 per square foot. Thus, the proposed move would increase the depart
ment's rental costs by $12,902 annuallr' The lease for the department's 
examination site does not expire unti June 30, 1984. The department, 
therefore, does not have to move its licensing examination activities from 
the existing location in the budget year. Furthermore, for the period July 
1984 to September 1986, the department acknowledges that it could 
renegotiate the lease at its current location at a cost per-square-foot below 
what it would have to pay if it moved its examination site to the Los 
Angeles headquarters offices. 

Our analysis indi~ates that the department's planned move from its 
current examination site would result in unnecessary additional costs. The 
DGS's Downtown Los Angeles Facilities Plan indicates that both the de
partment's examination and headquarters locations are to be consolidated 
in a new state office building, which will be available for occupancy by 
September 31, 1986. There is no immediate need to consolidate these 
functions in advance of that date. The consolidation proposal contained in 
the budget, however, would require the examination function to be 
moved twice within a 2-3 year period, and would increase costs for leased 
space during the interim. For these reasons, we recommend a reduction 
of $13,OQO in the department's budget request for facilities operations. 

Training Funds Overb",dgeted . 
We recommend a reduction of $~OOO because the department has not 

been abJe to document the need for additionaJ training funds. 
The budget proposes expenditures of$55;000 for staff training in 1983-

84. Based on actual expenditures of $23,000 for the first six months of the 
current year, we estimate that the department will spend $46,000 for 
training in 1982--83. Most of the department's training involves EDP train
ing of examiners, and advanced course work in the business of insurance 
for examiners and property-casualty appraisers. 

The proposed training budget reflects a $9,000 augmentation over es-
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timated current-year expenditures. The department advises that its 1983-
84 training plan essentially is the same as its plan for 1982-83, except for 
the addition of certain management training courses required by the 
Department of Personnel Administration (DPA). The Department of 
Insurance indicates it can provide the additional DPA-required courses 
with in-house staff at no additional cost. The department has not identified 
any additional training activities to be funded by the $9,000 augmentation. 
Accordingly, we recommend a reduction of$9,OOO. 

Business, Transportation and Housing Agency 

DEPARTMENT OF REAL ESTATE 

Item 2320 from the Real Estate 
Fund Budget p. BTH 47 

Requested 1983-84 ......................................................................... . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

$17,346,000 
17,164,000 
14,698,000 

Requested increase (excluding amount for salary 
. increases) $182,000 (+1.0 percent) 

Total recommended reduction ................................................... . $1,279,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Education and Research. Reduce by $472,000. Recom

mend reduction due to department's inability to identify 
how it· will expend the requested amount. 

2. Subdivision Program. Reduce by $106,000. Recommend 
(a) disapproval of five proposed and 2.5 existing positions 
because existing staff is sufficient to meet projected work
load, and (b) adoption of supplemental report language 
directing department to correct temporary help budgeting 
practices. 

3. Temporary HeJp Blanket. Reduce by $6~000. Recom
mend reduction because need for positions has not been 
established. 

4. Interagency Reimbursements. Increase reimbursements 
by $3~OOOand reduce appropriation by same amount. 
Recommend reduction because the department has not 
budgeted reimbursements it will receive from the Depart
ment of Transportation. 

5. New Positions to Implement Legislation. Reduce by $283~-
000. Recommend reduction because (a) department 
previously informed the Legislature that new positions 
would not be required, and (b) department may not be 
responsible for enforcement in the future. 

6. Data Processing Contract. Reduce by $30~OOO. Recom
mend reduction because consultant contract has not been 
justified. . 

7. Fair Lending Litigation Funds. Reduce by $13,000. Rec
ommend deletion of funds requested to reimburse the Busi
ness, Transportation and Housing Agency because the 

Analysis 
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agency has not budgeted for such reimbursement. 
8. Training and Travel. Reduce by $~OOO. Recommend 350 

elimination of funds requested for unspecified miscellane-
ous expenses. 

GENERAL PROGRAM STATEMENT 
The Department of Real Estate is responsible for enforcing the Real 

Estate Law, and for protecting the public in certain real estate transac
tions. 

To carry out its responsibilities, the department administers four pro
grams: (1) licensing and education, (2) regulatory and recovery, (3) sub
divisioris, and (4) administration. 

The department is headed by the Real Estate Commissione-r, who is 
appointed by the Governor. Department headquarters is in Sacramento, 
and di~trict offices are located in San Francisco, Los Angeles, San Diego, 
Sacramento, Fresno, and Santa Ana. For the current year, the department 
has 451 authorized positions. 

ANALYSIS AND RECOMMENDATIONS 
, The budget proposes an appropriation of $17,346,000 from the Real 
Estate Fund for support of the department in 1983--84. In addition, the 
department proposes expenditures of $240,000 to be financed by reim
bursements. Thus, the total expenditure program proposed for the depart
ment in 1983-84 is $17,586,000. This is an increase of $182,000 or 1.0 percent, 
over estimated' current-yeare~enditures. This amount will increase by 
the amount of any salary or staff benefit increase approved for the budget 
year. 

Table 1 shows expenditures and staffing for the programs administered 
by the department in the prior, current, and budget years. Total expendi
tures ($17,586,000) include $537,000 for recovery act claims, $672,000 for 
funding real estate education and research projects, ahd $16,481,000 for 
department support. 

Table 1 

Department of Real Estate 
Expenditures and Staffing 

(dollars in thousands) 

1981-82 
(Actual) 

1982-83 
(Estimated2 

1983-84 
(Projected2 

Personnel· Expendi· Personnel· Expendi· Personnel· Expendi· 
Program/Element Years tures Years tures Years tures 
1. Licensing and Education: 

a.' Licensing; .............................. . 88.3 $2,828 91.4 $3,641 91.4 $3,875 
b. Education ............................ .. 8.3 476 8.2 967 8.2 986 

2. Regulatory and Recovery ...... .. 171.7 6,654 174.4 7,047 160.4 7,411 
3. Subdivisions: 

a. In·state .................................. .. 134.0 4,870 136.0 5,560 134.0 5,114 
b. Out·of·state ........................... . 5.0 ISO 5.0 189 5.0 200 

4. Administration (prorated to 
other programs) ...................... .. (42.3) (1,899) (40.0) (2,202) (40.0) (2,151) 

Totals· ........................................... . 407.3 $15,008 415.0' $17,404 399.0 $17,586 
Reimbursement ...................... .. -310 -240 -240 --
Net Totals .................................. .. $14,698 $17,164 $17,346 

• The department is authorized 451 positions in the current year. 
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Education and Research Activities Overbudgeted 
We recommend a reduction of $47~OOO from the amount budgeted for 

education and research because the department has been unable to identi
fy how it will use all of the funds requested. 

Section 10450.6 of the Business and Professions Code requires that 15 
percent of all license fees collected by the department be reserved in a 
separate account to provide support for educational and research efforts 
related to the real estate industry. 

Table 2 shows funds appropriated for education and research, and the 
amount of these funds expended, for each year since 1974-75. 

As shown in Table 2, the department expended the full amount of its 
appropriation for education and research purposes only once in the past 
eight years. With this one exception, the department has consistently 
underexpended its appropriation for education and research by an aver
age of 33 percent. For the period 1980-81 through the current year, the 
average amount remaining (or expected to remain) unspent at year-end 
is 59 percent. In the current year, the department estimates it will spend 
only 31 percent of its appropriation for education and research. 

The budget requests $672,000 from the Reserve for Education and Re
search for support of education and research activities in 1983-84. Of this 
amount, the department intends to use $200,000 for grants for two Univer
sity of California campuses (Berkeley and Los Angeles). This is the same 
amount provided to these campuses in the current year. The department, 
however, is unable to identify how it will distribute the remaining $472,000 
of the amount requested for 1983-84. In fact, at the time this Analysis was 
prepared, it couldn't even identify how it will expend the $472,000 balance 
of its appropriation for the current year. 

Consequently, we are unable to recommend approval of the depart
ment's request for education and research activities. Lacking an expendi
ture plan for $472,000 of the amount requested, and given that the 
department has almost consistently overbudgeted for this activity in re
cent years, we recommend that the department's budget be reduced by 
$472,000. 

Staffing for Subdivision Program 
We recommend (l) deletion of $106,000 and five proposed new posi

tions and 2.5 existing positions bec;mse the department can handle project
ed workload within existing staffing levels~ and (2) that the Legislature 
adopt supplemental report language requiring that future requests for 
temporary help be budgeted in accordance with State Administrative 
Manual guidelines and not be included in the department's baseline 
budget. 

Section 11018.2 of the Business and Professions Code requires landown
ers to obtain a public report from the Real Estate Commissioner before 
offering any lots or parcels in a subdivision for sale or lease. The report 
discloses information to the prospective buyer on such matters as the 
availability of service." such as sewage collection, public utilities, and 
schools. A subdivider must substantiate the facts and statements included 
in the report. 



Amount of Funds 1974-75 
Appropriated ............................. , ........................ $536,000 
Expended ............................................................ 474,990 
Unexpended ........................................................ 62,000 
Percent of Appropriation Unexpended ..... : .. 11.6% 

Table 2 
Department of Real Estate 

Expenditures for Education and Research 

Actual 
1975-76 1976-77 1977-78 197~79 1979-80 
$536,000 $728,000 $512,000 $512,000 $389,000 
485,000 512,000 487,000 262,000 389,000 
51,000 216,000 25,000 250,000 
9.5% 29.7% 4.9% 48.8% 

1980-81 1981-82 
Estimated Requested 

1982-83 1983-84 
389,000 $672,000 $672,000' $672,000 
308,000 210,000 200,OOOb 
81,000 462,000 472,OOOc 
20.8% 68.8% 70.2% 

• Ch 315/82 suspended until June 30, 1983 the provisions of existing law requiring the allocation of 15 percent of license fee revenue to the Education and Research account. 
b Encumbered to date. 
c Unencumbered balance. 
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. Pflblic Report Filings. There are two types of public report filings: (1) 
standard filings, and (2) common interest filings. The standard filings are 
for subdivisions with no areas owned in common, whereas common inter
est filings are required for subdivisions which include areas owned in 
common, such as those subdivisions involving condominiums. The re
quired documentation for a public report covering common interest fil
ings is more extensive than those covering standard filings, and the 
processing time is longer. 

The commissioner's report is in effect for five years, and must be 
renewed after the expiration date if additional subdivisions are to be 
offered for sale or lease. The law also requires that public reports be 
amended when there are substantive changes in the arrangements for the 
sale of subdivisions. Thus, in addition to new filings, the department re
ceives applications to amend or renew public reports. 

Workload Standards. Because there was a large backlog of subdivision 
report filings, the Legislature enacted several statutes in 1980 to simplify 
the subdivision report process and ensure that public reports are issued by 
the department in a timely manner. One of these statutes, Chapter 1152, 
imposed statutory time limits on the department for various phases of the 
public report issuance process. Specifically, Chapter 1152 requires the 
department to issue a "substantially complete" notice for both common 

. interest and standard subdivisons within 15 days of when all appropriate 
documentation is received from the subdivider. A "qualitative deficiency 
notice" must be issued within 90 days for common interest subdivisions, 
and within 30 days for standard subdivisions. The department must issue 
its final public report 30 days after issuing a deficiency notice for common 
interest subdivisions, and 15 days after issuing a notice for standard sub
divisions. 

To meet these requirements, the department attempted to develop 
new staffing standards for its subdivision program. In June 1981, the de
partment's Subdivision Systems Project Team released its initial findings 
regarding staffing standards for the program. The conclusions reached by 
the project team, however, were unacceptable to the department for four 
reasons. First, the study recommended doubling the subdivision's pro
gram staff. Second, during the study period, processing methods were 
radically different from those the department normally· uses. Third, the 
new staffing standards, if adopted, would have caused the department to 
have a budget deficit. Finally, the results of the "time ladder" method 
used by the project team to tabulate the hourly, daily, and monthly proc
essing activities of the staff were found to contain inaccuracies. 

The department provided our office with the final version of its staffing 
standards report on August 16, 1982. The report was based on actual 
workload for 1979-80 through 1981-82. It concluded tha:tstaffing the sub
division program during periods of normal residential construction activ
ity would require 70.9 real estate specialist positions and 36.5 clerical 
positions. Staffing for the subdivision program during below-normal work
load periods would require 37.5 specialist positions and 19.3 clerical posi
tions in order to meet the Chapter 1152 deadlines. 

Workload Projected for the Budget Year. For 1983-84, the department 
is requesting an augmentation of $734,000 and 26 positions for the subdivi
sion program to meet a projected 27 percent increase in the number of 
standard reports issued, and a 34 percent increase in the number of com
mon interest subdivision reports issued. Table 3 shows how the new posi-

12-76610 
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tions contained in the department's 1983-84 staffing request for the sub
division program would be allocated. 

Table 3 

Department of Real Estate 
Subdivision Program 

Requested New Positions 
1983-84 

Position Title Positions . Amount 
$162,720 Real estate specialist i .............................................................................................. 10 

Real estate specialist I: temporary help .............................................................. 10 
Real estate manager I .............................................................................................. 1 
Staff services manager I .......................................................................................... 1 
Office assistant I ...................................................................... ;................................. 3 
Office technician ......................................... ............ .......................... ............ .......... ... 1 

Totals .................................................................................................................... 26 

162,720 
25,488 
27,336 
33,156 
13,740 

$425,160 

Table 4 shows performance measures for the department's subdivision 
program from the years· 1979-80 through 198~4. 

Table 4 

Department of Real Estate 
Subdivision p'rogram Activities 

1979-80 to 1983-84 

Actual 
Activity 1979-80 

5,623 
1,975 
2,506 
2,231 

1980-81 1981-82 
Subdivision filings ............................................. . 
Standard reports issued ................................. '" 
Common interest reports issued .................. .. 
Amended reports issued ................................ .. 
Renewed reports issued .................................. .. 
Preliminary reports issued ............................ .. 

Totals ...... ~ ...................................................... . 

273 
2,253 

14,861 

6,964 
1,109 
2,905 
2,433 

219 
3,100 

16,730 

2,681 
585 

1,952 
2,436 

253 
1,200 
9,107 

Estimated Projected 
1982-83 1983-84 
~,562 3,800 

498 682 
1,692 2,562 
2,395 2,612 

251 271 
1,138 1,386 
8,536 11,313 

Although workload is expected to increase in 19~4, it is not expected 
to reach "normal" levels. As Table 4 indicates, subdivision filings for the 
budget year are proJect(:ld to be 45 percent less than the number received 
in 1980-81. In additipn, the nurp.bers of standard and commOll interest 
reports projected for 1983-84 are below the 1980-81 levels by 39 percent 
and 12 percent, respectively. In total, program workloaq in all activity 
categories is projected to be 32 percent below the. 1980-81 level. 

Real Estate Specialists. The department currently is authorized 40 real 
estate specialists. The addition of 10 permanent and 10 temporary real 
estate specialist positions would increase the number of specialists to 60. 
We recommend approval of these additional positions on the basis of 
projected workload. 

Proposed Increase in Other Positions. The department currently is 
authorized 39 clerical~positions in its subdivision program. Based on the 
dep~rtment's OWIl staffing stalldards, this is 2.5 personnel-years more than 
the number of positions required for clerical support during normal work
load periods, and 19.7 personnel-years more than the staffing level re
quired during periods of below-normal building activity. Because the 
department's current level of clerical support is adequate to meet identi-
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fied requirements for the subdivision program, we recommend the dele
tion of the three new office assistant I positions and one office technician 
position. In addition, we recommend the deletion of one currently-author
ized office assistant I position, and 1.5 office assistant II positions, for a 
reduction of $28,000. This reduction would conform staffing for the depart
ment's subdivision program with the staffing standard it identified for 
periods of below-normal building activity. 

The department also proposed $27,336 for an additional staff services 
manager I position. Currently, the department employs two associate 
management analyst positions in its Administration Division. One associ
ate management analyst currently is responsible for the duties envisioned 
for the proposed staff services manager-acting as liaison with the build
ing industry and consulting in personnel matters. The department is una
ble to identify any specific workload factors justifying the proposed new 
position. Given that an existing position is now performing the duties that 
would be assigned to the new position, we recommend that funding for 
the requested position be deleted. 

Deletion of the 7.5 positions discussed above will result in a reduction 
of $106,000 in the department's budget. . 

Budgeting for Temporary Help. Of the 20 I>ermanent real estate spe
cialist positions the department proposes to fund in the. budget year, 10 are 
budgeted in a "permanent" temporary help blanket authorization. The 
State Administrative Manual specifies that blanket authorizations must be 
reviewed annually or established with the prior approval of the Depart
ment of Finance. Thus, a "permanent" temporary help blanket, which 
would have the effect of incorporating temporary help into next year's 
budget base, is not permitted by State Administrative Manual guidelines. 

The department should not budget temporary help positions in such a 
manner as to make them permanent. For this reason, we recommend that 
the Legislature adopt the following supplementalrep6rt language: "All 
requests by the Department of Real Estate for temporary help positions 
should be budgeted in conformance with State Administrative Manual 
guidelines, and should not be included in the department's budget base." 

Temporary Help Positions Not Jusitifed 
We recommend deletion oE $69,000 and 8 personnel-years in temporary 

help positions because the need for these positions has not been estab
lished. 

"Blanket" positions are budgeted in terms of full-time-equivalent per~ 
sonnel-years. These positions are used for short-term or intermittent work
load where it is impractical to hire full-time permanent staff. 

The budget for 1983-84 proposes continuation of two temporary help 
blanket authorizations for which funds were first appropriated in 1979-80. 
One temporary help blanket consisting of $33,602 and three personnel
years is budgeted for clerical support. A second consisting of $103,997 and 
13 personnel-years is budgeted for proctors in connection with salesman 
and broker licensing examinations. 

Prior-year appropriations not completely expended Table 5 shows the 
amounts appropriated, the level of expenditures, and personnel-years util
ized from both blankets since 1980-81. 
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Table 5 

Department 9f Real Estate 
Clerical and Examination .,roctor Blankets 

.1980-81 to 1983-84 

Actual Estimated Proposed 
1980-81 1981-82 1~ 1983-84 

1. Clerical blanket 
a. Appropriation .................. , ......................•.... 
b .. Actual expenditures ............. ;; .................. . 
c. Personnel-years ..................................... , ... . 

2. Examination proctor blanket 
a. Appropriation ........................... , ............. , ... . 
b. Actual expenditures ............................. , ... . 
c. Personnel years ......................................... . 

"July-November, 1982. 

. $31,700 
24,053. 

2.3 

$98,110 
86,854 . 

11.5 

$33,602 
30,236 

2.5 

$104,000 
49,000 

4.1 

$33,602 
" 

$104,000 
3,836 " 
. 0.7 

$33,602 

$104,000 

Table 5 shows that neither one of these two blanket appropriations was 
fully spent during the last two years. Moreover,the department indicates 
that none .of the approI?riation for its clerical temIJorary help blaIl~et was 
spent dunng the first five months of the current year. Based on the rate 
of expenditure for eXaI?ination p~octors during this period, we estimate 
that the department will probably spend less than 8 percent of the funds 
provided by this blanket appropriation.· . :. 

Blanket Authorizations Not Su,bkct to Department of Finance Re
view. The State A.dministrative Manual, however, stipulates that (1) 
temporary help blankets are to be used only for payment of employees for 
a limited time, (2) monthly or periodic payments may not be made from 
these blankets on a permanent basis, and (3) blanket authorizations in an 
approved blldget must be reviewed and approved annually by the De-
partIllent of Finance. . ... .. . 

The department indicates, however, that ~oth the clerical and the ex
amination proctor blanket authorizations appear as part ofits permanent 
baseline appropriation request, and thu~ were not subject to prior ap
proval by the pepartment of Finance for inclusion in the 1983-84 l>udget. 

Decline in Examinations. Table 6 shows the number of real estate 
salesman and broker licensing ex~ations administered by the depart
ment for the years 1979-80 through 1983-84. 

Table 6 

Department of RealEstate 
Broker and Salesman· Licensirlg EXamination Workload 

. 1979-00 to 1983-84 I 

Actual Estimated Projected 
197f1-8fJ.· -1980-81 1981-82 1~ 1983-84 

Broker examinations ...................................... 18,574 
Salesman examinations ................................. : 91,661 

20,865 
76,312 

12,181 
29,780 . 

13,650 
35,150 

17,000 
40,000 

Table 6 indicates that in 1983-84, the department expects to administer 
8.5 percent fewer broker licensing examinations, and 56 percent fewer 
salesman licensing examinations tlianin 1979-8~the year in which the 
examination proctor blanket was first authorized. 

Conclusion. Our analysis indicates· that both of these temporary help 
blankets are (1) improperly budgeted, and (2) overbudgeted. The depart-
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ment has not fully expended funds available from the examination proctor 
blanket in the past and has experiericed a net decline. in the number of 
broker and salesman licensiIlg examinations administered since 1979-80. 
In addition, the department indicates that during the first five months of 
the current year, it has spent none of the appropriation available in its 
clerical temporary help blanket. Even if the department were again to 
begin spending these funds at a rate comparable to prior years, it is unlike
ly that the department will be able to expend it& full current year appro
priation by June 1983. We conclude, therefore, that the department's 
request to continue curre. nt year appropriation levels for bo. th the exami
'nation proctor blanket and clerical help blanket are overstated. We rec
ommend that one-half of the amount proposed in the budget for 1983-84 
be reduced for a savings of $69,000. 

Reimbursements Not Budgeted 
We recommend a $3~OOO decrease in the amount appropriated from 

the Real Estate Fund and a corresponding increase in reimbursements to 
reflect reimbursements the department expects to receive from the De-
partmimt of Transportation. . 

The budget indicates. that the department will receive $240,000 in reim
bursements for both 1982-83 and 1983--:84, primarily from fingerprinting 
charges to licensees and the sale of documents to the industry and the 
public. ..... , 

During the current year, the department executed an interagency 
agreement with the. pepartment of Transportation (Caltrans). This 
agreement calls for the department to provide Caltrans with up to four 
property appraisers and six real est~te specialists in the current budget 
year to assist with right-of-way activities in connection with the Century 
Freeway project. These activities include appraisal, acquisition,relocation 
assistance, and property management. The . agreement limits reiml?urse
ments to $1.4 million-$700,OOO in each yearcoyered by the contract. .. 

Between July and November 1982 the department received, $l52,000 in 
reimbursements fromCaltrans. This amount is not reflected in the depart
ment's current year budget. Nor are any ofthe reimbU:rseIIlents anticipat
ed from Cal trans in 1983-:-84 reflected in the department's budget. The 
department indicates it may not receive these reimbursements. in the 
budget year. It advises that it may choose to terminate the agreement (as 
permitted by the contract) and use these positions. insteadforinGreased 
workload iIl its subdivision program. The Caltrans budget, however, in
cludes a maximum of $700,000 to reiIIlburse the department fqr the use of 
10 positions in 1983-84. .. , . ' , 

In our judgment, it is unlikely the department will experience a work
load increase that is sufficiently large to warrant redirection of existing 
staff from the Caltrans agreement to the subdivision program. Although 
the department anticipates a workload increase of 33 percent in the sub
division program during 1983-84, this far exceeds the increase in ~y 
recent year, For example, sihce 1977-78, the department has not. ex
perienced an annual increase in subdivision filings exceedirig 19 percent. 
In our judgment, t.herefore, a redirection of positions is unlikely to occur. 

Given the level of reimbursements that. the department is likely to 
receive from Caltrans in the current year, we believe the department can 
reasonably expect to receive at least $300,000 in reimbursements during 
1983-84. Accordingly, we recommend an increase in reimbursements of 
$300,000, and a decrease of the same amount in the department's appro-
priation. . 

Should the department experience a workload increase sufficiently 
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large to require redirection of positions to the subdivision program, it 
would still be able to handle this workload. It could rescind its contract 
with Caltrans, redirect the positions to the subdivision program, and use 
funds generated by its current schedule of filing fees on subdivision re
ports to offset any increased personnel costs. 

Requested Positions Unwarranted 
We recommend deletion of$2~OOO and 11 personnel-years requested 

to implement recently enacted legislation because (1) the department 
previously had informed the Legislatwe that costs associated with the bill 
were absorbable, and (2) it is not clear if the departments workload will 
actually increase. 

The budget requests $283,000 and 11 new positions to implement the 
provisions of Ch 886/82-an act regulating mortgage loan brokers. 

Mortgage Loan Brokers.. Mortgage loan brokers. are licensed real es
tate brokers who negotiate new loans or the exchange of promissory notes 
secured by real property, in order to facilitate real estate transactions. 
There are currently 744 such brokers in the state, of which 60 percent are 
located in the department's south~rn regulatory region (Los Angeles-
Santa Ana-San Diego). .. 

Generally, real estate brokers engage in two distinct types of brokerage 
activities. One type involves transactions between one lender and one 
buyer, with the real estate broker providing traditional brokerage services 
to the two parties. The second type of brokerage activity involves a mort
gage loan broker attempting to attract a number of persons for the pur
pose of investing in a single note. These funds are then pooled and made 
available to numerous borrowers. Attracting multiple investors to a single 
note is called "fractionalizing". Under current law, fractionalized notes 
are subject to the provisions of the Corporate Securities Act of 1968, and 
are under the regulatory jurisdiction of the Department of Corporations. 

Bankruptcies involving mortgage loan brokers have increasedsignifi
cantly in recent years. Since March 1980,there have been 67 bankruptcies 
involving these brokers. The department estimate~ that 64,000 investors 
and $1.4 billion may be affected by these bankruptcies. 

Recent Legislation affecting Mortgage Loan Brokers. In response to 
this problem, the Legislature enacted two statutes designed to increase 
regulatory oversight of the mortgage loan brokers industry. Chapter 1117, 
Statutes of 1981 (AB 1212) requires brokers who negotiate 20 or more new 
loans and contracts with total property sales of $2 million or more to file 
annually, with the Commissioner of Real Estate, an audit report on their 
business activities. In addition, mortgage loan brokers are required to 
submit a summary of the aggregate dollar amount of loans, trust deed 
sales, and real property sales transactions negotiated, fees collected, and 
funds held in trust. Chapter 1117 further requires the brokers to (1) 
provide both lenders and borrowers a disclosure statement describing the 
parties involved in the transaction, the property involved, and all financ
ing arrangements, and (2) submit all advertisements of brokerage activity 
to the department for prior approval. . 

Chapter 886, Statutes of 1982 (AB 3666) requires all brokers who meet 
the 20 loan / $2 million sales volume criterion to file a quarterly trust fund 
report with the Commissioner. A broker who does not meet the 20 loan/ $2 
million threshold in anyone quarter must attest to that fact on a form 
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provided by the Commissioner. Should a broker fail to submit either the 
required annual or quarterly report, the Commissioner is empowered to 
conduct an audit and charge the broker one and one-half times the depart
ment's cost for conducting the audit and producing its report. 

Analysis of Proposed New Positions. In the current year, the depart
ment has authorization for 21 auditor positions. For 1983-84, it requests an 
additional $283,000 and 11 personnel-years to implement the provisions of 
Ch 886/82. The new positions include seven auditors, one staff counsel I, 
one career executive appointment I, and two office assistant I positions. 

Our analysis indicates that these additional funds and positions are not 
warranted for two reasons. 

1. The department originally informed the Legisl~ture that costs as
sociated with Ch 886/82 could be absorbe~ and additional staff would not 
be needed to implement the bill. When AB 3666 was heard by the fiscal 
committees, the department advised our office that enactment of AB 3666 
"will not mean that (it) will need additional auditor staff to perform the 
analyses of the quarterly reports submitted by mortgage loan brokers. The 
department can readily absorb that function without adversely affecting 
its ability to protect the public against injurious practices of mortgage loan 
brokers . . . A statutory requirement of quarterly reports of the status of 
trust funds accounts . . . will substantially reduce the cost of regulating 
mortgage loan brokers by permitting the department to selectively audit 
mortgage loan brokers on the basis of information received from the 
broker rather than having to undertake a costly cyclical auditing pro
gram." Thus, when the Legislature.considered and passed AB 3666, it did 
so with the belief that the bill would have no net fiscal impact. 

2 It is not clear that AB3666 will increase the department s worklollP. 
We have reviewed performance measures for the department's regulation 
of mortgage loan brokerage activity. Table 7 shows the number of aU.dits 
and investigations conducted and the number of cease and refrain orders 
issued by the department in 1980-81, 1981-82, and 1982-83 (projected for 
the entire year, based on actual workload during the first six months of the 
current year). 

Table 7 

Department of Real Estate 
Regulation of Mortgage Loan Brokers 

1980-81 to 1982-83 

1980-81 1981-82 
Investigations ...................................................................................... 521 679 
Audits·.................................................................................................... 142 141. 
Desist and refrain orders and accusations.................................... 166 87 

a Based on workload from July to December, 1982. 

1982-83" 
612 
164 
46 

This table indicates that the total number of investigations conducted 
in response to consumer complaints, and audits conducted routinely or as 
part of an ongoing investigation, generally have stablized, while the num
ber of desist and refrain orders is expected to drop by 45 percent from last 
year's level during the current year. Thus, there is little to indicate that 
workload under this program will increase in the budget year. Further
more, we believe any future increase in workload is more likely to fall 
within the jurisdiction of the Department of Corporations. This is because 
there is a greater likelihood of more serious violations occurring in those 
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cases involving fractionalized notes, where a larger number of investors 
are involved, and dollar amounts tend to be greater. 

Because the need for any additional positions has not been documented, 
and given the department's statement to the effect that any workload 
resulting from AB 3666 could be absorbed, we recommend the deletion 
of the $238,000 and 11 new positions requested to implement this measure. 

Funds for Consultant Contract Not Justified 
We recommend a reduction of $30,000 for data processing costs because 

funds requested for a consultant contract have not been justified. 
The budget proposes $231,000 for data processing expenses in 1983-84, 

including $62,000 for two data processing feasibility studies. 
Of this amount, $32,000 is for a contract with the Department of General 

Services (DGS) for systems analysis and design of computer programs. A 
second data processing contract is budgeted for $30,000. The department, 
however, is not certain (1) what the focus or topic of the study will be, (2) 
when this contract will be let, (3) if these funds would be encumbered in 
the budget year, and (4) who will conduct the study. As a result, there 
appears to be no justification for the expenditure of these funds in the 
budget year, and consequently we recommend that $30,000 be deleted 
from the department's request for data processing expenses. 

Litigation Funds Unnecessary 
We recommend a reduction of $13,000 budgeted for payment to the 

Business, Transportation and Housing Agency because (1) the agency has 
not budgeted for the receipt of these funds, and (2) the agency does not 
plan to perform the services for which these funds are·requested 

The budget requests $13,000 in 1983-84 to partially offset Attorney Gen
eral costs incurred by the Business, Transportation and Housing Agency 
in connection with litigation involving cases of fair lending abuses in the 
mortgage banker industry. The department provided reimbursements to 
the agency amounting to $8,000 in 1981-82, and estimates that it will 
provide an additional $12,000 in reimbursements to the agency for litiga
tion costs in the current year. 

Agency staff has informed us that expenditures for the litigation of fair 
lending cases have not been budgeted in 1983-84 because the agency does 
not plan to undertake such litigation during the budget year. Since neither 
the blldgetfor the Secretary of Business, Transportation and Housing nor 
the budget for the Attorney General reflect the receipt of funds from the 
department, we recommend a reduction of $13,000 in the department's 
budget. 

Miscellaneous Expenses Not Identified 
We recommend a reduction of $6,000 in the amount requested for travel 

and in training because the department cannot identify how these funds 
will be used in the budget year . 
. The .department is requesting $186,000 for in-state travel expenses, and 

$55,000 for support of its training programs in 1983-84. Of these amounts, 
the budget proposes $2,000 for miscellaneous travel expenses and $4,000 
for miscellaneous training expenditures. The department is unable to 
identify how these funds will be used in the budget year. Consequently, 
we recommend they be deleted, for a savings of $6,000. 
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Business, Transportation and Housing Agency 

DEPARTMENT OF SAVINGS AND LOAN 

Item 2340 from the Savings and 
Loan Inspection Fund Budget p. BTH 52 

Requested 1983-84 ......................................................................... . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

$3,134,000 
3,150,000 
5,825,000 

Requested decrease (excluding amount 
for salary increases) $16,000 (-0.5 percent) 

Total recommended reduction ................................................... . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Necessity of Regulation. Recommend the Legislature hold 

interim hearings to consider what role, if any, the state 
should have in regulating savings and loan associations. 

2. Reimbursements. Reduce by $305,000. Recommend re
duction to correct overbudgeting. 

3. Vacant Positions. Reduce by $128,000. Recommend dele
tion of currently vacant positions which have not beenjusti
fied. 

4. Agency Assessment. Reduce by $10,000. Recommend re
duction to correct overbudgeting. 

GENERAL PROGRAM STA YEMENT 

$443,000 

Analysis 
page 
357 

357 

358 

358 

The Department of Savings and Loan, under the direction of a commis
sioner appointed by the Governor, is responsible for protecting the public 
by preventing conditions and practices which could jeopardize the safety 
and solvency of state-licensed savings and loan associations. 

Savings and loan associations doing business in California have the op
tion of being regulated by either the state or the federal government. As 
of December 31, 1982, there were 106 state-chartered savings and loan 
associations with 665 branches and total assets of $24 billion. There are 
currently ()5 federally-chartered savings and loan associations, with 2,287 
hranches and total assets of $118 billion. 

the department is supported from the Savings and Loan Inspection 
Fund, whose revenues are derived primarily from an annual assessment 
equal to a flat $100 plus 8 cents per $1,000 of assets levied on all state
regulated associations. The assessment levied against assets is set by the 
commissioner annually, in consultation with the savings and loan industry, 
at a level deemed sufficient to finance the department's operating costs. 

The department is headquartered in Los Angeles and has a branch 
office in San Francisco. It currently has 88 authorized positions. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes an appropriation of $3,134,000 from the Savings 

and Loan Inspection Fund for support of the department in 1983-84. This 
is a decrease of $16,000, or 0.5 percent, below estimated current-year 
expenditures. This, however, maKes no allowance for the cost of any salary 
or staff benefit increase that may be approved for the budget year. 
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The department also anticipates receiving $1,266,000 in reimburse
ments from the Department of Transportation to defray the expenses of 
22 appraisers assigned to the Century Freeway Project. Thus, the depart
ment is proposing total expenditures for 1983-84 of $4,400,000. 

Table 1 presents cost and staffing data for the department in the prior, 
current, and budget years. 

Table 1 
Department of Savings and Loan 

Expenditures and Staffing 
(dollars in thousands) 

Actual Estimated Proposed 
1981-82 1982-83 1983-84 

Supervision and 
Regulation Activities 

Personnel- Expendi- Personnel- Expendi- Personnel- Expendi-
Years tures Years tures Years tures 

Examination ........................................ .. 49.1 $2,231 31.5 $1,584 30.0 $1,628 
Appraisal .............................................. .. 31.3 1,467 27.4 1,421 27.0 1,461 
Facilities licensing and legal assist-

ance.................................................. ,5.9 340 3.6 228 1.5 136 
Economic and financial information 3.0 154 
Management information systems .. 6.8 320 0.5 11 
Administration ...................................... 39.4 1,561 29.2 1,205 28.0 1,175 

Totals ........................... ,.......................... 135.5 $6,073 92.2" $4,449 86.5 $4,400 
Reimbursements .................................. -248 -1,299 -1,266 

Net Totals .............................................. $5,825 $3,150 $3,134 

• The department has received authorization for 88 positions. 

STATE REGULATION OF SAViNGS AND LOAN ASSOCIATIONS 

FUTURE OF STATE REGULATION OF SAVINGS AND LOANS NEEDS REVIEW 
The primary source of revenue for support of the department is an 

assessment levied on the asset base of each state-chartered savings and 
loan association. Thus, the amount available for the department's regula
tory programs depends on the asset base of state-chartered associations. 

Since 1980-81, the amount of association assets under state regulation 
has declined dramatically. This is because many associations, including 
some of the largest, have converted from a state charter to a federal 
charter. As a result, 1983-84 revenue to the Savings and Loan Inspection 
Fund is projected to be approximately one-third of the amount collected 
in 1980-81. This loss of revenue has forced the department to reduce 
staffing from 150.5 positions in 1980-81, to 88 positions proposed for the 
budget year. 

The reduction in available staff has produced a significant decline in the 
level of departmental regulatory activity. This, inturn, limits the depart
ment's ability to implement the state Savings and Loan Association Law. 
We believe this decline brings into question the need for continued state 
regulation of savings and loan associations. 

The following sections discuss the current scope and level of the depart
ment regulatory activities directed at savings and loan associations and 
identifies the options available to the Legislature regarding the depart
ment's future. 
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ASSET BASE CONTINUES TO DECLINE 
Charter Conversions 

In our Analysis of the 1982 Budget BilL we indicated that the conversion 
of many state-chartered savings and loan associations to federal charter 
had caused the asset base, on which assessments are made for support of 
the department; to decrease dramatically. At that time, we indicated that 
projected revenues to the Savings and Loan Inspection Fund in 1982-83 
from assessments on state-chartered associations were expected to gener
ate $3,803,000 to the fund. This amount was 40 percent less than revenues 
in 1980-81', and 43 percent below estimated revenues for 1981-82. 

The 1983-84 budget indicates that current-year revenues will be even 
lower than what we anticipated a year ago. These revenues are expected 
to be $2,350,000 in 1982-83, or 61 percent below the 1980-81 level, and 62 
percent below 1981-82 revenues. Revenues from assessments are expect
ed to be lower still in the budget year: $2,250,000. In terms of purchasing 
power, the declines in revenues since 1980-81 are even larger. 

Our review indicates that although the rate at which state-chartered 
associations are converting to a federal charter has slowed, some conver
sions are. still occurring. In 1981-82, 26 state-chartered savings and loan 
associations converted to a federal charter or merged with a federal insti
tution. In the current year, six associations already have converted to a 
federal charter, and applications for conversion have been filed by seven 
others. Table 2 shows the effect these changes have had on the asset base 
of the department. 

Table 2 
Department of Savings and Loan 

State Chartered Associations and Asset Base 
(dollars in billions) 

Actual Estimated Projected 
1980-81 1981-82 1982-83 1983-84 

Number of associations .................................. 126 105 125 135 
Association assets .............................................. $82.9 $33.7 $24.4 $34.9 

Change 
from 

1980-81 
+6.6% 
-57% 

Table 2 indicates that in 1983-84, the department expects association 
assets under state regulation to be 57 percent less than in 1980-81, even 
though the number of associations subject to state regulation is expected 
to be larger (by nine) than in the earlier year. 

New Applications for State Charter 
. As of December 31, 1982, there were 106 associations under· state 

charter. During the first five months of 1982-83, the department received 
31 applications Jor state charters, of which 17 were approved and none 
were denied. Of those associations approved for state charter, eight cur
rently are in operation. A total of 18 applications await approval by the 
department (including four carryovers from 1981-82). As a result, the 
budget's projection that there will be 135 associations operating with state 
charters .seems reasonable. . . . 

New Associations Unlikely to Restore Asset Losses 
Although the department awarded licenses to 25 new associations 

between July 1, 1981 and December 31, 1982, the department's asset base 
is still well below the 1980-81 level. Moreover, it is unlikely that assess" 
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ments on the new associations will generate sufficient revenue to (1) 
offset the revenue loss resulting from the conversion of 32 associations to 
federal charter since 1981..;.s2, and (2) enable the department to restore 
its regulatory programs to previous . levels. The 32 associations that con
verted to. federal charter reduced assets under state regulation by $62.4 
billion. The assets of the 25 newly-chartered associations total only $2.2 
billion, for a net reduction since 1981..;.s2 of $60.2 billion in the volume of 
assets under state regulation. Based on the present 8-cent-per-$1,OOO as
sessment formula, this loss of assets has "cost" the department revenues 
of approximately $4.8 million annually. 

Projedionsfor Departmental Assets Too Optimistic 
The department projects that association assets under state charter will 

total $34.9 billion in 1983..;.s4. This is $10.5 billion, or 30 percent, more than 
the asset base the department projects for the current year. Our analysis 
indicates; however, that the projected increase is not supported by either 
past or current association growth trends. An increase of 30 percent is 
considerably more than what occurred in any year since 1978-79, More
over, the department indicates that assets under state charter during the 
first two quarters of the current year grew at average annual rates of 7.9 
percent and 5 percent, respeCtively. Looking to the future, there seems 
to be no clear basis for predicting how many savings and loan associations 
will apply for a change in their current charter-either from state to 
federal or from federal to state. 

EFFECT OF DEPARTMENT REVENUE DECLINE ON FUND SURPLUS 
The department's proposed budget for 1983..;.s4-$3,134,OOO from the 

Savings and Loan Inspection Fund-represents an expenditure level that 
the department can sustain only by drawing heavily on fund surpluses. 
These reserves, which are estimated to be $1.7 million at the beginning of 
the budget year, will decline to $944,000 by June 30, 1984. 

DECLINE IN DEPARTMENTAL REGULATORY ACTIVITY 
The sharp decline in revenues to the Savings and Loan Inspection Fund 

since 1981:-82 (63 percent) has necessitated a major reduction in the scope 
of regulation conducted by the department. 

Reliance on Federal Examiners. In order to offset the reduction in the 
number of state examiners, the department is taking advantage of the 
authority granted to the Commissioner of Savings and Loan by Section 
8806 of the Financial Code. This statute allows the commissioner to accept 
examinations from specified federal regulatory agencies in lieu of having 
the department conduct examinations of state-chartered associations. It 
also allows the commissioner to conduct exa.minations in conjunction with 
these federal agencies. In fact, the department is now conduCting exami
nations only for pre-licensing purposes, and in the year following the year 
in which a charter is first granted. The department generally leaves all 
other examinations to the Federal Home Loan Bank Board (FHLBB), 
relying entirely on the work of the board's staff. At the completion of the 
board's examination, the department generally reviews the board'sfind
ings with the association. 

Table 3 shows the examination workload associated with state savings 
and loan associations, both for the FHLBB and the department, for 1980-
81 through 1983..;.s4. . 
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Table 3 

State-Chartered Associations and' Assets Examined 
1980-81 to 1983-84 

(dolla rs in billions) 

Actual Estimated Projected 
1980-81 1981-82' 1!J82-.$J 1983-84 

Examinations .............................................................. ;..... 111 
Assets examined ................................ ................. ............. , $68 

105 
$36.1" 

95 
$23.4 

100 
$25 

a Assets examined in 198i-82 exceeded aSsets under regUlation for that year (Table 2) because (1) a 
number of associations were examined twice, and (2) several associations examined during that fiscal 
year had converted to federal charter by June 30. 

Table 3 shows that: 
• The, amount of association assets exaillinedbythe department and the 

FHLBB in 1983--84 is expected to be 63 percent less than in 1980-81. 
• The number of exaffiinationsconducted in 1983-84 is expected to be 

10 percentless than in 1980-81. 

Table 4 

Comparison of Examination Workload 
State~Chartered Associations: 

Department of Savings and Loan andthe Federal Home Loan Bank Board 
1980-81 through' 1982-83 

fuly1982-
1980-81 1981-82 November 1982 

Examiner Days ' 
Federal ................................................................................ :.........3,434 4,090 1,086 
State .. ; .......................................................... ,. .......... ; ...... ;.............. 2,295 3,094 509 

Total .............................................................................. :.:......... 5,729 7,184 1,595 
Examinations 

Federal; ...................... ; ................... ; ....................................... ;...... 67 64 36 
State,.............................................................................................. "44 41 15 

Total ... ; ............................ ; ............................... ; .................. :;..... III lOS 51 

Table 4 indicates that: 
• 64 of the 105 examinations conducted in 1981-82, or 61 percent, were 

conducted by the FHLBB. ' 
• For the first five months of 1982-83, 36 of the 51 examinations con

ducted, or 71 percent; were conducted by the board. 
• Based on workload for the fii"stfive months of the current year, the 

number of state examination days' is expected to be 56 percent below 
the 1980-81 level, and 67 pen:~ent less than in 1981-82. 

Redirection of Examiner Staff 
The department currently is authorized 11 examiner IV positions and 

16 examiner III positions. Department staff informs us that the depart
ment maintains 10 examiners in the field to con:ductstate examinations 
and accompanyfederal examiners, and assigns the remaining 17 examin
ers to its Los Angeles office where they are used fordepartmentadminis
trationand review of applications for state charter. Clearly, the 
department hassharplyreduceci its use of state personnel fbrthe examina-
tion of state-chartered associations. , 
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Reduction in Information Collected and Analyzed 

Item 2340 

The department no longer receives a monthly loan register report from 
state-chartered associations because it does not have the resources neces
sary to process the loan information. These reports describe the number, 
type, and location of loans made by state-chartered associations. Further
more, the 1983-84 budget proposes to discontinue the department's Eco
nomic and Financial Information program and its Management 
Information Systems program, both of which monitor loan activity in the 
state. As a result, the department will no longer be able to develop the 
information needed to provide early warning of insolvencies among state
chartered associations. 

The only information regarding the activities of state-chartered associa
tionsnow available is contained in the monthly and semiannual reports 
prepared by the FHLBB and provided to the department. It is unclear, 
however, what state review of this information accomplishes, since federal 
examiners (1) do not check for compliance with the state's Savings and 
Loan Associations Law, and (2) utilize indicators of solvency which differ 
from those applied by the department. 

OVERLAP OF STATE AND FEDERAL REGULATORY RESPONSIBILITIES 
As indicated earlier, the primary responsibilities of the Commissioner of 

Savings andLoan under the Savings and Loan Association Law are to (1) 
require that all state-chartered savings and loan associations meet mini
mum standards for licensure required by the act and (2) preventstate
chartered associations from engaging in activities that may cause insolven
cyand endanger the savings of depositors. 

The National Housing Act of 1933 established the Federal Home Loan 
Bank Board (FHLBB) to regulate savings and loan associations nationally. 
The act also established the Federal Savings and Loan Insurance Corpora
tion (FSLIC) as a division of the board to insure deposits held in trust by 
all savings and loan associations. Currently, state-chartered associations in 
California are required to maintain insurance with FSLIC. Pursuant to the 
National Housing Act, when the FHLBB approves an association for insur
ance by the FSLIC, it automatically makes the savings and loan subject to 
examination by the board. 

In many ways, FHLBB and FSLIC play a larger role in regulating 
state-chartered savings and loans and protecting depositors than does the 
department. For example, federal law permits the FHLBB to intervene 
directly in the operation of a state-chartered savings and loan association 
to determine if an association is operating in an unsound manner. State 
associations are required to report to the board monthly and semiannually 
on their loan activities. Should an ass?ciation experience liqu.idity. pro~
lems, the board advances cash to a savmgs and loan on the baSIS of identI
fied need. 

The FHLBB currently maintains a 10- to 14-month examination cycle 
for all savings and loan associations in the state. Federal officials examine 
for solvency and solidity, although they do not have the authority to 
enforce state law regarding the regulation of state-chartered associations. 

State law provides that the FSLIC may act as a conservator of a state
chartered association if so appointed by the commissioner,or if it chooses 
to assume conservatorship for liquidation purposes. Should the commis
sioner appoint a conservator other than the FSLIC for an insolvent savings 
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and loan, federal law provides that the FSLIC may assume conservator
ship duties after 15 days. 

DEPARTMENT'S ROLE IN QUESTION 
Our analysis indicates that the department's declining revenue base has 

limited its ability to hire, train, ahd maintain staff. This in turn has reduced 
the department's ability to identify the incidence of insolvency among 
state-chartered associations. 

Our review of the department's current scope of regulatory activity 
indicates that the department is operating, essentially, a registration and 
advisory program for newly-chartered associations. We are unable to iden
tify any distinct regulatory service the department provides the public or 
the associations that is not currently provided by the federal government. 

Furthermore, since the department is unable to develop the informa
tion necessary to identify problems before insolvencies develop, it does 
not appear that the department is capable of fulfilling its statutory man
date to insure the safety and solvency of state-chartered associations and 
the public's deposits in those associations. Consequently, the Legis.ature 
may want to modify or eliminate the state's current role in regulating 
savings and loans. 

OPTIONS AVAILABLE TO THE LEGISLATURE 
The Legislature has several options available to address the reduced 

effectiveness of state regulation of savings and loan associations: 
1. Allow the federal government to assume full responsibility for licens~ 

ing and regulating all savings and loans in the state. 
2. Continue a state regulatory effort and identify in statute what distinct 

regulatory services the state should provide which are not currently pro
vided by the federal government. To implement an altered mandate, it 
would be necessary to change the department's current funding; structure 
in order to provide revenues adequate to maintain an effective regulatory 
program. 

We recommend that the appropriate policy committees of the Legisla
ture hold intenmhearings to consider what role if any the state should 
have in regulating savings and loan associations. 

BUDGETING ISSUES 

Reimbursements Overbudgeted 
We recommend a reduction of $30~(JOO to eliminate overbudgeting of 

reimbursements from the Department of Transportation. 
In April 1982, the department contracted with the Department of 

Transportation (Caltrans) to provide up to 22 appraisers for work on the 
Century Freeway Project through June 30, 1984. The appraisers; whose 
salaries and operating costs are fully reimbursed by Caltrans under the 
contract, are assisting Caltrans staff with right-of-way activities, including 
appraisals, acquisitions, relocation assistance, and property management. 

The department indicates that, at most, it Will have 18 appraisers avail
able for use by Caltrans in both the current and budget years. On this basis, 
it has budgeted $1,299,000 in reimbursements for the cUrrent year, and 
$1,266,000 for 1983--84. 

The department indicates that it has received $400,548 in reimburse
ments from Cal trans to cover the cost of 18 appraisers assigned to the 
Century Freeway project during the first five months of the current year. 
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On an annualized basis, therefore, the department can expect to receive 
$53,400 in reimbursements per employee. The amount budgeted by the 
department for 1983-84 ($1,266,000), however, would generate $70,333 
per employee. 

Given the actual amount of reimbursements received to date, this 
amount appears to be excessive. Accordingly, we recommend that reim
bursements from Caltrans be budgeted at the level of $53,400 per em
ployee, and that the amount included in the budget be reduced by 
$305,000. 

Vacant Positions Unjustified 
We recommend a reduction of $12~OOO and the deletion of four vacant 

positions which have not been justified. 
The department requests funding in 1983-84 for four full-time positions 

that are vacant in the current year. The positions (and the salaries budget
ed for each) are as follows: one community liaison specialist ($31,452), one 
legal counsel ($28,800), one staff services analyst ($21,648), and one execu
tive secretary ($16,416). The department indicates that the community 
liaison specialist position has been vacant since July 1, 1982; the legal 
counsel since October 1, 1982; the staff services analyst since September 
11, 1982; and the executive secretary since December 18, 1981. The 
amount budgeted in salaries and wages for these positions totals $98,316. 

The department is unable to specify when it intends to fill these posi
tions and cannot justify on a workload basis their retention in the budget 
year. Accordingly, we recommend that the positions be deleted. 

The State Administrative Manual recommends that departments 
budget an amount equal to 30 percent of staff salaries as operating ex
penses for department personnel. Based on this guideline, we recommend 
a reduction of $30,000 in operating expenses associated with these four 
positions, bringing the total recommended reduction to $128,000. 

Agency Assessment Overbudgeted 
We recommend a reduction of $l~OOO to correct overbudgeting for 

assessments paid to the Business~ Transportation~ and Housing Agency. 
The department has budgeted $45,000 for interdepartmental consultant 

and professional services in 1983-84. Of this amount, $23,000 is to reim
burse the Attorney General for legal services in the budget year. The 
remaining $22,000 is to pay an assessment levied by the Business, Trans
portation, and Housing Agency for partial support of five exempt agency 
positions. 

Our analysis indicates that for 1983-84, the agency is levying only a 
$12,000 assessment on the department for these positions. Accordingly, we 
recommend a reduction of $10,000. 
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CALIFORNIA TRANSPORTATION COMMISSION 

Item 2600 from the State Trans
portation Fund Budget p. BTH 55 

Requested 1983-84 ......................................................................... . 
Estimated 1982-83 ......................... , .................................................. . 
Actual 1981-82 ~ ................................................................................ . 

$1,136,000 
1,083,000 

801,000 
Requested increase (excluding amount for salary 

increases) $53,000 (+4.9 percent) 
Total recommended reduction ..................................... ; ............. . 

1983-84 FUNDING BY ITEM AND SOURCE 
Item Description 
2600-001.()42-Support 
2600-001-046-Support 

Fund 
State Highway Account 
Transportation Planning and 
Development Account 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Operating Expenses. Reduce by $2~OOO. Recommend 

reduction in various operating expenses because of over
budgeting. 

2. In-state Travel. Reduce by $2~OOo. Recommend Feduc
tion in in-state travel expenses because of overbudgeting. 

3. Consulting and Professional Services. Reduce by 
$10~OOO. Recommend reduction because requests for con
sulting and professional services are premature and have 
not been substantiated. 

GENERAL PROGRAM STATEMENT 

$153,000 

Amount 

$116,000 
1,020,000 

Analysis 
page 
360 

361 

362 

The California Transportation Commission, which consists of nine ap~ 
pointed commissioners, was created in 1978 to replace the California High
way Commission, California Toll Bridge Authority, Aeronautics Board, 
and State Transportation Board. 

The commission's major responsibilities include (1) adopting a five-year 
State Transportation Improvement Program (STIP), (2) determining 
transportation projects to be funded within annual appropriations, (3) 
adopting and issuing one-year and five-year transportation revenue esti
mates for use by regional transportation planning agencies in developing 
regional transportation programs, (4) recommending to the Legislature 
funding priorities among various elements of the state's Mass Transporta
tion program, (5) issuing a California transportation plan in a biennial 
report, and (6) evaluating the Department of Transportation's annual 
budget and the adequacy of current state transportation revenues. The 
commission has 12 authorized positions in the current year. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes total expenditures of $1,136,000 for support of the 

commission in 1983-84, including an appropriation of $1,020,000 from the 
Transportation Planning and Development (TP and D) Account, and 
$116,000 from the State Highway Account, State Transportation Fund. 
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This proposed expenditure level is $53,000, or 4.9 percent, higher than 
estimated current-year expenditures. This amount will increase by the 
amount of any salary or staff benefit increase approved for the budget 
year. 

The budget proposes 12 positions to support commission activities in 
1983-84, the same number as in the current year. This includes an Execu
tive Director appointed by the commission, six professional staff and five 
clerical positions. 

Pattern of Overbudgeting 
In analyzing the California Transportation Commission's proposed 

spending levels for 1983-84 in comparison with its actual expenditures in 
prior years, we find a pattern of overestimating requirements in the 
budget year. As a result, since 1978-79 the commission has consistently 
reverted funds at the end of each fiscal year. The reversions for fiscal years 
1978-79 through 1981-82 are shown in Table 1. 

Table 1 

California Transportation Commission 
Fund Reversions 
1978-79 to 1981-a2 

(dollars in thousands) 

Appropriation .............. : ...................................................... . 
Expenditure ....................................................................... . 

Reversion ......................................................................... . 
Reversion as Percent of Appropriation ................... . 

1978-79 
$749 
584 
165 

22.0% 

1979-80 
$928 
752 
176 

19.0% 

1980-81 
$1,016 

741 
275 

27.1% 

1981-82 
$1,076 

SOl 
266" 
24.7%" 

a Does not reflect a $9,000 unallotment due to a reduction in travel expenses imposed by the Governor. 

As Table 1 indicates, significant portions of the commission's support 
appropriations have been unexpended during the past four years. For 
1981-82, the amount reverted was almost 25 percent of the total amount 
appropriated. 

Several factors contribute to the commission's annual budget surpluses, 
some of which are uncontrollable while others may be predicted with 
some degree of accuracy. For example, the commission budgets fully for 
commissioners' per diem, at $100 per day, for the anticipated number of 
days of meetings. The annual request for personal services, therefore, is 
overbudgeted to the extent that some commissioners do not attend every 
meeting during the fiscal year. A second factor causing year-end rever
sions is the unanticipated freezes imposed by the Governor on specific 
expenditures in past years. As discussed below, however, our review indi
cates that even after adjusting for these two factors, the commission's 
budget requests still have been overstated in two basic areas: operating 
expenses and in-state travel. 

Overbudgeted Operating Expenses 
We recommend a reduction of $28,000 from the Transportation Plan

ning and Development Account (Item 2600-001-046) because various op
erating expenses are overbudgeted. 

Our analysis indicates that the commission has overbudgeted funds for 
various operating expenses for 1983-84. Table 2 shows actual expenditures 
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for general expenses (office supplies, conference room rental, etc.), print
ing, communications, and postage for 1979-80 through 1981-82, as well as 
estimated current-year and proposed 1983-84 expenditure levels. 

Table 2 

California Transportation Commission 
Actual and Projected Operating Expenses 

(dollars in thousands) 

General Expenses ......................... . 
Printing ........................................... . 
Communications ........................... . 
Postage ............................................. . 

Totals ....................................... . 

1979-80 
$17.6 

0.3 
11.2 

c 

$29.1 

1980-81 
$5.6 

10.2 

$15.8 

1981-82 
$18.0 

14.7 

$32.7 

Projected byb 
LegisJab've 

Estimated" Proposed Analyst 
1982-83 198.'J...84 198.'J...84 

$16.7 $35.0 $19.2 
3.0 10.0 3.5 

18.1 27.0 20.8 
0.6 2.0 0.7 - -

$38.4 $74.0 $46.2 

" Estimates prepared by the commission. 
b Projections allow for a 15 percent increase over current-year estimates to provide for cost increases and 

workload·related increases. 
C Expenditures were less than $100. 

Based on past and estimated current-year expenditures, we project that 
$46,000 will be needed to cover these expenses in 1983-84. Our recom
mended funding level allows an increase of 15 percent over current-year 
expenditures, which provides for a 5 percent price increase (in accord
ance with Department of Finance budget instructions) and an additional 
10 percent to accommodate any workload-related increase in expenses. 
The commission, however, is requesting $74,000 for these expenses for the 
budget year. Accordingly, werecommend a reduction of $28,000 from the 
commission's budget. 

Overbudgeted In";state Travel Expenses 
We recommend a reduction of $20,000 from the Transportation Plan

ning and Development Account (Item 2600-001-046) because in-state 
travel expenses have been overbudgeted 

The budget proposes an expenditure of $88,000 for. in-state travel in 
1983-84. This is an increase of $27,000, or 44 percent, over the current-year 
level of $61,000 estimated by the commission and is $36,000, or 69 percent, 
above the $52,000 average annual expense incurred for this purpose from 
1979-80 through 1981-82. Thus, based on the current-year estimates, as 
well as past experience, the proposed amount of $88,000 appears to be 
excessive. 

Allowing for the recent increase in travel per diem payments, and 
assuming an average travel cost of $300 per person per meeting for the 
same level of attendance at meetings as estimated for the current year, we 
estimate that $68,000 will be needed for in-state travel purposes in 1983-84. 
Accordingly, we recommend that the commission's budget be reduced by 
$20,000. 
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We recommend a reductia,n of $10~OOO fiom the Transportation Plan
ning and Development Account (Item 2600-001-046)~ because the amount 
requested for consulting and professional services is not warranted. 

The budget requests $256,000 fo.r co.risulting and pro.fessio.nal services in 
1983-84. Acco.rding to co.mmissio.n staff, this amo.unt will be used to (1) 
pro.cure engineering co.nsulting services to. interpret the results o.f a cur
rent-year study ($150,000), (2) pro.videa "reserve" o.f $30,000 fo.r apo.ssible 
fo.llo.w-up study to. a current-year study o.n mass transitpro.jects, (3) de
velo.p the criteria to identify a system o.f Califo.rnia airpo.rts ($75,000), and 
(4) lease certain computer hardware ($2,000). 

Current-Year Study. Reso.lutio.n Chapter 114, Statutes o.f 1982, (SCR 
46), requested thecommissio.n, in co.o.peratio.n with lo.cal and regio.nal 
transpo.rtatio.n planning entities, to. identify specific high prio.rity state 
highway and guideway pro.jects which are capable o.fbeing implemented 
and co.mpleted within five years after the identificatio.n study is finished. 

In respo.nse to. this request, the co.mmissio.n has co.ntracted with a co.n
suIting firm to. co.nduct the study in the current year, at a Co.st o.f $225,000-
including $150,000 to identify a "backbo.ne" highway system, and $75,000 
to identify high priority mass transit projects. 

Budget-Year Requests. Fo.r 1983-84, the commission pro.poses (unding 
for leasing certain computer hardware, as well as for the following pur
poses. 

1. The commission is requesting $150,000 to conduct a follow-up study 
to the current highway system identification study, and to work with 
regio.nal agencies to determine the cost and time requirements of high 
priority pro.jects. Our review o.fthe intended scope of the follow-up study 
indicates that the amount is justified. 

2. The commission is also requesting $30,000 as a "reserve" in the event 
a fo.llow-up study to the current mass transit study is needed. There is, 
however, no. co.ncrete pro.posal for the use of the money, and substantia
tion for its need is lacking. We, therefore, do not think such a "reserve" 
is warranted. . 

3. Finally, the budget includes $75,000 to develop criteria to identify a 
system of California airpo.rts for general aviation purposes. Discussions 
with staff indicate that the state's role in general aviation in California is 
currently being reviewed as part of the commission's 1983 Biennial Re
port. Depending on the co.mmission's action relative to the report's find
ings and recommendations, there might be a need to identify a statewide 
system of airpo.rts fo.r general aviation purposes. The requested amount 
would then be used to fund a study to develop the criteria for the system's 
identification. Because the need for the study is contingent upon the 
commission's future actions which are unkno.wn atthis time, we believe 
the request fo.r $75,000 is premature, and recommend that the amount be 
denied. 

Acco.rdingly, we recommend that the request for conSUlting and pro.fes-
sional services be reduced by $105,000. . 
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Business, Transportation and Housing Agency 

DEPARTMENT OF TRANSPORTATION-SUPPORT AND 
CAPITAL OUTLAy 

Items 2660 and 2660-301 from 
various funds Budget p. BTH 60 

Requested 1983-84 ............. ;............................................................ $932,549,000 
Estimated 1982-83 ......................... ; .................................................. 1,006,661,000 
Actual 1981-82 ........................................... ~...................................... 920,047,000 

Requested decrease (excluding amount 
for salary increases) $74,112,000 (-7.4 percent) 

Total recommended reduction .................................................... $25,389,000 
Recommendation pending ............................................................$145,000 

1983-84 FUNDING BY ITEM AND SOURCE 
Item Description 
2660-OO1·041-Aeronautics-Support 
2660-001-042---Highway--Support 

Mass Transportation--Support 
2660-001-045---Highway-,-Support 
2660-001-047 -Mass Transportation--Support 

2660-aOl-046--Mass Transportation--Support 

Transportation Planning--Support 
2660-101-041-Aeronautics--Local Assistance 
2660-101-042---Highway-Local Assistance 
2660-101-045---Highway-Local Assistance 
2660-101-046--Transportation Planning-Local 

Assistance 
266()-301~042---Highway-Capital Outlay 
266(' ·301-047 -Mass Transportation-Capital 

Outlay 
Total, Budget Act appropriations, State Funds 

Budget Act of 1980-Mass Transportation-Local 
Assistance 

Budget Act of 1977-Highway-Capital Outlay 
Budget Act of 1978--Highway-Capital Outlay 
Budget Act of 1979--cHighway-Capitai Outlay 
Budget Act of 1980-Highway-Capital Outlay 
Budget Act of 1981-Highway-Capital Outlay 
Budget Act of 1982---Highway:-Capital Outlay 
Toll Bridge Funds-Highway--Support 
Toll Bridge Funds--Highway-Capital Outlay 
Budget'Act of 1981-Highway-Capital Outlay 

Budget Act of 1982---Highway-Capital Outlay 

Continuing Aeronautics appropriations 

Total, Continuing statutory appropriations, 
State Funds 

Minus, Balance Available in Subsequent Years 
Minus, Unexpended Balance 

Total, All expenditures, State Funds 

Fund" 
Aeronautics Account 
State Highway Account 

Bicycle Lane Account 
Abandoned Railroad Ac
count 
Transportation Planning and 
Development Account 

Aeronautics Account 
State Highway Account 
Bicycle Lane Account 
Transportation Planning and 
Development Account 
State Highway Account 
Abandoned Railroad 
Account 

Transportation Planning and 
Development Account 
State Highway Account 
State Highway Account 
State Highway Account 
State Highway Account 
State Highway Account 
State Highway Account 
Toll Bridge Funds 
Toll Bridge Funds 
Environmental License 
Plate 
Environmental License 
Plate 
Aeronautics Account 

a All accounts are with the State Transportation Fund. 

Amount 
$1,789,000 

617,790,000 
104,000 

9,000 
553,000 

19,450,000 

5,020,000 
1,000,000 

27,200,000 
592,000 

2,032,000 

223,110,000 
5,211,000 

$903,860,000 

$2,573,000 

200,000 
200,000 
200,000 
500,000 

41,859,000 
55,340,000 
29,251,000 
23,013,000 

21,000 

100,000 

3,225,000 

$156,482,000 

-87,403,000 
-40,390,000 

$932,549,000 
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DEPARTMENT OF TRANSPORTATION-SUPPORT AND CAPITAL OUTLAY
Continued 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Highway Capital Outlay. Recommend thatthe California 

Transportation Commission (CTC) be requested to com
ment during budget hearings on the level of highway capi
tal outlay expenditures proposed for 1983-84. 

2. Federal Funds. Recommend adoption of supplemental 
report language directing the department to (a) charge 
project-related expenses directly to specific capital outlay 

. projects, so as to maximize federal reimbursements, and 
(b) report to the fiscal committees and the Joint Legisla
tive Budget Committee by June 1984 on its success in doing 
so. 

3. Capital Outlay Staffing. Reduce Item 2660-001-042 by $12,-
024~000. Recommend reduction because the requested 
level of capital outlay support is not justified on a workload 
basis. 

4. High way Research. Reduce Item 2660-001-042 by $1~105,-
000. Recommend reduction because the need for the re
quested amount has not been substantiated. 

5. Interagency Agreement. Reduce Item 2660-001-042 by $1~-
1~000. Recommend reduction to correct overbudgeting 
for appraisal services. 

6. Consulting Services. Reduce Item 2660·001·042 by 
$948,000. Recommend reduction because budgeted ex
penditures have not been justified. 

7. Road Equipment. Reduce Item 2660-001·042 by $2,512~OOO. 
Recommend reduction because (a) the cost of replace
ment equipment is overstated and (b) additions to e~isting 
equipment inventory are not warranted. 

8. Maintenance RegionaJization. Reduce Item 2660·001·042 
by $1~050~OOO. Recommend reduction to reflect savings 
resulting from the continued implementation of regionali
zation in highway maintenance. 

9. Cost Reco.veries. Reduce Item 2660·001·042 by $5,~OOO. 
Recommend reduction to reflect cost recoveries which off-
set expenditures. . 

10. Transfer of Transportation Planning and Development 
(TP and D) Account Funds. Recommend adoption of 
language under Item 2660-011-046 transferring the $66.4 
million unencumbered balance of the TP and D Account 
to the General Fund, in order to increase Legislature's 
flexibility to meet high priority statewide needs. 

11. Project Review Personnel. Reduce Item 2660-001·046 by 
$54~OOO. Recommend reduction because some projects 

. will not require state review in the budget year .. 
12. Discretionary Transit Assistance. Reduce Item 2660-001·046 

-- -----
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by $76,000. Recommend reduction because the program 
has been discontinued, and the workload has declined to 
where it merely involves monitoring on-going contracts. 

13. Project Development Funds. Reduce Item 2660-001-047 by 392 
$46~000. Recommend reduction because an abandoned 
rail line will not be acquired and the right-of-way can be 
developed without spending state funds. 

14. Local Assistance. Recommend deletion of local assistance 393 
language because it is inconsistent with existing legislative 
policy. 

15. State Transit Assistance. Recommend that budget compan- 393 
ion bills be amended to reduce allocation of State Transit 
Assistance by $32 million to pay only the ongoing operating 
expenses paid from ST A funds. 

16. Interregional Transit Services. Recommend CTC be re- 396 
quested to comment at budget hearings on recommended 
subsidy levels. Further recommend adoption of Budget 
Bill language specifying that subsidies are to be allocated 
by CTC as required by current law. 

17. Intercity Bus Service. Reduce Item 2660-001-046 by 399 
$81~OOO. Recommend reduction to correct overbudgeting 
of personnel needed to -monitor service contracts. 

18. SP Station Management. Withhold recommendation on 400 
$145,000 (Item 2660-001-046) for commuter rail station 
management, pending receipt of Metropolitan Transporta-
tion Commission report. 

19. Transit Demonstration Projects. Reduce Item 2660-001-046 401 
by $4~OOO. Recommend reduction because fewer 
projects will be monitored in the budget year. 

20. Ridesharing Tax Credit. Recommend $2.4 million reduc- 401 
tion in transfer for tax credit reimbursement under Item 
2660-011-046 to reflect more accurate estimates of program 
costs. 

21. Ridesharing Projects. Reduce Item 2660-001-046 by 402 
$34,000. Recommend reduction because projects will not 
continue in budget year, 

22. Reimbursed Planning Expenditures. Reduce reimburse- 402 
ments in Item 2660-001-046 by $1~516,OOO. Recommend 
reduction in reimbursed expenditures to reflect more ac
curate estimate of workload. 

23. New Accounting System. Reduce Item 2660-001-042 by 403 
$634~000. Recommend reduction to reflect staff savings 
resulting from the conversion of the existing accounting 
system to Transportation Accounting and Management 
System (TRAMS). 

24. Equipment for TRAMS. Reduce Item 2660-001-042 by $8~- 403 
000. Recommend reduction to correct overbudgeting of 
equipment for TRAMS conversion. 

25. Consulting Services for TRAMS. Reduce Item 2660-001-042 404 
by $17~000. Recommend reduction because the amount 
will not be needed to complete an existing contract. 

26. Legal Staff. -Recommend the department be requested to 404 
comment during budget hearings on the iInpact of 
proposed reduction in legal staff. 
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GENERAL PROGRAM STATEMENT 
The Department of Transportation (Caltrans) is responsible for plan

ning, coordinating and implementing the develcpment and operation of 
the state's transportation system. 

The department's responsibilities are divided am()ng five programs. 
Three programs-Highway Transportation, Mass Transportation and 
Aeronautics-concentrate on specific transportation modes. Transporta
tion Planning seeks to improve the planning for all travel modes in the 
state. The fifth program, Administration, encompasses management of the 
department. Expenditures for this program are prorated among the other 
four operating programs. 

The department's headquarters is in Sacramento, and it maintains 11 
district offices throughout the state. The department is authorized 15,209.3 
personnel-years in 1982-83. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes expenditures totaling $932,549,000 in state funds 

for Department of Transportation programs and activities in 1983-84. This 
is $74,112,000, or 7.4 percent, below estimated expenditures in the current 
year. This, however, makes no allowance for any salary or staff benefit 
increase that may be approved for the budget year. 

In addition to proposed expenditures from state funds of $932,549,000, 
the department proposes to spend $786,541,OQO in federal funds and $112,-
929,000 in reimbursements, for a total froposed expenditure program in 
1983-84 of $1,832,019,000, a decrease 0 $49,073,000, or 2.6 percent, from 
current-year estimated expenditures of $1,881,092,000. 

In 1983-84, staffing is proposed to decrease from the current authorized 
level of 15,209.3 personnel-years to 15,152.2 personnel-years, a decrease of 
57.1 personnel-years, or 0.4 percent. 

Table 1 compares the department's proposed budget for 1983-84 to 
expenditures authorized in the current year. 

Significant Program Changes 
The 1983-84 budget essentially is a baseline budget with respect to most 

of the department's functions, particularly those in the Aeronautics, Plan
ning, and the Highway Transportation programs. Consequently, activity 
levels generally are proposed at the same levels authorized in the current 
year, with expenditures merely adjusted to compensate for the impact of 
inflation on the prices paid by the department. The budget recognizes, 
however, that recently enacted legislation increasing the federal gasoline 
tax rate will have a significant impact on the state's 1983-84 transportation 
program. Accordingly, the department indicates that it inter>:is to propose 
amendments to the proposed budget after it has a better estimate of the 
amount that will become available to California under the new law, and 
has determined how these funds can best be used to support the state's 
transportation program. 

Even though it is essentiallx a baseline budget, the expenditure pro
gram proposed for 1983-84 still reflects a number of significant program 
changes that, together, represent a shift in priorities from those which the 
previous administration espoused. 



Table 1 

Department of Transportation 
Budget Changes Proposed 1983-84 

(dollars in thousands) 

State 
Aeronautics 

Account 
$5,799 

215 

Highway TP&D Federal 

1982-83 Authorized ......................................................... . 
1. 1983-84 Cost Changes ................................................ .. 
2. Workload & Program Changes . 

A. Aeronautics 
(1) State Operations ............................................ .. 
(2) Local Assistance ............................................ .. 

Subtotals .......................................................... .. 
B. Highways 

(1) State Operations ............................................ .. 
(2) Local Assistance ............................................ .. 
(3) Capital Outlay .............................................. ;. 

Subtotals ........................................................... . 
C. Mass Transportation 

(1) State Operations .......................................... .. 
(2) Local Assistance ............................................ .. 
(3) Capital Outlay .............................................. .. 

Subtotals ......................................................... . 
D. Transportation Planning 

(1) State Operations .......................................... .. 
(2).Local Assistance ............................................ .. 

Subtotals ......................................................... . 
Total Proposed Changes ................................................ .. 

1983-84 Proposed Expenditures .................................... $6,014 

Account 
$882,813 

31,688 

-2,828 

(-2,828) 

-4,669 
-65,700 

(-70,369) 

-73,197 

$841,304 

Account 
$73,051 

1,002 

-6,411 
-41,140 

(-47,551) 

~47,551 

$26,502 

Funds 
$723,230 

63,311 

$786,541 

Reim-
bursements 

$151,201 
1,237 

-20,959 
(-20,959) 

-18,550 
(-18,550) 

-39,509 

$112,929 

Other 
Funds 
$44,998 

13,731 

$58,729 

Total 
$1,881,092 

lll,184 

-2,828 

-20,959 
(-23,787) 

-11,080 
-106,840 
-18,550 

( -136,470) 

-160,257 

$1,832,019 
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Highway Transportation. The budget proposes a reduction of 50 per
sonnel-years in its legal division, including 34 personnel-years in attorney 
staff and 16 personnel-years in clerical support, for a savings of approxi
mately $2.8 million in 1983-84. This reduction is a part of the administra
tion's effort to (1) reduce the size of legal staffs in various state 
departments and (2) centralize the provision of legal services in the De
partment of Justice. 

The department advises us that, if the need for these positions is sub
stahtiated, it will propose an amendment to the budget to increase staffing 
in the legal division above the budgeted level. 

Mass Transportation. The budget proposes several changes in the 
Mass Transportation program. First, it proposes to eliminate three existing 
intercity and commuter rail passenger services, for a savings of $11.1 
million, while continuing rail service between San Francisco and San Jose 
and between Los Angeles and San Diego. Second, the budget does not 
include any funding for transit capital improvements. The department 
indicates that it will propose amendments to the Budget Bill that provide 
funds for the capital improvement program after it has completed a re
view of the need for such funds. Third, the department is administratively 
adding 30.2 personn~l-years in t~e current ye~r to provide teCh. nical assist
ance to local agtilnCIes on a reimbursed baSIS. The budget proposes to 
continue these positions in 1983-84. 

Finally, the budget proposes two reductions in special transportation 
programs which are not reflected in the department's expenditure totals. 
First, the budget proposes to reduce the State Transit Assistance program 
from the currently authorized 1983-84 level of $103 million to $75 million. 
In addition, the budget proposes to eliminate the 1983-84 transfer of $6 
million in income tax revenues from the General Fund to the Ridesharing 
and Alternative Transportation Fund. 

RECENT FEDERAL LEGISLATION INCREASES TRANSPORTATION 
RESOURCES 

The Surface Transportation Assistance Act of 1982 (H. R. 6211), enacted 
in December 1982, authorizes the federal highway and transit assistance 
programs from federal fiscal year (FFY) 1983 through FFY 1986. The act 
also provides funding for various transportation assistance programs. 
Funding for some of these programs will be at higher levels than those 
previously authorized. The additional funding would result from an in
crease in the federal excise tax imposed on gasoline and diesel fuel from 
the current fOilr cents-per-gallon to nine cents, beginning in April 1983. 
Eighty percent of the revenues generated from the tax increase will be 
dedicated to highway improvements, and the remaining 20 percent will 
be used for transit imprOVements. 

Changes in the Highway Assistance Program 
Besides reauthorizing the expenditure of federal funds for highway 

activities, H. R. 6211 changes some of the formulas which determine how 
much federal highway money each state receives. The legislation: 

• Increases annual authorizations for Interstate system construction 
from $3.2 billion to $4.0 billion and authorizes use of up to 50 percent 
of the state's Interstate apportionment for Interstate 4R (resurfacing, 
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rehabilitation, restoration and reconstruction) purposes. 
• Authorizes increases for Interstate 4R from $800 million to $1,950 

million in FFY 1983, with even higher annual authorizations thereaf
ter. 

• Apportions funds for the primary system based on the higher amount 
resulting from use of the existing formula (which reflects the geo
graphic and population size of the state and its postal route mileage) 
or a new apportionment formula that is based strictly on population 
factors. 

• Requires that, beginning in FFY 1984, a minimum of 40 percent of 
federal aid for primary, secondary, and urban systems be expended 
on 4R purposes, except in instances where the state can certify that 
repair needs for the secondary system can be met with less than 40 
percent of a state's apportionment. 

• Changes the apportionment formula for bridge replacement and 
rehabilitation assistance funds to reflect replacement and rehabilita
tion needs and costs.· 

• Requires that each state's total aFPortionment be at least equal to 85 
percen.t of its share of estimated Highway Trust Fund contributions 
available for highway purposes. Funds made available to reach the 85 
percent level can be spent on any highway program category. 

• Permits waivers of the state matching requirements in FFY 1983 and 
FFY 1984 for obligations in excess of the FFY 1982 ceiling. Repayment 
will be required either in cash or in reduced FFY 1985 and FFY 1986 

. apportionments. 
Anticipated highway funding in California. The increase in·the high

way authorization level will increase the amount of federal assistance 
available for California's Interstate highway program. In addition, the 
change in the primary assistance formula will increase the state's relative 
share of total primary funds. Table 2 shows the estimated apportionments 
to California from FFY 1983 to FFY 1986 for selected categories of federal 
highway assistance, based on Federal Highway Administration rrojections 
for FFY 1983 and 1984. The estimates assume that the historica share that 
California received in each program category (except for .the primary 
system) remains the same throughout the period. The table also compares 
projected funding levels with the FFY 1982 apportionments made under 
previous law. . 

Table 2 
Apportionments of Federal Highway Assistance to California' 

FFY 1982 to FFY 1986 
(dollars in millions) 

1982 1983 
$335 $378 

74 182 
Interstate b .................................................................. . 

Interstate 4R b ........................... ; .............................. .. 

Federal Aid Primary .............................................. .. 93 130 
Federal Aid Secondary .......................................... .. 15 24 
Federal Aid Urban .................................................. .. 99 99 
Bridge Replacement ............................................... . 18 35 
Unrestricted Grant c .............................................. .. 28 

1984 
$378 
224 
147 
24 
99 
36 
60 

1985 
$378 
262 
161 
24 
99 
38 

N/A 

1986 
$378 
294 
172 
24 
99 
46 

N/A 

"Assumes continuation of historical apportionment rates to California, except for rate of Federal primary 
assistance, which will increase. 

b Assumes one year advancement of funding as permitted by federal law. 
C Allocated to make total state apportionments equal to 85 percent of state tax contribution. 
N I A-Not available. 
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Changes in the Mass Transit Assistance Program 
Prior to the new law, the two largest federal mass transit assistance 

programs were Section 3 and Section 5 of the Urban Mass Transportation 
Act. Section 3 is a discretionary capital grant program. Section 5 is a 
four-tiered capital and operating assistance program under which funds 
are apportioned through four different formulas to regional transportation 
planning ~gencies. These programs are financed with general revenues 
(rather than with gas tax revenues) of the federal government. 

Section 9 block grant. H. R. 6211 significantly modifies the provision of 
federal transit assistance to the state. The Section 5 program is eliminated, 
effective in FFY 1984. In its place, the legislation establishes in FFY 1984 
a new block grant program.....,.Section 9-to be funded with general reve
nues .. These funds will be distributed on a formula basis, with approximate
ly 88 percent apportioned to urban areas with populations exceeding 
200,000, approximately 9 percent apportioned to urban areas with popula
tions up to 200,000, and the remaining 3 percent going to non-urbanized 
areas. Funds going to non-urbanized areas will continue to be apportioned 
to the Governor on a population basis. Funds going to urbanized areas of 
less than 200,000 will continue to be apportioned to the Governor, based 
on population and Fopulation density. Funds apportioned to wban areas 
of over 200,000 will be apportioned to regional planning agencies on the 
basis of several factors, including bus and guideway revenue, vehicle miles 
and route miles, the relative efficiency of transit services, and population 
and population density. 

Section 9 funds may be spent for operating or capital assistance,pro
vided the state complies with the same matching requirements estab
lished by prior law. The amount that can be used for operating assistance, 
however, is restricted. Operating assistance to a transit system in an urban 
area with a population of 1 million or more cannot exceed 80 percent of 
the system'sFFY 1982 apportionment which could be spent on operating 
assistance. The limits imposed on operators in urban areas with population 
between 200,000 and 1 million and populations under 200,000 are 90 per
cent and 95 percent of 1982 levels, respectively. (Funds apportioned un
der Section 5 in 1983 are subject to the same limitations.) In FFY 1983 and 
FFY 1984, transit systems can increase their operating assistance funds to 
the FFY 1982 levels by transferring apportioned funds available for capital 
assistance. For every $3 transferred, however, only $2 can be spent on 
operating assistance. The remaining $1 must be transferred to the Section 
3 discretionary capital grant program. 

New transit funding source-Section 9A grant. H. R. 6211 also makes 
federal gas tax revenues available to transit for the first time, through a 
new Section 9A program. These funds are available only for capital assist
ance. In FFY 1983, the funds will be apportioned in the same way as 
Section 9 funds. Beginning in FFY 1984, the funds will be allocated by the 
Secretary of Transportation on a discretionary basis. Under the new pro
gram, however, the federal government will finance 75 percent of a 
project's cost, rather than 80 percent as provided under the Section 3 
program. Unlike the Section 9 funds, which are subject both to an authori
zation and an appropriation process,. Section 9A funds are available for 
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expenditure as soon as these funds have been authorized by the Congress. 
Anticipated transit revenues in California. Table 3 displays the impact 

of H. R. 6211 on California transit programs, based on estimates provided 
by the American Public Transit Association. The table indicates the total 
revenues available for operating and capital assistance since FFY 1981, and 
compares these levels to the maximum available for these purposes under 
the new law. 

Table 3 

Apportionments and Distributions of Federal 
Transit Assistance to California 

FFY 1981 to FFY 1986 
(dollars in millions) 

1981 1982 1983 1984-
Formula Operating Assistance b •••••••••••••• $153 $152 $124 $125 
Formula Capital Assistance ...................... 49 50 161 245 
Discretionary Capital Assistance c ....•.•..• 170 193 160 125 - - - -

Totals ........................................... ; .......... $372 $395 $445 $495 

1985- 1988-
$125 $125 
272 285 
110 110 - -

$507 $520 

_ Assumes the full amount authorized is appropriated. 
b Assumes Tier I, II and III of Section 5 funds are spent on operating assistance. Also assumes that no capital 

funds are switched to operating assistance in 1983 or 1984. 
C Assumes that the historical distribution rates to California continue beyond 1982. (.J;\epresents Section 

3 grants through FFY 1983, and Section 9A grants beginning FFY 1984.) 

As Table 3 indiCates, H. R. 6211 could increase significantly the total 
amount of federal transit assistance provided to Oilifornia. Total assistance 
could increase from $395 million in FFY 1982 to $520 million in FFY 1986, 
an average increase of over 7 percent annually. The table also indicates, 
however, that the full amount of the increase will be in formula capital 
assistance. Operating assistance has been reduced from $152 million in 
1982 to $124 in 1983, and to $125 million thereafter. Operators could tr.ans
fer $28 million in 1983 and in 1984 from capital assistance to bring operat
ing assistance equal to 1982 levels, but, because of the ~'swapping" 
provisions of t.he new federal law, capital assistance would decline by a 
total of approximately $42 million in both 1983 and 1984. Even with the 
"swapQing" of funds in 1983 and 1984, however, total assistance to Califor
nia will still be above the 1982 levels. 

Issues· Raised by the Federal Legislation 
H. R. 6211 provides an indication of the potential level of federal funding 

available for California's transportation program through 1985-86. The 
precise funding received by California could differ from the amounts 
indicated above, particularly if Congress does not appropriate the amount 
authorized for transit under Section 9. Nonetheless, the new federal law 
will permit the Legislature to make plans for financing transportation 
during the next few years with considerably more certainty regarding the 
amount of federal assistance that will be available to supplement state 
funds. 

In doing its fiscal planning, we believe the Legislature should consider 
the following major issues: 

Will the state be able to match the amount of federal funds available? 
Although H. R. 6211 increases the level offederal transportation funding 
available to California, transportation projects must receive state and/ or 
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local funding in order to qualify for federal participation. The level of such 
support ranges from less than 10 percent for the Interstate system to 25 
percent for transit projects funded from federal gas tax revenues. 

L Matching highway funds. Current estimates indicate that, when 
compared to previously-authorized funding levels, H. R. 6211 will increase 
California's apportionment of FFY 1983 Interstate and Interstate 4R funds 
by $151 million, and will increase the state's primary system funding by 
about $47 million. To match all federal highway funds expected to be 
available during the five-year 1983 STIP period (19~4 through 1987-
88), the state will need an estimated $657 million. This represents an 
increase of approximately $144 million over the amount that would have 
been required if authorization levels had remained at the previous level 
during the STIP period. 

There is, however, no basis at this time to state how much, if any, 
additional state· revenues will be needed to match the additional federal 
funds. For the current STIP period, which began in July 1982, the CTC has 
programmed approximately $100 million in state funds to construct 
projects which were eligible for federal assistance, but for which such 
funds w~re not available. With more federal funds being available, the 
amount of state funding needed to undertake these projects should de
cline. Consequently, to determine how much additional state money is 
needed to match the federal funds, the department first will have to 
determine:how much of the new federal money can be spent on projects 
funded (a) only with state funds or (b) at levels exceeding those required 
by federal law. The department then can estimate the level of additional 
state funding needed to match any remaining federal funding. 

In addition, it might not be in the state's interest to match all available 
federal highway funds. For example, it would not be in the state's interest 
for it to reallocate its resources away from highway activities which are 
considered to be of high state priority, simply to maximize the receipt of 
federal funds that are restricted to uses which have a relatively low prior
ity to the state. 

2. Matching transit funds. H. R. 6211 would increase California's ap
portionment of formula capital funds by over $200 million by FFY 1986, 
if the full amount authorized is appropriated. The amount of discretionary 
transit capital funding which California would receive in the future cannot 
be projected. If California continues to receive its historical share of dis
cretionaryfunds, however, total federal capital funding for California 
could increase to as much as $370 million in FFY 1984 (or $327 million if 
capital· funds are redirected to operating assistance) and. $395 million in 
FFY 1986. We estimate that the state would require between $92 million 
and $103 million in 1983-84 (depending on how much capital assistance 
is transfe~re:d) and $108 million in 1985-86 to matchal! ~vail.able federal 
funds. ThIS IS less than or about the same as the $107 mllhon III state- and 
local-financed transit capital investment reported to the State Controller 
in 1980-81. It appears that, as in the case of highway projects, the shortage 
of federal funds for transit projects has increased the amount of state and 
local investment in transit projects. Consequently, if federal funds are 
used to pay for projects which previously required state and local capital 
funds, an increase in state funding may not be needed to match the 
increase in federal money available. 

Does the. increase in federal support for transit capital investment war-
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rant a reduction in state support? The Legislature has appropriated an 
average of $100 million annually for transit capital improvements during 
the past three years. No funding for this purpose is proposed in the 1983-84 
budget (although the Department of Finance is expected to amend the 
budget to request funds for transit capital improvements). Table 3 indi
cates that, under H. R. 6211, California could receive $84 million to $127 
million more in federal capital funds in FFY 1984 than it did in FFY 1982, 
depending on the level of discretionary funding obtained by the state and 
the level of capital funding transferred to operating assistance. 

It appears that the state could spend less state money on transit capital 
improvements and still (1) match all available federal funds, and (2) 
maintain the total funding (all sources) for capital projects at the same 
level as in the recent past. Consequently, the Legislature may wish to 
consider whether state funds now used for transit capital projects should 
be reallocated to meet other state priorities, given the greater availability 
of federal funding. 

How much state money is needed for transit operating assistance, given 
the increases in funding provided by H. R. 6211? Under existing law, $103 
million will be allocated for State Transit Assistance in 1983-84. The $103 
million was appropriated in anticipation of a scheduled phasing out of 
federal operating assistance for local transit over a three-year period. The 
budget proposes to reduce funding for State TransitAssistance in 1983-84 
to $75 million. 

It appears now that, under H. R. 6211, federal operating assistance in 
individual regions of the state will stabilize at a level that is five percent 
to 20 percent lower than FFY 1982 levels. In FFY 1984, operating assist
ance could reach FFY 1982 levels if sufficient capital assistance funds are 
:r:edirected for operating assistance. 

Consequently, the Legislature may wish to consider how much, if any, 
State Transit Assistance funding is needed in light of H. R. 6211. (A more 
detailed discussion of funding for the ST A program is presented later in 
our analysis of the department's budget). 

STATE TRANSPORTATION IMPROVEMENT PROGRAM 
The State Transportation Improvement Program (STIP) is the basic 

plan for all state and federally funded transportation improvements in 
California. It is required by Chapter 1106, Statutes of 1977, which specifies 
that the California Transportation Commission (CTC) shall adopt and 
submit a five-year STIP to the Legislature and the Governor by July 1 of 
each year. The annual planning process actually begins eight months 
earlier, in November, when the CTC adopts estimates of revenues avail
able to the department and regional agencies. Using these revenue esti
mates, the department then prepares a proposed STIP which is submitted 
to the CTC in December. Regional TIP's are also submitted to the CTC, 
which holds hearings on the plans beginning in April and continuing until 
the STIP is adopted. Public hearings are held from July to mid-August, at 
which time appeals may be raised on the adopted STIP. 

Fund Allocation 
The CTC allocates available state and federal funds only for those 

projects included in the adopted STIP. For each fiscal year, these alloca
tions must be consistent with total program expenditures specified in the 
Budget Act. 
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Role of the Legislature 
The Legislature establishes, through the Budget Act, maximum expend

iture levels for the various program components. The Budget Act also 
permits the department to transfer funds between programs, if the CTC 
and the Department of Finance approve, provided that any decrease in 
authorized expenditures within a program element (such as Rehabilita
tion or Maintenance) does not exceed 10 percent. 

Chapter 1106 prohibits the Legislature from identifying in the Budget 
Act specific capital outlay projects to be funded. 

STIP Implementation 
After the STIP is adopted by the commission, the department is respon

sible for implementing the STIP consistent with (1) allocations to projects 
made by the commission and (2) the Budget Act. Because many years are 
required to plan and carry out typical capital outlay projects, program 
development and capital outlay support activities of the department dur
ing the budget year also include appropriate planning and design work for 
improvements scheduled for years in and beyond the five-year STIP. 

1983 Fund Estimate 
The CTC adopted the 1983 Fund Estimate in January to provide fund

ing targets for state and regional transportation agencies to use in prepar
ing their transportation improvement programs. The Fund Estimate 
reflects (1) the projected federal fund apportionments authorized by H. 
R. 6211, (2) a reduced level of state highway revenues, primarily because 
of reduced gasoline sales and prices and (3) a downward adjustment in 
revenues to reflect an error made by the department when it projected 
motor vehicle registrations during the preparation of the current 1982 
STIP. 

The net effect of higher federal funding levels and a lower state reve
nues is a projected shortfall of $650 million in state funds over the five-year 
1983 STIP period, assuming that the state (1) matches all available federal 
fund apportionments during the STIP period, (2) funds all projects, in
cluding those which are programmed in the 1982 STIP to receive only 
state funds, and (3) does not substitute federal funds for state funds in any 
projects programmed in the 1982 STIP. 

Fund Estimate direction. To deal with this projected shortfall, the 
eTC has directed that capital outlay projects in the 1983 STIP be catego
rized into two funding tiers. Tier I will contain all projects programmed 
in the 1982 STIP except those funded entirely with state funds. Tier II will 
contain (1) all projects funded in the 1982 STIP with state funds only, and 
(2) all new projects which could be funded with the new federal funds if 
sufficient state matching funds were available. Project development work 
will continue on Tier II projects, which could receive funding if sufficient 
state resources become available. In addition, the CTC has directed the 
department to determine how much federal money could be spent on 
projects which had been programmed using only state funds. 
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Department Requests Lump Sum Appropriations 
The Legislature has deiegated to the CTC the authority to allocate state 

funds to specific highway and transit capital outlay projects and transit 
services. The departmeut's budget requests lump-sum amounts within 
specific categories, such as New Facilities, Transit Capital Improvements 
and Bus and Rail Services, and the Legislature appropriates funds within 
tp.ese categories. The CTC then allocates the lump-sum amount among 
specific eligible projects. Table 4 indicates the lump-sum amounts 
proposed by the department for 1983-84. 

Table 4 
Proposed State Funding 

to be Allocated by the CTC 
1983-84 

(in thousands) 

Highway Transportation (Capital Outlay) 
Rehabilitation ................................................................................................ ;....................................... $56,150 
Operational improvements .................. ;............................................................................................. 49,470 
New facilities.......................................................................................................................................... 90,390 

Mass Transportation 
Transit capital improvements .......................................................................................................... .. 
Bus and rail services ............................................................................................................................ 8,925 

In the case of most state programs, we make recommendations to the 
Legislature regarding the specific capital outlay projects proposed for 
funding, based on the merits of each project. This is because the Legisla
ture decides which projects to fund and which projects not to fund. In 
transportation, however, the decision to fund specific projects and serv
ices is made by the CTC;not by the Legislature. Consequently, we make 
no recommendation to the Legislature on funding levels for the highway 
and transit capital programs and bus and rail services. Recommendations 
to the Legislature on funding levels for these programs will be made by 
the CTC, based on the funding re.q uirements of specific projects. These 
recommendations will be included as part of the CTC's review of the 
department's budget. However, in each program, we will recommend 
that the CTC be requested to comment on their recommended funding 
levels. In addition, we will comment on the requested funding level to 
provide information to the Legislature concerning the proposed transpor
tation program. 

AERONAUTICS 
The Aeronautics program contains four elements which are designed to 

improve the safety and efficiency of the California aviation system: (1) 
safety and local assistance, (~) planning and noise, (3) reimbursed work 
for others, and (4) administration. 

The department requests an appropriation of $6,014,000 from the 
Aeronautics Account in the State Transportation Fund to support the 
program's activities in the budget year. State operations are budgeted to 
decrease by 1 percent (to $1,789,000), and local assistance is proposed to 
increase by 5.8 percent (to $4,225,000) over current-year levels. The de
partment also proposes an expenditure of $23,000 in federal reimburse
meIlts for airport inspections, for a total proposed expenditure program 
of $6,037,000. This is an increase of 3.6 percent al>ove current-year levels. 

Program staff is budgeted at 42.1 personnel-years, the same level author-
13-76610 
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ized in the current year. The budget does not propose any changes in the 
Aeronautics program for 19~. 

HIGHWAY T~ANSPORTATION 
The Highway Transportation program is divided into eight elements: 

(1) rehabilitation, (2) operationalimprovements, (3) local assistance, (4) 
program development, (5) new facilities, (6) administration, (7) opera
tions and (8) maintenance. Each element, in turn, is subdivided into 
several components. 

The department proposes 1983-84 expenditures of $1,723,466,000 for the 
Highway· Transportation program, which is $82,483,000, or 5.0 percent 
above the current-year expenditure estimate of $1,640,983,000 indicated in 
the Governor's Budget. 

Expenditures for state operations are proposed to increase by $17.9 
million (2.5 percent) in 1983-84. This reflects an increase of $20.7 million 
to offset the higher prices that the department will have to pay in the 
budget year, and a reduction of $2.8 million in legal services. The depart
ment also proposes an increase of $64.5 million (or 7.0 percent) fqr capital 
outlay and local assistap.ce expenditures. This reflects a $69.7 million in
crease for capital outlay activities, and a reduction of $5.2 million in local 
assistance. 

The State Highway Account will finance $841.2 million (49 percent) of 
the proposed expenditures. An additional $764.7 million (44 percent) will 
be financed from federal funds. The remaining $117.6 million (7 percent) 
will be paid from other state funds and reimbursements. .. 

Table 5 

Proposed 1983-84 Highway Transportation Program 
Changes and Fund Source 

(dollijrs in thousands) 

Personnel
Years 

1982-83 Estimated ............................................ 14,623.7 
. 1983-84 Baseline................................................ 14,621.7 

Program Changes: 
Administration .............................................. -50.0 

1983-84 Proposed.............................................. 14,571.7 
1983-84 Fund Sources 

State Highway Account ............................ .. 
Bicycle Lane Account ............................... . 
California Environmental License Plate 

Fund ....................................................... . 
Federal Funds ...... ; ...................................... . 
Toll Bridge Funds ....................................... . 
Reimbursements ........................................ .. 

Total Funds .............................................. .. 

State 
Operations 

$722,652 
743,409 

-2,828 
$740,581 

$617,790 
9 

83,928 
29,251 
9,603 

$740,581 

Capital Outlay 
and Local 
Assistance 

$918,331 
982,885 

$982,885 

$223,410 
592 

100 
680,770 

23,013 
55,000 

$982,885 

Total 
Expenditures 

$1,640,983 
1,726,294 

-2,828 
$1,723,466 

$841,200 
601 

100 
764,698 
52,264 
64,603 

$1,723,466 

Table 5 shows proposed expe~ditures and funding sources for the High
way Transportation program in 1983-84. The budget requests a staffing 
level of 14,571.7 persqnq.el-years. This is 52 personnel-years, or 0.4 percent, 
lower than the espmated current-year level of 14,623.7 personnel-years. 
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The reduction' includes a two personnel-year reduction in the depart
ment's request for capital outlay support, and a proposed reduction of 50 
personnel-years of legal support. 

Highway Capital Outlay Expenditures 
We recommend that the California Transportation Commission be re

quested to comment during budget hearings on the proposed level of 
highway capital outlay expenditures in 1983-84. 

The budget proposes to expend $760.6 million froni various funding 
sources for the construction of highway projects in 1983-84. This amount 
is $69.7 million, or 10 percent, higher than the estimated current-year 
expenditure level of $690.9 million. Of the $760.6 million, the budget 
requests that $196.2 million (26 percent) be funded from the State High
way Account, and $504.3 million (66 percent) be financed using federal 
funds. The remaining $60.1 million (8percent) willbe financed by the Toll 
Bridge Funds and by reimbursements. 

This proposal is based on the requirements for projects included in the 
1982 STIP. The proposal is subject to change, however, because (1) the 
recent increase in federal highway assistance will make more capital out
la), funds available to the state in the budget year and (2) the department 
will be submitting a proposed 1983 STIP to the CTC which may propose 
a different capital outlay schedule than the one adopted in the 1982 STIP. 

As we indicated earlier, we have no analytical basis for making a recom
mendation to the Legislature on the proposed funding levels for highway 
capital outlay, given that the Legislatureis not being asked to fund specific 
projects. Instead we recommend that the CTC be asked to comment 
during budget hearings on the adequacy of the proposed funding level, 
relative to the funding needs of specific projects. 

Capital Outlay Support 
Personnel used to develop highway capital outlay projects are distribut

ed among three elements of the Highway Transportation program
rehabilitation, operational improvements, and new facilities. For 1982-83, 
the department is authorized.5,202.6 personnel-years to perform the de
sign, preliminary engineering, environment impact review, right-of-way 
acquisition, and contract monitoring of highway projects. For 1983-84, the 
budget proposes a total capital outlay staffing level of 5,334 personnel
years, at a cost of $226.4 million. This represents approximately 30 percent 
of total Highway program support expenditures, and over 36 percent of 
the personnel requested for the program in the budget year. 

"Direct" versus "indirect" support. The department budgets for, and 
keeps account of, expenditures on capital outlay supJ?,ort in two categories 

. -"direct" and "indirect" expenditures. The "direct' portion, whiCh gen
erally accounts for approximately 65 percent of all capital outlay support 
expenditures, includes all staff support which are directly attributable to 
specifiG capital outlay projects, whether or not these projects are pro
grammed in the STIP. The current-year authorization includes approxi
mately 3,238 personnel-years for "direct" support. The remaiiling support 
expenditures are not directly identified with a project, and are considered 
to be "indirect" costs. These include (1) all project-related staff support 
which are not distributed to specific projects, either (a) because they 
represent small increments of time spent on minor projects, or (b) be
cause they involve training time; and (2) all non-project related staff 
support, including general supervision and managerial support. 
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PYPSCAN. The department's estimate of direct capital outlay support 
needs is developed using an automated personnel-year, project scheduling 
and cost-analysis system blown as PYPSCAN, An extensive data base 
containing. actual personnel 'and "dir¢ct" cost data was used to generate 
workJoad factors for different project types, sizes and cqsts. These factors 
and project scheduling data were used tq estimate the number of person
nel-years :p.eeded annually to meetthe constructiontimetablesfor projects 
programmed in the STIP. The result, according to the department, is a 
capital scheduling plan which identifies for each project all of the key 
target.dates in the developmentofaprojectand the staffing required to 
meet those dates.' . 

PYPSCAN, however, is used to estimate only thoseperson:p.el needs that 
are directly related to a project. "I:ndirect".supportis.budgeted separately 
from PYPSCAN. According to' the. department, total~'indirect" support 
expenses are budgeted based on a five-year correlation between actual 
"indirect" staff hoursartddirect~charged :staff hours for capitaloutiay 
supportactivities~" ,'.' ". " ' .. '.' , 

Project support needs are difficulttoidentify and validate; OuranalY
sis ofthis hudgeting Inethod()logyjndicates.thatpermittingproject~relat
ed costs to .be charged as . "indirect" costs has threewe*nesses. 

1. It hinders an evaluation . of theperspnnel effort needed: to build 
projects in the future because project"speCificinformlltionis incomplete . 

. 2. 'It hinders the use of PYPSCANas a controlmechartism" tOinonitor 
the use of personnel authorized for· a project because notallthe:personnel 
effort on ap~oject~sbeing charge~ specific~yto that project. "L •• 

3. As wedlscusS mgreater detailpelow,lt reduces the federal.relm
bursement for project devetopmentactivities. 

P~te"tial forAdditionaIF!!deral. Funds., . .... . . >. '. ,. 

We.recommend adoption of supp/ementalreport language directing the 
depmtment.to· (1) charge, lothe exte.f1lpossible,project~related exPenses 
directly tospe()ific capitalop,tJay projectsjnQrderto maXiniize federal 
reimbursements; and {2/repoit to. the fiscal cOInD1itte,esinidtheloint 
Legislative l~udget (lqmmittee by/un€! .1984oIJ its success in doing so. 

Feder;rl particiPlltiQriiIl highway capitalotltla,y fmancingis provided on 
a reimburseme:p.t basiS, with the federal governmentdeterminirig which 
e"penses are. ~ligible .f0rreimburs~~eilts.:aeimbu~s~~ents are~yail~ble 
only for quahfiedproJects and qualified ty:p~sof a,CtiVltiE!S, In addition, the 
fed~ralpllrticipation rate vaiies. dependffigon> the category of.highway 
systemforwhich ¢xpensesar~ incurrE;ld .. Participap,on rates range from 90 
perceht for Interstate projects to 75 percentforcertainnon~Interstate 
projects. .... . '. . ..•. ' '. . ". ." . .' ..,.'.. >.' •......... 

ReimbursementS are. available for (!apital o~thiy support a~tiyitiesas 
wE;lll as cons~,uGtio:p. .costs. Table 6 shows the funding sources for capital 
outlay s~ppo.:t~~ctivities in the iehabilitati9n,oper~tio~al improvements 
and new.f~cllitlesprogram elements. As the table mdlCa,tes, the budget 
projects that federal funds . will account for around . 32 percent of total 
capital.out~ay support.ex,pendi,tures in·l~8~, while the State H.ighway 
Account will be responSIble for over 65 percent of these expenditures. 
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Table 6 
Capital Outlay Support Expenditures 

by Fund Sources 
(dollars in millions) 

Actual . Actual Estimated Proposed 
1980-81 1981-82 1982-83 1983-84 

Amount Percent AmoUIit Percent Amount Percent Amount Percent 
Total State Operations .................... $207.4 100.0% $213.7 100.0% $221.0 100.0% $226.4 100.0% 

Federal Funds .............. :................. 64.9 31.3 56.2 26.3 72.4 32.7 73.0 32.3 
State Highway Account .............. 132.5 63.9 150.2 70.3 141.4 64.0 147.5 65.2 
Other state funds and 

reimbursements ......... :.............. 10.0 4.8 7.3 3.4 7.2 3.3 5.9 2,6 

Because (1) federal reimbursement rates vary by type of project, and 
(2) not all expenses are eligible for reimbursements, it is important that 
the department accurately account for all expenditures related to individ
ual projects. The existing accounting procedures used by the department, 
however, result in a significant amount of capital outlay support expendi
tures not being identified with specific projects, thereby increasing the 
likelihood that federal reimbursements will not be provided for project-
related activities. . 

Discussions with the department indicate that federal reimbursements 
for some portion of "indirect" costs were aVailable up until a year ago. For 
the current year, however, "indirect" support costs will not bereim
bursed. Because $44.3 million was spent in 1981~2 on the undistributed, 
but project-related, portion of the department'~"indirect" costs, it ap
pears that if these costs were attributed to specific projects and were 
eligible for reimbursements, the state could receive consiclerably more in 
federal funds than it now receives. . , .. . .... 

The department recognizes the potential·for·obtaining additional fed
eral reimburseme:nts, and indicates. that it is in the process of revising its 
accounting p~ocedure to mll?'imize reimbursem.ents. Our analysisindi
cates that this effort could Increase federal reImbursements, and we, 
therefore, recommend that the following supplemental report language 
be adopted in order to ensure that the department continues its efforts. 

"The Department of TraJlsportation shall, to the extent possible, charge 
all project-related expenses to specific capital outlay projects in order to 
maximize federal reimbursements; The department shallreportto the 
fiscal committees and·the JOint Legisl~tive Budget Committee on the 
results of this effort by June 30,1984:' ... . .. . 

Capital Outlay St~ff Excessive for EXisting Workload 
We recommend a reductionof334personnel~yearsand $12,024/JOO from 

the State Highway Account (Item .26604JOI-042) because the requested 
amount of capital outlay support is not justified based On existing work-
load projections. . 

Current-year authorized support. ThedepartmeIitis authorized 
5,202.6 personnel-years for capital outlay sllpport in the current year. This 
level of staffing is based on (I)PYPSCANpr6jections of staff needs for 
capital outlay projects contained in the proposed 1982STIP, as well as for 
certain non-STIP projects, and (2) "indirect" support activities. . 

Current-year needs. The budgetindicates a current-year estimated 
staffing level of 5,336 personnel-years for capital outlay support activities, 
at an estimated cost of $221 million. However, more recent information 
provided by the department indicates that only 5,1l5 personnel-years will 
be needed for 1982-83. This amount, which includes the equivalent of 
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approximately 89 personnel-years in cash overtime, consists of approxi
mately (1) 3,360 personnel-years for "direct" support for projects pro
grammed in the 1982 STIP, as adopted by the CTC, and certain non-STIP 
projects, and (2) 1,755 personnel-years for "indirect" and administrative 
and managerial needs. 

Capital outlay support for 19~4. The budget requests 5,334 person
nel-years and $226.4 million for capital outlay support in 1983-84. Our 
review indicates that this level is in excess of the level heeded to accom
modate the exislingworkload. For capital outlay projects programmed for 
delivery in the 1982 STIP period (1982-83 through 1986-87), PYPSCAN 
projects "direct" support needs of 3,177 personnel-years in 1983-84. As
suming that the department would need the same level of staff effort for 
non-STIP projects and "indirect" work as estimated for the current year, 
we estimate that 1983-84 capital· outlay support needs would be 5,000 
personnel-years, at a cost which is $12,024,000 less than the amount re
quested in the department's baseline budget for 1983-84. Accordingly, we 
recommend that the department's budget be reduced by $12,024,000 and 
334 personnel-years. 

Capital outlay support needs could change. Given the recent passage 
of the federal gas tax legislation, California will be receiving in 1983-84 a 
larger amount of federal highway funds than previously anticiI>ated. At 
the time this Analysis wasfrepared, however, the 1983 STIP, which will 
incorporate the additiona federal funds, had not been proposed, and 
there is no indication of which additional projects will be programmed in 
the 1983 STIP. Consequently, it is premature to anticipate the amount of 
additional support resources that would be needed in the budget year to 
deliver projects in the 1983 STIP. When the 1983 STIP is prepared and the 
department has a better estimate of what additional resources will be 
needed in 1983-84, we anticipate that the department will propose an 
amendment to the budget conforming its request to the more recent 
estimate of staffing needs. We will review the department's revised re
quest at that time and modify our recommendation accordingly. 

REHABILITATION 
The rehabilitation element includes those activities which extend the 

service life of the highway system through the restoration and reconstruc
tion of facilities which have deteriorated due to age, use or disasters. In 
some instances, improvements, or protective betterments, are made to 
. existing structures· to reduce the likelihood of serious damage at a later 
date. This element also contains resources for the construction and im
provement of district buildings and related facilities. 

The department proposes total expenditures of $227.7 million for high
way rehabilitation in 1983-84, of which $175.5 million is for capital outlay 
and $52.2 million is for support. The total amount requested is $45.7 mil
lion, or 25 percent, above current-year estimated expenditures of $182.1 
million. Essentially all of the increase has been requested to augment 
capital outlay expenditures. 

A total of 1,223.5 personnel-years is requested for support activities of 
the rehabilitation element in 1983-84. 
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OPERATIONAL IMPROVEMENTS 
The operational improvements element encompasses activities and 

structural improvements designed to increase the capacity and efficiency 
of the existing highway system. The components of this element include: 
(1) safety improvements-signals, median barriers, warning signs and 
crash barriers; (2) compatibility improvements-sound walls, roadside 
rests, vista points, highway planting and fish and wildlife preservation, and 
(3) system operationimprovements-high-occupancy vehicle lanes, pass
ing and climbing lanes, and lane delineation.and channelization. 

The budget proposes an expenditure of $234.1 million in 1983-84 for the 
operational improvements element, including $160.4 million for capital 
outlay purposes, and $73.7 million for 1,872 personnel-years of support 
activities. The total amount requested is $10.1 million, or 4.5 percent, 
above the current-year estimated expenditure of $224.0 million. The high
er 1983-84 expenditure request includes a proposed augmentation of $8.0 
million in capital outlay. 

LOCAL ASSISTANCE 
The department's local assistance activities fall into two general areas. 

First, the department acts as a coordinating agency for state and federal 
funds which are subvened to local agencies, and attempts to insure that 
these funds are expended according to established guidelines. Second, the 
department undertakes highways and road work on behalf of local agen
cies, for which it is fully reimbursed. 

Proposed expenditures in this element total $238.4 million in 1983-84, 
including $222.3 million for capital outlay and subventions, and $16.1 mil
lion for support. This represents a decrease of $4.0 million, or 1.7 percent, 
from estimated current-year expenditures. The decrease reflects (1) an 
anticipated reduction of $5.6 million in federal subventions to 10t;!al agen
cies, primarily in natural disaster assistance, and discretionary funds for 
bridge replacement, (2) an increase of $1 million in state subventions, (3) 
an increase of $1.2 million in staff support, and (4) a reduction of $500,000 
in reimbursed capital outlay work. 

The department is requesting 325.4 personnel-years to perform the local 
assistance support functions. 

PROGRAM DEVELOPMENT 
'the program development element encompasses three component lic" 

tivities, including: (1) research-theoretical, applied, anq environmental 
studies designed to improve the construction, maintenance, and safety of 
highways; (2) system planning-road mapping, monitoring construction 
progress and the 55 miles. per hour speed limit, and preparation of the 
STIP and other reports and (3) highway programming-scheduling of 
capital investments and determination of the distribution of resources. 

Expenditures for this element are budgeted at $14.2 million in 1983-84, 
which is $180,000 (1.2 percent) above the estimated expenditure level for 
the current year. Staffing is proposed to remain at the current-yearlevel 
of 333.5 personnel-years. 

Highway Research 
The department's research activities encompass a wide range of theo

retical and applied research, testing and evaluations, and demonstration 
projects. Research activities include (1) facilities research, which pro
motes the design of efficient highways; (2) environmental research, which 
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explores the impact of highway facilities on the environment; and (3) 
resource conservation, which explores means to conserve fuel and other 
resources. 

Funding and staffing; Research activities are supported by a combina
tionof federal and state funds. Current federal law merely restricts the use 
of certain portions of the state's highway fund apportionment to transpor
tation planning and research. activities. The state determines how much 
is spent on each activity. Federal funding of research projects is on a 
reimbursement basis. Reimbursements are made only for work that has 
been approved by the Federal Highway Administration (FHW A) prior to 
the work being performed. According to the department, the FHW A pays 
up to 89 percent of most qualified research expenses. Certain activities, 
however, are reimbursed 100 percent by FHWA. 

Table 7 shows the staffing and funding levels for highway research 
activities from 1980-81, including the level of state and federal participa
tion. The department estimates that $4.9 million will be spent on highway 
research activities in 1982;....83. It proposes spending $4.4 million for re
search in 1983-84. The table also shows that, in the past, FHW A has paid 
significantly less than 89 percent of the cost of all research, the maximum 
federal participation rate for most research activities. 

Our review indicates that there are two principal reasons for the low 
level of federal participation: (1) the department undertakes projects 
which are not eligible for reimbursements, ~d (2) it incurs certain ad
ministrative expenses which are not reimbursable. 

Expenditures ............................................... . 
State Highway Account ...................... .. 
Federal funds ......................................... . 
Reimbursements and other funds .... .. 

Personnel·Years ........................... , ............. . 

Table 7 

Funding Level and Staffing 
for Highway Research 
(dollars in thousands) 

Actual Actual Estimated Proposed 
JfJ80..8J J98J-92 J982-83 JfJ83...&4 

Amount Percent Amount Percent Amount Percent Amount Percent 
$3,618 100.0% $3,282 100.0% $4,864 100.0% $4,394 100.0% 
2,305 63.7 953 29.0 491 10.1 220 5.0 
1,301 36.0 2,270 69.2 4,029 82.8 4,174 95.0 

12 0.3 59 1.8 344 7.1 
65.8 55.4 72.0 72.0 

Current and budget year federal funding is uncertain. Although the 
budget estimates that, in 1982-83, state funds will pay for 10 percent of 
total research expenses and federal funds will finance 83 percent, this 
estimate is highly uncertain. Our review indicates that as of November 
1982, 22 of the 132 projects scheduled to be undertaken in 1982;....83 had not 
been started. Total funding for these FHW A-approved projects is budget
ed at $724,000. If the department chooses not to pursue some of these 
projects, and substitutes in their place some other Qrojects which are not 
approved by FHW A, federal reimbursements will be denied, and the 
state's share of total research expenses for 1982-83 will increase. 

Similarly, the budget projects that federal funds will support 95 percent 
of research expenses in 19~4. Once again, this projection assumes that 
the department will adhere to a yet unknown agenda of projects which 
must be approved by the FHW A. Depending on the projects on the 
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agenda, and the extent to which the department follows that agenda, the 
amount of federal funds available for research could change. 

Project selection criteria is subjective. To obtain prior approval from 
the FHW A, the department each year develops an agenda of research 
topics. Topics are solicited from district offices and then reviewed to 
determine how they fit into three-year research plans' developed by vari
ous department units.· Projects are chosen through a rather subjective 
priority-rating process which describes the projects as having either an 
urgent, high, medium, or low priority. This contrasts with the method 
formerly used by the department, whereby projects were evaluated using 
a relatively more rigorous cost-benefit analysis to determine whether they 
are worth undertaking. 

Research agenda is subject to change. Our review indicates that the 
current selection method may result in the department spending too 
much money on some projects before they are dropped because the ef
forts prove to be unproductive. The termination of projects prior to com
pletion frees up unanticipated resources for other uses including (1) other 
research projects, (2) transportation planning activities, or (3) other de
partmental activities. Depending on departmental priorities in resource 
utilization, the research agenda might be modified or reduced. 

Because of changes in research activities such as these, the actual staff 
resources utilized on research in past years has been lower than the au
thorized level. 

Research Funding Level for 1983-84 Has Not Been Substantiated 
We recommend a reduction of17.9 personnel-years and $1~10~OOO from 

the State Highway Account (Item 2660-001-042) because the request for 
highway research has not been substantiated. 

Of the research projects currently underway, 41 are scheduled to be 
completed during the current year. Consequently, continued funding of 
these projects in the budget year will not be needed. These projects 
account for an estimated 17.9 personnel-years and $1.3 million in 1982-83 
expenditures, including $275,000 from the Environmental License Plate 
Fund appropriated to fund a one-year project. 

The budget is proposing an expenditure level of $4,394,000 and 72 per
sonnel-years for research activities in 1983-84. At the time this Analysis 
was prepared, however, the department did not have a proposed research 
plan for 1983-84, to justify the requested amount other than the continua
tion of the current agenda. 

Information from the department indicates that an estimated $3,289,000 
and 54.1 personnel-years will be needed to fund projects currently in 
progress and other research-related expenditures in 1983-84. While we 
acknowledge that some degree of program flexibility is necessary, we can 
find no analytical basis for simply continuing the current-year funding 
level for research in 1983-84. Lacking a detailed agenda indicating project 
priorities and research needs, we recommend that any resources which 
become available when projects have been completed be deleted ftom 
the budget. These funds should not be made available for additional re
search unless the department can justify such expenditures on worthy 
projects. 

Accordingly, we recommend that the level of research funding for 1983-
84 be reduced by $1,105,000 and 17.9 personnel-years. 
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NEW FACILITIES 
The new facilities element is the largest-in dollar terms-of the eight 

Highway Transportation program elements, and has three components: 
(1) new highway construction-new development along with additions to 
or th~ upgrading of existing facilities; (2) new toll bridge construction
additions to existing toll bridges or the construction of new and replace
ment facilities,and (3) new bicycle facilities-widening of existing road
ways and construction of separate bikeways. 

The budget proposes $524.9 million for this element inI9~4, an 
increase of $19.6 million, or 3.9 percent, over the estimated current-),ear 
expenditure level. Of the requested amount, approximately $424.5 million 
will be spent on capital outlay projects, with the remaining $100.4 million 
to be spent on state operations. New highway.construction will receive the 
largest percentage of funds proposed for thIS element~a total of $514.2 
million (98 percent). Of the remaining amount, $5.2 million is budgeted 
for toll bridge construction expenditures, and $5.5 million is proposed for 
the development of new bicycle facilities.. . 

The budget requests a staffing level of 2,238.5 personnel-years for 1983-
84, which is the same as the estimated current-year staffing level. 

Interagency Agreement Overbudgeted 
. We recommend.a reduction of$l~l00,OOO in the State Highway Account 

(Item 2660-001-042) to correct overbudgeting of interagency agreements 
for appraisal services. 

In anticipation of an increase in right-of-way appraisal and acquisition 
workload relating to the Century. Freeway project, the department has 
contracted with the departments of GEmeral Services, Real Estate, and 
Savings and Loan to obtain real property appraisal services, beginning in 
the current year. According to the department, the agreements will ena
ble it to obtain additional staff services on a short-term basis, without 
requiring a permanent increase in staff. . 

The department is requesting $2,850,000 for 1983-84 (half of the max
imum amount for two years) to pay the agreements. Our review indicates 
that this amount is excessive, for three reasons. 

i. The otlier departments anticipate lower expenditures pursuant to 
these agreements. Table 8 shows the maximum amounts specified in the 
agreements which could be spent in 1982-83 and 1983-84, arid the max
imuni level of pt;lrsonnel effort to be provided under the agreements. The 
table also shows the reimbursements budgeted for 1983-84 by the respec
tive agencies. 

Adjusting Table 8 to reflect a more appropriate level of reimbursements 
to the Department of Real Estate, it would appear that only about $1~ 750,-
000 would be spent pursuant to the interagency agreements by the three 
agencies in the budget year. . 

2. The average personnel-year cost is too high. As Table 8 shows, the 
maximum amount of services to be provided in 1983-84 would be 37 . 
personnel-years. An expenditure of $2,850,000 for 37 personnel-years of 
service implies an average personnel-year cost pursuant to these agree
ments of $77,000. This rate is almost twice as high as the department's 
average personnel-year cost for 1983-84 of $39,000. We cannot find any 
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Table 8 

Two-Year Interagency Agreements 
for Appraisal Services on 
Century Freeway Project 

(dollars in thousands) 

Maximum 
Amount 

Department of General Services.................................. $800 
Department of Real Estate ......................................... ,.. 1,400 
Department of Savings & Loan.................................... 3,500 

Total ............................................................................ $5,700 

Maximum 
Level of 

Personnel
Years 

Provided 
5 

10 
22 
37 

1983-84 
Budgeted 

Reimbursements 
$181 

1,266 
$1,447 

a 

a Our review indicates that the Department of Real Estate has underestimated the reimbursements for 
this agreement, and we are recommending in our analysis of Item 2320-001-037 an adjustment to the 
Department of Real Estate's bjldget to increase reimbursements by $300,000. This willincrease total 
reimbursements to $1,747,000. 

reason why the department should contract for services at a cost which 
is so much higher than its own staff costs. Budgeting the services at the 
average personnel-year cost for the department as a whole would result 
in a maximum cost of $1,443,000. 

3. Actual expenditures in the current year indicate that the level of 
expenditures in 1983-84 will be significantly lower than the maximum. 
Our review indicates that through November 1982, approximately $580,-
000 have been expended on these agreements. This implies an annual cost 
of about $1.4 million.· . 

Based on (1) the level of reimbursements anticipated from the Depart
ment of Transportation by the three departments in 1983-84, as indicated 
in Table 8, (2) a· :more reasonable estimate of the cost of using state 
personnel and (3) the actual rate of expenditure in the current year, we 
conclude that the most the department should spend on these service~ in 
1983-84 is $1,750,000. 

Consequently, we recommend that the department's budget request be 
reduced by $1,100,000. . 

ADMINISTRATION 
The administration element contains the business, legal, management 

and other technical services necessary to support the Highway program. 
This element has four components: (1) program administration-budget
ing, business. a~d fi~cal management, training . and ~ata processing; (2) 
general admInIstratIon-personnel, program evaluatIon, employee rela
tions, public information and financial control; (3) professional and techni
cal services-legal services; and (4) external costs-tort lia:biity payments, 
pro-rata charges and Board of Control claims. 

The budget proposes an expenditure level of $82.8 million for this ele
ment in 1983-84. This is a decrease of $3.7 million, or 4.3 percent, below 
estimated current-year expenditures. The decrease reflects (1) a reduc
tion of $1.8 million in professional and technical services, (2) a reduction 
of $3.4 million iii state administrative pro rata expenditures, and (3) a $1.5 
million increase for general administration. 

Staffing is proposed to decline from the current-year estimated level of 
1,512.1 personnel-years to 1,462.1 personnel-years in 1983-84. The reduc-
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tion of 50 personnel-years reflects the administration's policy decision to 
reduce legal staff in line agencies~ 

Consulting Expenses Unnecessary 
. We recommend a reduction of $94~OOO from the State Highway Ac
count (Item 2660-001-042) because. the amount budgeted for consulting 
expenses has not been justified. . 

The budget requests $4;598,000 to purchase various consulting and pro
fessional services in the admini~tratib~ element of the Highway program. 
Requested consulting services include (1) $3,083,000 for the maintenance 
of thedepartment's telecommunications system by the Department of 
General Services, (2) $3'73,000 for a contract to convert an existing ac
counting system, (3) $120,000 for a maintenance management system 
study, (4)$744,000 fot expert witness services, (5) various minor contracts 
totaling $190,000 and (6) $88,000 for "miscellaneous" unidentified pur
poses . 

... Our review indicates that the amount budgeted for consulting expenses 
is excessive, and should be reduced by $948,000. Our Gonclusion is based 
on the following considerations: 

L Expert witness expenses are double-budgeted. The department 
contracts for expert witnes~es and appraiser services for its project devel
opmentand right-of-way acquisition activities. The department spent 
$689,000 and $840,000, for these services in 1980-81 and 1981-82, respec
tively. Our review of the department's budget for 1983-84 indicates that 
$849,000 has been included specifically for expert witness services. In 
addition, we haveidentified.$744,000 included in the amount requested 
for. consulting services which, according to the .department, will also be 
expended for expert witness services. The department, however, has not 
been able to provide any substantiatioJ,lfor the increase. Based on the level 
of expenditures in recent years, we believe that the additional $744,000 
will not be needed. Accordingly, we recommend that this amount be 
deleted. . 

2. Maintenance management systems project has already been fund
ed. The department indicates that $120,000 will be used to study the 
maintenance m~nagement system. Our review, however, indicates that 
.the study is being conducted in the current year, at a maximum cost of 
$85,000. Thus, the department will not need the $120,000 requested for the 
budget year. 

3. Miscellaneous expenses have not been substantiated The budget 
includes $88,000 for "miscellaneous consulting expenses". The department 
has not provided any information on how it intends to spend this money, 
or any justification for the amount requested. 

Accordingly, we recommend a total reduction of$948,000 in Item 2660-
001-042. 

Road Equipment Request Unwarranted . 
. We recommend a reduction of$~51~OOO from the State Highway Ac

count (Item 2660-001-042) because the amount requested for vehicles and 
road equipment·has not been justified. 

The department has a total road equipment inventory of over 13,400 
vehicles"consisting ()f approximately 3,800 passenger vehicles, 5,700 trucks 
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and 3,900 consrrq.ction and maintenance vehicles. Ofthe total inventory, 
approximately 1l,OOOvehides and road equipment are currently being 
used. The remaining items are either being modified to· fit the depart-
ment's needs, or are scheduled to be sold., . .' . '. 

A portion of the total equipment in use is being replaced annually. In 
additioIl, the. department adds to the existing inventory 6f equipment 
when workload warrants such increases, The.current"year budget .in
cludes $24.7 millianfor road equipment purchase. For the budget year, 
the department is requesting $25,530,000 for stich purchases. Our analysis 
indicates that this. amount is excessive, far· two reasons. . . 

1..' The cost of replacing equipment is overestimated. The department 
proposes to ;acquire 787 vehi~les and road. equipment for replacement 
purpi)ses,at a .. pr9jectedcost of $23,193,000. Our review.in.dicates that 
althoughthe replacement sdiedule app~ars to be reasonable, the project
edcosts~~e toohi~h.Usingprice~ projected by the Dep8;rtmen~ofGen
erlj.IServlCes, which purchases all of the departments vehlCles, we 
estimate, thatthe cost of replacing this equipment will be $175,000 lower 
than the amount rquested by the department. . . . .. '. 

2. Additionstoex,istingequipment inventory are not warranted. The 
department is aJso requesting $2,337,000 for 82 new vehicles ,and road 
equipment primarily ·to 'add to its"existing mainte~ance-related equip
ment inventory; The budget, however, does not propose any increase in 
or expansion of highway maintenance activities beyond the level author
ized for the current year; Consequently, we find no analytical basis for 
adi;ling to; the departmen.t's existing road equipment inventory, and rec
ommend that the request for additional equipment be denied. 

For. thesere.asons, we recommend, thal the department's equipment 
reql.lest be reducyd by a total of$2,512,OOO. . 

OPERATIONS 
Activities withirt the operations element are designed to maintain roads, 

bridges, tunnels aIld associated facilities" and to imprave the manner in 
which they are operated. Althaugh these activities are related ta those in 
the .operational impravements element, the latter is directed toward pra
viding structural impravements while the .operations element is .oriented 
toward .orderly traffic flaw. The three camponents of this element are: (1) 
trafficapenitions-message signs, ramp metering, road surveillance emer
gency raad service and special transportatian permits; (2) toll callection
collectian of taIls on state bridges, and (3) real property services-airspace 
and property leases" sale of surplus property and management of'state-
owned housing units. , ;, . 

Expenditures in this element are proposed to decrease from an estimat
ed current-year level of $55.8 million to $50.6 million in the budget year. 
The $5,;2 million, or 9 percent, decrease is the result of reductions in 
various operating expenses, including (1) a $2.6 million reduction in the 
traffic operations component, (2) a $2.4 million. reduction in the toll collec
tion component, and (3) a $200;000 reduction for real property services. 

The budget requests' a staffing level of 1,090.3 personnel_years for th.' e 
operations element, the same level as estimated for the current year. 

Redefinition of program compor,ents. The Governor's l3udget has 
redefined some of the department's program activities, so that certain 
activities defined under one program element in prior years' budgets are 
grouped ,under a different element. The redefinition applies to all three 
years displayed in the 1983-84 budget. Such a redefinition makes it dif-



388 / BUSINESS, TRANSPORTATION AND HOUSING Item 2660 

DEPARTMENT OF TRANSPORTATION-SUPPORT AND CAPITAL OUTLAY
Continued 

ficult to compare activity costs during this period with levels prior to 
1981-82. 

As part of this redefinition, the 1983 Governor's Budget indicates a shift 
of transportation permit issuance activities from the highway mainte-
nance element to the operations element. . 

MAINTENANCE 
The maintenance element, which the department has designated as its 

highest priority, includes five components: (1) roadbed-resurfacing and 
repair of flexible and rigid pavements; (2) roadside-litter removal, and 
landscaping, vegetation control, roadside rests and minor damage repair; 
(3) structures-bridges, pumps, tunnels, tubes and vista points; (4) traffic 
control and service facilities-snow removal, pavement markings, and 
electrical equipment, and (5) auxiliary services-administration, training, 
maintenance stations and employee relations. 

The budget proposes maintenance expenditures of $350.5 million in 
1983-84,which is an increase of $20.1 million, or 6.0 percent, over the 
current-year estimated expenditure level of $330.4 million. The proposed 
amount would provide support for 6,026.4 personnel-years. 

The highway maintenance element is the largest element in the High
way Transportation program. The budget proposes that over 47 percent 
of 1983-84 highway program support expenditures and over 41 percent of 
all personnel-years in the Highway program be used for maintenance 
activities. The budget projects that 98 percent of the requested funds 
would come from the State Highway Account, with the balance coming 
from Toll Bridge Funds. Maintenance activities receive no federal sup
port. 

Table 9 shows the expenditure and staffing level for the five mainte
nance components, from 1981-82 to 1983-84. 

Table 9 
Expenditures and Staffing for Highway Maintenam;e 

(dollars in millions) 

Component 
Roadbed ......................................... . 
Roadside ......................................... . 
Structures .............. ; ........................ . 
Traffic controls. and service 

1981-82 Actual 
Expendi- Personnel-

tures Years 
$41.8 670.2 
107.4 2,653.8 
23.8 459.3 

1982-83 
Estimated 

Expendi- Personnel-
lures Years 
$61.4 715.3 . 
119.9 2,788.2 
27.2 476.2 

198J...84 Proposed 
Expendi- Personnel-

lures Years 
$63.5 715.3 
118.9 2,788.2 
22.5 476.2 

facilities .................................... 67.3 1,080.4 70.3 1,024.1 ·85.3 1,024.1 
Mauitenance auxiliary .................. 57.3 1,172.6 51.6 1,022.6 60.3 1,022.6 

Total .......... :............................... $297.6 6,036.3 $330.4 6,026.4 $350.5 6,026.4 

As Table 9 indicates, the roadside component, which includes litter 
pick"up, weed and vegetation control and landscaping, accounts for the 
largest proportion of personnel and expenditures in the highway mainte
nance element. The proposed level of expenditures in 1983-84 is $118.9 
million, representing approximately 34 percent of all maintenance ex
penditures. Roadside maintenance activities also are highly labor-inten
sive, representing. over 46 percent of the personnel requested in the 
maintenance element. 
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Redefinition of program components. During the current year, the 
department has redefined some of its program activities. rwo major ac
tivities that have been redefined affect the maintenance element: 

• Issuance of special transportation permits has been shifted from the 
maintenance element to the operations element. The budget pro
poses 145.1 personnel-years, at a cost of $4.5 million, for this activity 
in 1983-84. . 

• Operation of tunnels~ tubes and their related energy costs has been 
shifted from the traffic op~rations component to the structures main
tenance component. .F?r 198:3--&:', the. b.udget requests 137.6 person
nel-years and $3.9 iIlllhon for thIS activIty. 

Regionalization Results in Staff Sch,ing 
We recommend a reduction of 35 personnel-years arid $1~05~OOO from 

the State Highway Account (Item 2660-001-042) to reflect savings result
ing from the continued regionalization of maintenance activities. . 

In 1980-81, the department began implementation of a five-year main
tenance regionalization p:rogram, in order to reduce the highway mainte
nance element's administrative overhead expenses. The main objective of 
regionalization is to (1) restrlicture 81 maintenance territories into 41 
areas, and (2) standardize the geographic size and staffing levels of the 
regions. This effort was undertaken after a detailed study conduded by 
~he department id.entified significant potential savings,. including a. pro
Jected staff reductIOn of 200 personnel-years over the five-year penod. 

Budget-year savings are possible; Our review indicates that during the 
first three years of implementation, the department reduced staff in the 
maintenance auxiliary services component by approximately 130 person
nel-years. According to estimates made in the department's study, an 
additional 70 personnel-years could be saved if regionalization were im
plemented fully over the five-year period. Thus, it would appear that 
continuing iI!lplemeptation of this program sho~ld per~it ~he depart
ment to achieve half of the 70 personnel-years reduction III 1983-84. 
Acconiingly, we recommend that the departm,ent's maintenance budget 
be reduced by 35 personnel-years, for a savings of $1,050,000. 

Cost Not Abated for Recoveries 
We recommend a reduction of$5 million in the State Highway Account 

(Item 2660-001-042) to reflect cost recoveries which offset the depart-
ment's total expenditures. . 

The department is requesting $278.2 millionJor various operating ex
penses in connection with its Highway program activities. This amount 
represents the total anticipated cost to the department of activities other 
than personnel expenses, and includes expenditures on items such as :vehi
cles, and highway maintenance and construction materials. The depart
ment, however, is able to recover part of these costs, and thereby reduce 
the net cost to the state, of the department's activities,frqm(l) repay
ments for damage to the department's property sucp as road signs, and (2) 
recoveries for the sale of items such as excess material,equip~ent, sal
vaged items, and fuel. These .cost recoveries ar.e treated by the depart
ment as reimbursements,· and thus reduce the need for appropriated 
funds by offsetting expehditures. . .. 

Our review indicates thai the department, when budg!'lting for equip
ment expenses, makes an allowance for the proce~ds from the sale of 
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previously purchased equipment. Actual cost recoveries in the past, 
however, have been significantly higher than the amounts budgeted. In 
1980-81 and 1981-82, for example, the department recovered $7.2 million 
and $7.0 million, respectively. The department indicates that for the first 
five months of the current fiscal year, cost recoveries totaled $3 million. 
Approximately half of the recoveries were for property damages; and half 
were for the sale of excess material and equipment. .. 

The department's 1983-84 budget, however, does not reflect any an
ticipated cost recoveries. While we acknowledge that the department 
does not have full control over the amount of recoveries for property 
damages, past experience indicates that recoveries from the sale of excess 
material, equipment and salvaged items are reasonably predictable. Be
cause the amounts recovered are used to finance the department's ex
penditures, our analysis indicates that the department's budget request is 
overstated, and should be reduced to reflect anticipated recoveries. Based 
on actual recoveries in the past and the rate of recoveries so far during the 
current year, and allowing for property damage-related recoveries which 
the department cannot count on, we believe that projected recoveries of 
$5 million in 1983-84 is reasonable. Accordingly, we recommend that the 
department's budget request be reduced by this amount. 

MASS TRANSPORTATION 
The Mass Transportation program contains eight elements: (1) full mo

bility transportation, (2) local assistance, (3) interregional public trans
portation (bus and rail transportation), (4) transfer facilities and services, 
(5) transportation demonstration projects, (6) administration, (7) work 
for others, and (8) ridesharing. 

The budget proposes total program expenditures for mass transporta
tion of $88,006,000 in 1983-84, a reduction of $131,422,000, or 60 percent, 
from current-year expenditures of $219,428,000. Personnel levels are 
proposed to decline by 35.1 personnel years, or 9.5 percent, to 335.4 per
sonnel-years. 

The proposed reduction primarily reflects (1) the proposed elimination 
of three of the five existing rail passenger services and (2) the absence of 
any funding for capital improvements to transit facilities. 

Unencumbered Balance Should be Transferred 
We recommend thai language be added to Item 2660-011-046 transfer

ring the unencumbered balance of the Transportation Planning and De
velopment (TP and D) Account-$~37~OOO-to the General Fund in 
order to increase the Legislature's flexibility in meeting high-priority 
needs statewide. . 

The budget indicates that resources in the TP and D Account exceed 
proposed expenditures in the budget year by $70,612,000, Item 2660-011-
046 authorizes the Controller to transfer $11,080,000 from the account to 
the General Fund in 1983-84. In addition, the budget companion bills (AB 
223 and SB 124) would transfer $28 million to the General Fund. Finally, 
we have recommended reductions in TP and D Account totaling $34,846,-
000 in this Analysis. Adoption of these recommendations, in addition to the 
budgeted balances, would leave an unappropriated balance of $66,378,000 
in the account. . 
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Leaving unappropriated funds in special purpose accounts such as the 
TP and D Account limits the Legislature's options in allocating funds to 
meet high-priority needs. In order that the Legislature may have addition
al flexibility in meeting those needs, we recommend that the unencum
bered balance of the TP and D Account be transferred to the General 
Fund. Consequently, we recommend that Item 2660-011-046 be amended 
to read: 

"Notwithstanding any other provisions of law, the Department of Fi
nance shall authorize the State Controller to transfer the unencum
bered balance of the Transportation Planning and Development 
Account, State Transportation Fund, to the General Fund." 
(Adoption of this recommendation would permit the deletion of Section 

141 of SB 124 and AB 223, which would transfer $28 million from the 
account to the General Fund.) 

FULL MOtiLITY TRANSPORTATION 
Activities in this element are intended to improve the accessibility and 

service levels of transportation systems used by the low mobility popula
tion (the elderly and the disabled). The budget proposes expenditures of 
$803,000 for this purpose in 1983-84. This is an increase of $44,000, or 5.8 
percent, above estimated expenditures in 1982--83. 

TRANSIT OPERATOR ASSISTANCE 
Both financial and technical assi~tance are provided to operators under 

this element. Major assistance programs include (1) the abandoned rail
road rights-of-way program, and (2) the transit capital assistance Qrogram 
under Article XIX of the Constitution and Ch 322/82. Transit develop
ment pr9grams and administration of federal and state aid functions are 
among the other assistance activities provided by the department under 
this element. 

The department proposes expenditures of $7,604,000 for this element in 
1983-84. This represents an increase of $146;000 (6.5 percent) for state 
operations and a decrease of $101,049,000 (95 percent) for local assistance 
from current-year expenditure levels. 

Ne> Funds Requested in the Budget for Transit Capital Projects 
The $101 million decline in local transit operator assistance funds re

flects the lack of any funding requested for capital improvements to tran
sit systems in 1983-84. This decline, however, is misleading. Department 
staff indicate that the decline does notrepresent a policy recommendation 
by the administration; but merely reflects the fact that administration has 
proposed what essentially is a "baseline" budget, with few changes in 
authorized program levels. Transit capital assistance funds are allocated 
by the CTC to specific projects, and hence do not have a "baseline" level; 
in effect they are "zero~based" each year. 

Department staff. anticipate that funding for transit capital projeCts will 
be proposed by the administration in budget amendment letters which 
will be submitted prior to legislative budget hearings. 

Review Request Overstated 
We recommend a reduction of 1.5 personnel years and $54~OOO from the 

Transportation Planning and Development Account (Item 2660-001-046) 
because the number of guideway projects to be reviewed in the budget 
year is overstated. 
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Under current law, the department must review arid approve guideway 
projects before state funds can be spent on them. The department re~ 
quests $223,000 and 6.2 personnel years to review 20 proposed guideway 
projects in 1983-84. Our analysis indicates that the department's personnel 
needs are overstated by 1.5 personnel years, for two reasons. 

1. The department proposes to use 1.5 personnel years aIld $54,000 to 
review 12 proposed San Francisco Municipal Railway (MUNI) projects. 
MUNI staff indicate, however, that six projects will not have progressed 
sufficiently in 1983-84 for MUNI to request a department review in the 
budget year. Consequently, the 0.9 personnel-years and $32,000 the de
partment budgeted to review these projects will not be needed in 1983-84. 

2. The department plans to review additional vehicles to be purchased 
by the Bay Area Rapid Transit (BART) District, using 0.6 personnel years 
and $22,000. BART staff indicate, however, that the district will use onl)' 
district funds to purchase the vehicles, which means that the purchase will 
not be subject to the department's review. As a result, the department will 
not need the requested staff in the budget year. 

Consequently, we recommend a reduction of $54,000 and 1.5 personnel 
years to correct for this overbudgeting. 

Program Monitoring Workload Declining 
We recommend a reduction oftwojJersonnel-years and $76,000 from the 

Transportation Planning and Development Account (Item 2660-001~046) 
because workload in connection with a discretionary transit grant program 
has declined. 

The budget requests $95,000 and 2.5 personnel-yearll to continue ad
ministrtion of a discretionary transit grant program established by the 
Legislature. A total of $16.4 million was appropriated in 1979-80 and 1980-
81 to the Business, Transportation and Housing Agency to be allocated by 
the secretary to public agencies with special unmet transportation needs. 
The agency delegated administrative responsibilities for the program to 
the department. .. 

No funds have been appropriated for this program since 1980-81. Conse
quently, the department's workload under the p~·ogram has decreased 
significantly .. The department indicates that only 0.5 personnel-years is 
needed.in 1983-84 to prepare (1) written responses to inquiries on pay
ments, (2) post-audits and (3) a report on the funded projects. We there
fore recommend that the department's budget be reduced by $76,000 and 
two personnel-years to reflect the phase-out of this program. 

Project Development Funds Not Needed 
We recommend a reduction of 14.5 personnel-years and $4~OOO from 

the Abandoned Railroad Account (Item 2660-001-047) because the depart
ment will not need state funds to acquire and develop the Wilmington 
Branch right-oE-way. 

Chapter 954, Statutes of 1981, requires the department to spend Aban
doned Railroad Account funds to purchase the Wilmington Branch of the 
Southern Pacific (SP) Railroad in Los Angeles. The amount authorized in 
the measure also would pay for the personnel costs related to the acquisi
tion of the right-of-way and the preparation of plans to develop the right
of-way for transit purposes. The budget includes $468,000 and 14.5 person-
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nel years for staff support of the acquisition project. 
The department indicates that SP does not intend to abandon the line 

and, therefore, the state will not purchase it. The department also indi
cates that the Los Angeles County Transportation Commission intends to 
allocate local funds to pay the department for transit development serv
ices, eliminating the need for the state to appropriate funds for this pur
pose. Consequently, we recommend a reduction of $468,000 and 14.5 
personnel-years from the Abandoned Railroad Account. 

Proposed Control Language is Unnecessary 
We recommend deletion of proposed control language in Item 2660-101-

042 relating to allocations of transit guideway funds becau,se it is redun
dant. 

The Budget Bill includes two sets of language in Item 2660-101-042 
relating to the USE;) of State Highway Account funds appropriated for tran
sit guideways. One set of language makes all of the funds available for 
expenditure for three years. The second set restricts the three-year 
lifespan ofthe·funds.to money allocated by the CTC for (1) construction 
of transportation facilities, or (2) the acquisition of related right-of-way or 
rolling stock. Funds allocated for planning purposes are available only for 
one year. 

Our analysis indicates that only one set of language is necessary. It also 
indicates that the second set is consistent with the action taken by the 
Legislature on the 1982 Budget Act, which made funds allocated for plan
ning purposes available only· for one year. The first set of language 
proposed in the Budget Bill apparently was included in the 1982 Budget 
Act due to a printing error. However, this language, which would permit 
funds allocated for planning purposes to· be available for three years, is 
inconsistent with the recent legislative action. 

We, therE;lfore, recommend (1) deletion of the language making all 
State Highway Account funds appropriated for guideways availal>le for 
three years, and (2) approval of the proposed language making such funds 
available for three years if allocated for capital olltlaypurposes. Adoption 
of this recommendation is. consistent with legislative action on the cur
rent-year budget. 

Reductions in State Transit Assistance Proposed 
We recommend that the budget companion bills (AB 223 and SB 124) 

be amended to reduce the 1983-84 allocation of the STA appJ!DpriatiOBby: 
$32 million to pay only the ongoing transit operating expei1sesfiR~.y 
STA funds. . 

AB 223 and SB 124, the companion legislation to the Budget Bil4would 
reduce the 1983--84 allocation of funds appropriated fur State Transit As
sistance (STA) from thelevel authorized by currentlaw-$103 million-to 
$75 million. The proposed level is $15 million,.or 16:1pereent;iess than the . 
current-year allocation. .. . . 

ST A funds are distributed to regional trampolitatfun:phuming,ag~j$ . 
on a population and local revenue basis. Ther:egbmalagencies .~ .. 
the funds to eligible transit oPerators forcapitai purposes and, under 
certain conditions, operating assistance. fri rurruareas, the fundS can 00 
spent for street and road purposes. Inalloca~gthe~:i.~~ 
cies must give priority consideration t.o..~uses wbidl{1):offSet 
reductions in federal operating assistance; f2}~ $e-_ii.lfi~·ift. 
creases in transit operators' fuel costs, (3) enhanceexistingpublietransptr 
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tation services,or (4) meet other high-priority transit ne~ds. 
Analyst's review of STA., , At the request of the Legislatlire,we re

viewed the STAprogl'amduring late 1981, and presented ourfiridings and 
recommendations in a February, 1982 report entitled The Allocaflon and 
Expenditure of Stale TransitAsslstanceFmids., Our review indicated that 
the program was established by the Legislature in 1979, in respqnse to (1) 
rapidly rising fuel costs which wetehavwg~Lsignificant impact on transit 
operators' operating cOsts and (2) a dramatic increase in transit demand 
resulting from the high¢rfuelpricesandinadequatefuel supplies. Addi
tional funds, therefore, were provided to tninsitoperators outside the 
normal transit funding ,mechanisms to help them cope with, the increased 
transit service demands and, higher fuel prices. , " " • , 

Our review abo indicated that i:he two problems which constituted the 
original. rationale for. tp.e progra~ no loi~?er, e:li:is~~d on as~atewide bas~s. 
Fuel pnces had stablllz,ed,' allovvmg th~ , ' normal growth m funds avall
able to transit t9 cover the cost 6f the higher fuel prices~ In addition, the 
dramatic increases in traIlsit ,ridership follovving the 1979. fuel, price in~ 
creases turned out to be temporary. In the report, we indicated that transit 
ridership, on three major systems in ,19.81-82 was not significantly higher 
than a lev,el projecte,d ,for. th,a,.t, ye"ar using p,.,re-~97, 9 rklership t~en:ds. 

Consequently, we were unable to es,tablish, a need for continumg the 
~TA program, and could not recommend its c9ntilluation. Nonetheless, 
we recognized a potential need for STAin the fut,urt:;. Specifically, we took 
note of the fact that, at the time we ,prypared the report, tli~ Reagan 
Administration had imnouncedits intention to phase out operating assist
ance by federal fiscal year 1985,. We recommended that, if the ST A pro
gram was continued in response to anevvproblem,stJchas~he eJjmination 
of federal operating assistance, the program be restructured t0addr~ss 
that specific problem. '" ' ,,' 

Legislative response. Ihresponseto con'cerns raised by our report and 
pending reductions in federal operating assistance,the Legislature enact
ed Ch 322/82, which (1) increased theauthorizedlevel forSTA by 20 
percent, (2) appropriated $193 million for ST A, to be allocated over two 
years-$90 million in 198~ aild$103 million in 1983--&4 and (3) indicated 
that a priority use of ST A funds is to offset reductions in federal operating 
assistance. , 

Since the enactment of Chapter 322; federal transit policy through 1986 
has been set; While this policy calls for some reductions in operating 
assistance over, the next few years1,thealltho,riz~d level of operating assist
ance will be stable through the budget yeat. Moreover, byincreasing the 

, gas tax and making 1 cen tof the ,jricrease available for trallsit, the Congress 
has ~ncreased the level of fe~eral transit capital assistance,. signifi~antly. 

Glven the marked change In the outlook for federal translt fundmg, the 
Legislature may wish to re-evaluate the need for increased transit assist-
ance through ST A; relative ,to other needs, in 1983-84. , ' 

Budget year objectives. The appropriate level of funding for'STA in 
1983-84 depends upon the specific objectives whiCh the Legislature wishes 
to achieve under this program. Among the objectives that the Legislature 
might wish to achieve are the following:' ,,' , " 
, 1. Offset reduced federalojJerating assistance. Under theIiew federal 
law, transit systems can receive between 80 percent and 95 percent' ofthe 
amount of federal operating assistance they received in FFY 1982,depend-
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ing upon the size of the urban areas they serve. During 19~,operators 
could increase the amount of federal aid available for operating assistance 
to the FFY 1982 levels by redirecting some capital funds to this activity. 
As we discussed earlier, however, doing so would reduce the amount of 
federal money available for capital projects by $1.50 for each $1 trans
ferred to transit operations assistance. Nonethele~s, if supporting current 
operations represents a high-priority use of federal funds to a given opera
tor, sufficient federal funds will be available to the operator in. 1984; to 
maintain the level of federal operating assistance that he received in 1982. 

Nevertheless, reductions in federal operating assistance might occur 
relative to the· levels provided prior to 1982. Our analysis of estirriates 
made by the American Public Transit Association (APTA), however, indi
cates that federal operating assistance declined only $600,000 statewide 
between FFY 1980 (which along with 1981 was the year in . which the 
greatest amount of federal assistance was received) and 1982. Some indi
vidual areas of the state, nonetheless, did experience more significant 
reductions in federal funds, which were offset by increases in other areas 
of the state. 

If the 1980 federal assistance levels were adjusted to reflect projected 
increases in the cost of state and local government purchases through 
1983-84, the difference between the 1980 levels and the maximum amount 
available for transit operations (that is, assuming sufficient capital funds 
were transferred to. operating assistance) in 1983-84 would be $50 million 
statewide. 

Accordingly, if the Legislature wished to approrpiate sufficient STA 
funds to compensate for· a portion of the inflation-adjusted decline in 
federal operating assistance, it would need to provide up to $50 million, 
depending on how much of the reduction the Legislature decided to 
offset. 

2. Maintain the histoncal STA funding level for transit operations. Our 
1982 artalysis of the STA program indicated that 54 percent of the STA 
funds were spent on transit operations. If the 1983-84 ST A levels were 
determined under:the provisions of prior law (that is, existing law at the 
time Chapter 322 was being considered by the Legislature), we estimate 
that the funding level would be $79 million. Using the prior distribution 
of ST A funds between operating and capit. al expenditures; this would 
mean that $43 million would be needed to maintain previous levels of ST A 
operating assistance. 

3. Match federal transit capital funds. The new federal law authorizes 
substantially higher levels of capital assistance than the amounts available 
under previous federal law. Assuming that (a) funds are appropriated to 
match authorized levels, and (b) the state continues to receive the pro
portionateshare of discretionary funds that it has received in the past, 
APT A estimates indicate that federal capital funding for California will 
increase from the FFY 1981 level of $218.9 million to between $327 million 
and $370 million in FFY 1984, depending upon how much capital funds are 
transferred to operating assistance. We estimate that it would require a 
total of between $92 million and $103 million in state and local funds to 
match the full amount of these federal funds in 1983-84. According to a 
State Controller's report, however, total state and local expenditures in 
transit capital acquisitions were $107.1 million in 1980-81. This amount, 
which consisted of $63.5 million in state funds and $43.6 million in local 
funds is in excess of what would be needed to match available federal 
funds in the budget year. 
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In the past three years, state appropriations of transit capital funds from 
the State Highway Account and the TP and D Account, excluding the STA 
program, have averaged about $100 million annually. Consequently, it 
appears that if the local agencies continue to inv0st their funds in capital 
projects at previous levels, the Legislature could appropriate less state 
money for transit capital improvements than it has in the past without 
having to make any STA appropriation to match federal funds. 

Analyst's recommendations. Our analysis indicates that, in 1983-84, 
(1) the reduction in federal operating assistance should be insignificant on 
a statewide basis and (2') the level of capital assistance will increase sub
stantially with no new funding needed to match the additional federal 
funds. Consequently, no STA funding should be needed in 1983-84 to 
replace reduced federal operating assistance or to make capital improve
ments. Accordingly, STA should only be needed to continue the same 
level of funding the program provided to operate transit systems in the 
past. We estimate that this would require $43 million in 1983-84. Conse
quently, we recommend that AB 223 and SB 124 be amended to reduce 
the 1983-84 allocation of ST A funds to $43 million, for a savings to the TP 
and D Account of $32 million. 

INTERREGIONAL PUBLIC TRANSPORTATION 
Activities in the interregional public transportation element include (1) 

support and improvement of intercity and commuter rail and bus passen
ger service, (2) implementation of the State Bus Plan, and (3) update and 
implementation of the State Rail Plan for freight service. 

This element proposes expenditures of $38,515,000, a decrease of $28,-
215,000, or 73 percent, from estimated expenditures in 1982-83. Major 
proposed changes include: (1) the elimination of three rail services, for a 
total savings of $11.1 million and (2) the elimination of funding for capital 
improvements to the rail services, for a reduction of $18.2 million from the 
current year. 

Proposed Reduction in Interregional Transportation Services 
We recommend that the California Transportation Commission be re

quested to comment during budget hearings on the level of bus and pas
senger rail subsidies it recommends. We further recommend an 
amendment to the Budget Bill which specifies that funds appropriated to 
subsidize such services be allocated by the California Transportation Com
mission to specific services pursuant to cun:ent law. 

Chapter 322, Statutes of 1982, requires the California Transportation 
Commission (CTC) to allocate to specific bus and passenger rail services 
any lump-sum appropriations made by the Legislature for such services. 
The budget proposes to spend $8,925,000 from the TP and D Account to 
subsidize these services in 1983-84, and $1,276,000 and 30.2 personnel-years 
to provide marketing and related staff support. The amount of state funds 
requested represents a decrease of 49 percent from the level of current
year state-funded expenditures. The budget also proposes expenditures of 
$27,944,000 from federal funds and reimbursements, for a total expendi
ture level of $38,124,000. This is a decrease of 24 percent from 1982-83 
expenditures (all funds). 

The requested amount will subsidize existing passenger rail services 
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between San Francisco and SanJose and between Los Angeles and San 
Diego in the budget year. The department will propose to the CTC that 
the existing services between (1) Oakland and Bakersfield, (2) Los Ange" 
les and Sacramento, and (3) Los Angeles and Oxnard not be funded. In 
addition, no bus services would be funded under the department's p_ro
posal. Nevertheless, the budget includes funding.for department staff to 
review bus services for possible funding subsidy in the budget year. 

As we discussed earlier, we have no analyticalb~sis for makIng arecom
mendation to the Legislture on the level of funding for those programs, 
such as rail and bus subsidies, for which the Legislature appropriates a 
lump-sum for allocation by the eTC to specific projects. The CTC, howev
er, should be asked to comment on the adequacy of the funding level 
contained in the budget. 

To facilitate legislative review of this issue, we offer the following com
ments on the department's proposal. 

1. The success of existing rail transit services varies. The state is subsi
dizing five rail services in the current year, at a total cost of $19.7 million. 
Our review shows that these services are having mixed results. Table 10 
indicates the projected perfornlanc~ for each service in t~e current year, 
as measured by (1) the state subSIdy per passenger-mIle and (2) the 
percentage of operating cost paid by operating revenues (known as the 
"farebox ratio"). It also compares each service's performance with (1) the 
average subsidy per passenger-mile of the services and (2) farebox ratio 
required by 1984-,85 (1985-86 for Los Angeles-Oxnard) under current law: 
40 percent for commuter services and 55 percent for intercity services. 

For those services which are performing relatively well, the state sub
sidy per passenger-mile should be less than 100 percent of the average 
state subsidy indicated in the table, while the farebox ratio would be more 
than 100 percent of the farebox ratio required by law. 

Table 10 

Performance rndicatCH!s of Rail Services a 

198Z-83 

State 
Subsidy"; 

(in cents per! 
passenger.·,· 

mIle) 
San Francisco-San Jose ................................ .. 
Los Angeles-San Diego ................................ .. 
Los Angeles-Oxnard .......................... , ............ . 
Los Angeles-Sacramento ............................... . 
Oakland-Bakersfield ....................................... . 

4.3 
3.7 

10.1 
7.3 
6.5., 

Percent 01 
Average 

Subsidy per 
Passenger 

Mile 
81.1 % 
69.8 

190.6 
137.7 
122.6 

Farebox 
Ratio 
39.8% 
57.7 
37.1 
34.2 
45.1 

Percent 01 
Required 
Farebox 

Ratio 
99.5% 

104.9 
92.8 
62.2 
82.0 

a Based on department data. Estimates for Los Angele&-Oxnard are subject to considerable variation, due 
to lack of verifiable cost and revenue data for the,J!&js Angeles-Oxnard service. Figures for'the service 
assume department estimate of service cost at:~ per month. Railroad estimates costs of $568,000 
per month. . . -

As Table 10 indicates, the threvices proposed for elimination are 
performing the least well on the of state cost per passenger mile and 
required farebox ratio. In the c f the Los Angeles-Oxnard line, this 
could be explained by the fact th"it has been operating for only a short 
time and by the very hasty inaugtliIration of the service in October, 1982. 
On the other hand, recent ridership figures indicate that patronage on the 
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Los Angeles-Oxnard line is not improving. Daily ridership continues to 
average about 350 to 375 people, despite the additional stations served and 
the fact that the service has now been operating for four months. 

2. There may not be sufficient funds requested in the budget to fund 
those services proposed for continuation. Our analysis of the depart
ment's proposal indicates that there may not be enough money in the 
budget to pay for subsidies and related staff of the Los Angeles-San Diego 
and San Francisco-San Jose lines in 19~4. There are two reasons for this. 
First, federal law requires the state's share of the Los Angeles-San Diego 
service deficit to increase from 50 percent to 65 percent in 1983-84. Am
trak staff also propose to charge the state for a portion of the service's 
"associ;tted capital costs". These two increases in the state share will be 
partially offset by a redefinition of costs, but the net effect of these changes 
will be a state liability which in 1983-84 is $10,000 higher than the amount 
assumed in the budget. Second, under the contract with Southern Pacific 
for the San Francisco-San Jose service, the state must pay significantly 
higher costs for railroad cars and maintenance in 19~4 than it is paying 
in 1982-83. Consequently, department costs for the existing level of San 
Francisco-San Jose service will be about $1.6 million higher than provided 
for in the budget. 

This underfunding, however, is partially offset by two other factors. 
First, the department's estimate of the cost of the San Francisco-San Jose 
service includes $855,000 for a contingency reserve against unanticipated 
expenses in excess of the levels agreed to by Southern Pacific and the 
de2artment. Our analysis indicates that the negotiated budget should be 
sufficient to operate the service. Adjusting for this overbudgeted contin
gency, we estimate that the apparent underfunding is $715,000. Second, 
California and other states which contract for Amtrak service are disput
ing the "associated capital cost" charge. According to the department, if 
the states can persuade Amtrak not to charge this expense, California's 
cost of the Los Angeles-San Diego service would be reduced by $502,000. 

The Legislature can take one of two actions with respect to the under
funding problem: 

• Augment the budget by $715,000 to fund the existing level of service. 
If the "associated capital costs" are not charged to California, only an 
additional $213,000 would be needed to maintain existing service lev
els. 

• Appropriate the amount proposed in the budget, thereby requiring 
either (a) the level of service on one or both lines to be reduced, or 
(b) local agencies, which currently pay half of the subsidy on San 
Francisco-San Jose service, to increase their contribution for the com
muter service or contribute funds for the Los Angeles-San Diego 
service to make up for the underfunding. 

3. If all existing services were maintainec4 state expenditures would 
have to increase significantly. Our analysis indicates that continuing the 
three existing services proposed for elimination in the budget year would 
require an increase in state expenditures of $8.4 million-to-$16.6 million for 
subsidies and $1.3 million for marketing and staff costs. This is indicated 
in Table 11 which displays the total cost of these three services in 1983-84, 
assuming that current service levels are maintained. The higher estimates 
shown in the table for the intercity services reflect current estimates of 
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the cost to operate the service made by Amtrak. The lower estimates 
reflect (a) the department's lower estimates of probable service deficits 
and (b) elimination of the "associated capital cost" expenditures. The 
lower estimates for the Los Angeles-Oxnard service reflect the depart
ment's estimate of the cost of the service. The higher estimate reflects the 
railroad's estimate. 

Table 11 

State Cost of Current Rail Services 
1983-84 

(dollars in thousands) 

Los Angeles-Oxnard ............................................... . 
Los Angeles-Sacramento ....................................... . 
Oakland-Bakersfield ............................................... . 

Total .................•.................................................. 

Subsidy. 
$2,440-9,000 
3,778--4,685 
2,165-2,881 

$8,383-$16,566 

Marketing 
and Staff 

Costs 
$492 

5fJ7 
310 

$1,309 

Total 
$2,932-9,492 
4,285-5,192 
2A75-3,191 

$9,692-$17,875 

4. The Budget Bill should be amended. In order to ensure that funds 
are spent pursuant to existing law, we recommend that the Budget Bill be 
amended to specify that funds appropriated for bus and rail services be 
allocated by the CTC, as required by existing law. This could be achieved 
either by (a) adding a new item which separately appropriates subsidy 
funds, and includes language specifying that the funds are to be allocated 
by the CTC, or (b) adding Budget Bill language in Item 2660-001-046 
which identifies the subSidy level appropriated for the services and speci
fies that the funds be allocated by the commission. The Budget Bill already 
includes language which specifies that, pursuant to existing law, the CTC 
must allocate funds appropriated for highway and transit capital outlay 
projects. Adopting our recommendation would be consistent with that 
policy. 

Bus Service Monitoring Personnel Overbudgeted 
We recommend a reduction of two personnel years and $81lX)O from the 

Transportation Planning and Development Account (Item 2660-()()1-046) 
because the budget proposes to spend more funds to monitor sub~idjzed 
bus services than the amount that is needed. 

The budget proposes $143,000 and four personnel-years to monitor in
tercity bus services subsidized by the state. Our analysis indicates that this 
staffing level would be sufficient to monitor aU existing service contracts 
funded from prior appropriations and solicit new services in the budget 
year. The department, however, does not propose to subsidize any new 
bus services in 1983-84. Personnel, therefore, are needed only to monitor 
the seven existing services. The department indicates that this workload 
requires two personnel years and $62,000. Consequently, we recommend 
a reduction of $81,000 and two personnel-years to reflect actual workload 
requirements. 

TRANSFER FACiLITIES AND SERVICES 
The department is authorized by law to (1) enter into agreements to 

plan and design mass transit guideways and their related fixed facilities 
and (2) construct, purchase or lease, improve and operate rail passenger 
facilities which provide intermodal passenger facilities. In addition, the 
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department· is required to evaluate proposed transfer facilities, and to 
prepare a report which lists these facilities by priority. 

The budget proposes expenditures of $1,242,000 for transfer facilities 
and services, which is $3,124,000 or 72 percent, less than estimated current
year expenditures. Major changes for the budget year include the elimina
tion of capital improvements to intermodal facilities, for a reduction of 
$2.9 million from the current-year funding level. 

Station Management Report Unavailable 
We withhold recommendation on $145,000 from the Transportation 

Planning and Development Account (Item 2660-001-046) and 2.5 person
nel-years for Peninsula commuter rail station management, pending re
ceipt of a Metropolitan Transportation Commission report on alternative 
strategies to manage the stations. 

The department is proposing $145,000 and 2.5 personnel-years in state 
funds to manage stations acquired along the Southern Pacific (SP) route 
between San Frm.J.cisco and San Jose during the budget year. An additional 
$205,000 and 3.5 personnel years will be reimbursed by three county agen
cies participating in the financing of the services, bringing total costs for 
management of the stations to $350,000 in 1983-84. This proposal, which 
does not represent an increase from current-year service levels, finances 
department management and maintenance of the stations, and permits 
the department to contract for station security services. 

In last year's Analysis, we noted that the department had not evaluated 
alternative methods of managing the SP stations when it requested funds 
for the current year. The CTC, in its review pf the deparment's 1982-83 
budget, indicated several disadvantages to the state if the department 
operated the statiOI;ts exclusively with state resources, as was proposed. In 
response, the Legislature reduced funding for this purpose in the current 
year, and adopted language in the Supplemental Report to the 1982 
Budget Act requesting the Metropolitan Transportation Commission 
(MTC), the regional transportation planning agency in the Bay Area, to 
prepare a study which evaluates alternatives for local involvement in 
financing, operating and managing the SP stations. 

TheMTC did not submit its findings to the Legislature in time for us 
to include an evaluation of these findings in this Analysis; The information 
provided in the report should· be useful when the Legislature considers 
the department's funding request for the budget year. Consequently, we 
withhold recommenc;lation on the department's request for station man
agement funds, pending receipt of the MTG report. 

TRANSPORTATION DEMOtliSTRATION PROJECTS 
This element includes technical studies and demonstration projects un

dertaken by the department to improve transit equipment and services. 
The budget prbposes to spend $364,000 in 1983-84, a decline of $17,000 or 
5 percent, from estimated current-year levels. State funds would pay $186,-
000 (61 percent) of proposed budget year expenses, with federal funds and 
reimbursements paying the balance. 
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Demonstration Project Funds Overstated 
We recommend a reduction of 1.1personnel-years and $4~OOO froriJ the 

Transportation Planning and Development Account (Item 2660-001-046) 
to reduce monitoring of demonstration projects because the amount re
quested is overstated. 

The budget is requesting $65,000 and 1.5 personnel-years to continue 
administration of transit demonstration projects supported by funds ap
propriated in Ch 1130/75. Department staff indicate that 0.4 personnel
years are needed to monitor four remaining projects in the budget year. 
It could not provide, however, any substantiation for the remaining 1.1 
personnel-years. Consequently, we recommend deletion of $48,000 and 1.1 
personnel-years to correct for this overbudgeting. 

WORK FOR OTHERS 
This element includes work the department performs at the request of 

local public agencies. The cost of this activity, which is totallyreimbursa
ble, will amount to an estimated $33,096,000 in 1983-84. This is an increase 
of $568,000(2 percent) over estimated expenditures for reimbursed work 
in the current year. 

RIDESHARING 
The ridesharing element provides funds to increase the. number of 

people who ride together in vehicles when commuting to work or taking 
recreational trips. The budget proposes to spend $4,770,000 in 1983-84 for 
such activities to promote rides haring, a decrease of $32,000, or 1 percent, 
from current-year levels. These funds are used primarily to (1) match 
people traveling to and from nearby locations and (2) encourage employ
ers to establish ride sharing programs. 

Ridesharing Tax Credit Claims Overestimated 
We' recommend a reduction of $2.4 million in the transfer from the 

Transportation Planning and Development Account to the General Fund 
. (Item 2660-021-046) proposed to reimburse the General Fund for rideshar
ing tax credit revenue losses because recent experience indicates that the 
amount budgeted greatly exceeds the revenue loss. 

Chapter 844, Statutes of 1981, authorizes businesses to claim tax credits 
and deduct as business expenses those expenditures related to the pur
chase of vans for ride sharing purposes. The act also requires the TP and 
D Account to reimburse the General Fund for any revenue loss resulting 
from the measure. The budget proposes to transfer $2.7 million to the 
General Fund for this purpose. 

Our analysis indicates that this request greatly overstates the revenue 
loss resulting from Chapter 844. Franchise Tax Board staff indicate that, 
with 95 percent of the 1981 income tax returns filed, total credits to date 
for the 1981 tax year are about $74,000. Even allowing for a 100 percent 
increase in the revenue loss, the revenue loss in the 1983 year woUld total 
only about $300,000. Consequently, we recommend that the amount budg
eted for 1983-84 to reimburse the General Fund for 1983 revenue losses 
be reduced by $2.4 million. ' 

Adoption of this recommendation would have no net fiscal effect on 
either the General Fund or the Transportation Planning and Develop
ment Account if the Legislature adopts our recommendation to transfer 
the unencumbered balance of the account to the General Fund. 
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Unneeded Ridesharing Expenses 
We recommend a reduction of 0.1 personnel-year and $34~()()() from the 

Transportation Planning and Development Account (Item 2660-001-046) 
for ridesharing programs which are not proceeding in the budget year. 

The budget is proposing to spend $34,000 and 0.1 personnel-year to 
continue two ridesharing demonstration projects. The first project, which 
is attempting to demonstrate the feasibility of marketing ridesharing at 
the residential site, rather than at the employment site, will be completed 
in the current year. Consequently, no funds are needed for this project in 
the budget year. 

The second project would attempt to determine the practicality of 
sharing vehicles in large, high-density residential complexes. The 1982 
Budget Act requires the department to submit a feasibility study on the 
project to the Joint Legislative Budget Committee before state funds are 
spent on this project. After the report is reviewed, the chairman of the 
committee will then recommend to the Department of Finance whether 
to continue the project. At the time this Analysis was prepared, the admin
is. tration. had not decided whether to fund the project, and no report had 
been submitted to the committee chairman. Consequently, it is prema
ture to include funds for this project in next year's budget. 

Accordingly, we recommend that the funds for these two projects be 
deleted from Item 2660-001-046, for a savings of $34,000 and 0.1 personnel
year. 

TRANSPORTATION PLANNING 
The Transportation Planning program contains four elements which are 

designed to improve the quality of transportation planning in the state: 
(1) statewide planning, (2) regional planning, (3) administration and (4) 
reimbursed services. . 

The budget proposes an appropriation of $7,052,000 from the Transpor
tation Planning and Development Account in the State Transportation 
Fund.· The budget also proposes to subvene $4 million in federal funds to 
regional planning agencies, . and will spend $3,458,000 from reimburse
ments, for a total expenditure of $14,510,000, a decrease of 2 percent from 
the apptovedcurrent~year levels. 

Program staff are budgeted at 203 personnel-years, the same levels as 
in the current year. 

Excessive Number of Reimbursed Positions . 
We recommend a reduction of 41.8 personnel-years and $1~51~OOO in 

reimbursed expenditures from Item 2660-001-046 because the department 
will not be providing the level of reimbursed planning services proposed. 

The department, when requested, provides technical assistance to re
gional transportation planning agencies in the preparation and updating 
of regional transportation plans. The department is fully reimbursed by 
the agencies for this assistance. The budget proposes to spend 68.7person
nel-years and $2,737,000 in reimbursements to provide such assistance. 
The· department's review of the regional agency work plans indicate, 
however, that only 26.9 personnel-years is required to respond to agency 
requests in 1983-'-84. Consequently, we recommend a reduction of $1,516,-
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000 and 41.8 personnel in reimbursed expenditures in Item 2660-001-046. 
This will not reduce the appropriation for this item, but it will reduce the 
expenditure authorization. and personnel level for the department. . 

ADMINISTRATION 
The department's administrative activities include accounting and fi

nancialsystems, as well' as professional and technical services, such as data 
processing, legal and laboratory services. The budget proposes expendi
tures totaling $85,672,000; a .decrease of $2,486,000, or 3.percent, from 
current-year expenditures, and 1,496.5 personnel~years, . 

These expenditures are distributed among the department's other four 
operating programs. . 

Savings from TRAMS 
We recommend a reduction of 16 personnel-yearS and$634~OOO fr~m the 

State HighwiJy riccount (Item 2660-(f()1-042} to ieflect staff savings result
ingfI:om thecoilveision of th.e existing financial arid accounting system to 
TRAMS.· .. . .... 

In the current Year,. the department has contractedwii:h a private. con
sulting firm toconyert itsexistingfinanciaJ, ~d ac~ounting system to a 
new system known as ~e Transportation ACGouhtirtgand Management 
System (TRAMS); The department is planniIig to .mstall TRAMS by July 
1983.0ur review indicates that completingtheinstalJation of TRAMS will 
result in savings· during the . buclget year for two reasons; .. .. 

1. One~time conversion funding wil1no longeibel1eeded. . Although it 
is being cOIldpcted by aprivate·ci:>usultant, the conversion effOrt recE1ives 
department staff support. In 1982-83, tliedepaitmentis providing approx-
im. ate.lY.16 ... P. er.sonne.l-Y. ears ofp.l".ogramniin.lg. an.d .. data. I?ro .. c .. e .. s.sing,e. ff.oort. s to 
the proJect, at a cost of $636,000. The. department sconverSlOn plan, 
howeyer;indicat~s:that only> $197,000 and approxilnately 5 personnel
years .. will· be ne¢ded l.n. l~83-84to . complete the .collversion and. im-
plementation of tpe system.; . . ..... ;.. . .. ... . . .... 

Because.the.coflversion costis a one;fune cost, the 11 personnel years 
Will not be needed in 19~.Acc6rdingly,we recommend a reduction 
of 11pers6nnelcyears fora savirigs of $439,00Q; .... . .. 
. . 2~· Conversi()n~oTRAMSwill. resultfn· on-goiI1gstaff savings. The 
department's decision to convert to' TRAMS, instead of to other systems, 
wasba~ed'inpart on the potential savings to be. achieved by reducing 
accqunting personnel· identified . in. the conversion project's feasibility 
study report. Initially, thedepartmentinqicated that savings of up to 30 
personnel~years(!ould be, realized each year; More recenteyaluation by 
the department,however, indica.testhat because of aneed to retrain staff 
in the u~e·()f the new system, the 198~ savings will be reduced to 
approxiln~tely.5 perspnn~l:years. Thed~J?artnienfs bud~et doesn,ot re
flectedthi~ saVIngs. Accp!diIlgly, we rec~~end a ,reduction of 5 person-
nel-yeats and $195,00() from;th~State HIghway Account. ... 

Equipment for TRAMS Not .Need~d 
We recommend a reduction of$8~OOOfromthe State Highway Account 

(Item 2660-001-042) to correct overbudgeting of equipment for TRAMS 
con~ersion. . . 

The department's effort to convert its accounting system to TRAMS also 
requires.the acquisition of certaiI} computer equipmfm.t. Th~ currel!t-year 
budget Includes· $750,000 for th.IS purpose. :B.ecent dISCUSSIons WIth the 
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department indicate that because of a change in equipment needs, the 
estimated equipment cost will be lower than anticipated, Moreover, there 
will not beany additional computer equipment needed in 1983-84 for the 

. , conversion effort. Our review indicates tliat the department, however, has 
erroneously included $BO,OOO in its 1983-84 budget request for equipment 
for TRAMS. Because this amount will not be needed, we recommend that 
the' department's budget request be reduced by $BO,OOO. 

Consulting Services for Accounting System will be Less 
We recommend a reduction of $17~OOO in the State Highway Account 

(Item 2660-001-042) because the amount is not needed for the completion 
of an existing contract. 

. The budget is also requesting $373,000 to continue a contract with a 
consulting firm to convert the department's financial and account system 
to the TRAMS system. This consulting contract is initially due to expire 
July 1, 1983, which is also the target implementation date for the new 
system. The department has advised us that the contract needs to be 
modified due to unanticipated changes necessary for the conversion ef
forts. Consequently, the contract costs will be $1,OB2,000, instead of $916,
BOO. For the current year, the Legislature has appropriated $884,000 for 
this contract. The amendment of the contract will require, therefore, an 
additional $19B,000 in 1983-84 to ~upplement th~ current-year appropriat
ed amount. The needed amount IS $175,000 less than the amount mcluded 
in the department's budget. Accordingly, we recommend that consulting 
services be reduced by $175,000. 

Proposed Reduction in Legal Staff 
We recommend that the department be requested to comment, during 

budget hearings, on the effect of the proposed reduction in legal staff 
As part of the administration's effort to reduce legal staff in val-ious state 

departments, and to centralize the provision of legal service in the De
partment of Justice, the Governor's Budget .proposes a reduction of 50 
personnel-years in the department's legal staff in 1983-8.4, for a savings of 
approximately $2.B million. This reduction, which includes a reduction of 
34 personnel-years in attorney staff and 16 personnel-years in clerical 
supp<?rt, represents a decrease of approXimately 21 percent in the depart
ment s total legal personnel effort. 

The department has advised us that it is iri the process of reviewing its 
legal workload to determine the need for these positions. We have no 
basis, therefore, to determine whether the department will be able to 
absorb the antiCipated workload for 1983..:.84 with. the reduced level of 
staff. In order that the Legislature may be informed· of the effect of the 
proposed reduction, however, we recommend that the department be 
requested to comment, during budget hearings, on the impact of the 
proposed reduction in legal staff. .' 
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Business, Transportation and Housing Agency 

OFFICE OF TRAFFIC SAFETY 

Item 2700 from various funds Budget p. 93 

Requested 1983-84 ............................. ~ ....... :; .................................. . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

Requested increase (excluding amount for salary 
increases) $221,000 (+ 115.0 percent) 

Total recommended reduction ................................................... . 
Recommendation pending ........................................................... . 

1983-84 FUNDING· BY ITEM AND SOURCE 

$414,000 
193,000 
167,000 

63,000 
$200,000 

Item Description 
2700-001-044-Support 

Fund 
State Transportation, Motor 
Vehicle Account 

Amount 
$214,000 

2700'()()1-464--:.Support 

Total 

First Offender Program 
Evaluation 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Executive Director Position. Reduce amount budgeted by 

$66,000 and transfer $46,000 of that amount to grant pro
gram. Reduce Motor Vehicle Account expenditure by $2~-
000. Recommend reduction because the duties of the 
director can be performed by other personnel within the 
office. Further recommend adoption of supplemental re
port language directing the State Personnel Board to up
grade the assistant director position. 

2. DUI First Offender Study. Withhold recommendation on 
proposal to evaluate county programs offered to first-time 
DUIoffenders. (Pending: $200,000) 

3. Consultant Services. Reduce amount budgeted by 
$144~000 and transfer $101~000 of that amount to grant pro
gram. Reduce Motor Vehicle Account expenditure by $4~-
000. Recommend reduction because proposed consulting 
expenditures are not justified by past experience or support 
materials. 

GENERAL PROGRAM STA YEMENT 

200,000 

$414,000 

Analysis 
page 
408 

409 

409 

The Office of Traffic Safety (OTS)is responsible for evaluating and 
approving all state and local highway safety projects supported by federal 
grants. In order to qualify for federal funding, these projects must (1) 
comply with uniform safety standards established by the federal Depart
ment of Transportation and (2) address highway safety problem areas 
identified by OTS. In addition, OTS is responsible for (1) updating the 
California Highway Safety Plan, (2) providing technical assistance to state 
and local agencies in the development of traffic safety plans, and (3) 
coordinating ongoing traffic safety programs. 

OTS is authorized 28 positions in the current year. 
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OFFICE OF TRAFFIC SAFETY-Continued 

ANALYSIS AND RECOMMENDATIONS 

Item 2700 

The budget proposes total expenditures of $9,877,000 to support state 
and local traffic safety activities and the administrative expe:nses of the 
Office of Traffic Safety in 1983-84. This amount consists of $9,400,000 in 
federal funds, $214,000 from the Motor Vehicle Account in the State Trans
portation Fund, $200,000 from the First Offender Program Evaluation 
Fund, and $63,000 in reimbursements. Proposed expenditures will in
crease by the amount of any salary or staff benefit increase approved for 
the budget year. . 

The amount proposed from the Motor Vehicle Account is $21,000, or 
10.9 percent, above the estimated level of expenditure supported by state 
funds in the current year. The $200,000 requested from the First Offender 
Program Evaluation Fund represents the· initial appropriation from that 
fund. 

Financing Office Activities. The federal government currently pro
vides 100 percent of the funds for grants to state and local agencies, and 
approximately 86 percent of the funds needed to support OTS's adminis
trative duties. The remaining 14 percent (excluding reimbursements) is 
financed from the Motor Vehicle Account, State Transportation Fund. 
The OTS is proposing to spend $200,000 in 1983-84 from the First Offender 
Program Evaluation Fund to begin evaluating "driving under the influ
ence" (DUI) programs for first offenders, pursuant to Ch 1339/82. These 
funds are provided from fees assessed against participants in such pro
grams. Table 1 displays funding availability for tl1e prior, current, and 
budget years. 

Table 1 

Office of Traffic Safety 
Funding Summary 

(in thousands) 

Actual Estimated· Projected 
Item 

2700.001-890 

27()()'101-890 

Funding source 
Federal Trust Fund ............. . 

Federal Trust Fund ............. . 

Purpose 
Grants to state agen
cies and program ad
ministration 
Grants to local 
agencies 

2700.001-044 Motor Vehicle Account ...... Program administra· 
tion 

2700-001-464 First Offender Program 
Evaluation Fund............ Evaluation of 

county-operated first 
offender DUI 
programs 

Totals c .•.•.•..•••..•.•...•.••..•..••.•.•.•..•..•...•.••...••.•.•...•••.•...•...••.•..• 

1981-828 1982-83 
$10,243 $9,366 b 

8,054 7,143 b 

167 193 

$18,464 $16,702 

8 Expenditures and encumbrances. 
b Total l4Jlount available for expenditure, including carryovers from previous years. 
C Excludes reimbursements. 
Source: Office of Traffic Safety 

1983-84 
$4,700 

4,700 

214 

200 

$9,814 

New Program Match Required. Beginning October 1, 1983, the federal 
Department of Transportation will increase the matching requirement 
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imposed on states for administrative expenses in connection with traffic 
safety programs. The required match will increase from the current level 
of 14 percent to 30 percent. If the office were required to pay 30 percent 
of the total administrative costs displayed in the budget, state support for 
OTS would approximate $450,000 in the budget year. The budget, howev
er, reflects a new cost allocation approach developed by OTS which will 
permit a substantial reduction in the matching~ funds required by the state. 

Cost Allocation Approach. In order to offset the increased matching 
requirement imposed on California in 1983-84;, OTS has redefined what 
constitutes state administrative costs. Consequently, certain expenses 
which traditionally have beep categorized as state administrative costs, 
such as coordinating, auditing, and planning, will now be charged against 
the grants that state and local agencies receive to operate traffic safety 
programs. This will allow OTS to apply the increased state matching 
requirement against a much smaller base of administrative expenses. As 
a result, state expenditures for administration costs should not increase 
significantly from the current-year level, despite the 100 percent increase 
in the matching requirement imposed by the federal government. The 
level of funding for programs operated by state and local agencies should 
not be affected significantly by the new cost allocation approach devised 
by OTS. 

Office Support and OlS's Grant Program 
The OTS proposes an expenditure of $1,505,000 for program administra

tion in 1983-84 (excluding $200,000 appropriated from the First Offender 
Program Evaluation Fund pursuant to Ch. 1339/82). The cost of adminis
tering California's highway safety program will be distributed between 
two separate categories: (1) direct state costs amounting to approximately 
$715,000, of which the state will pay 30 percent ($214,000) and (2) indirect 
costs amounting to $790,000, which will be charged to the grant program. 

The indirect costs and the federal share of direct administrative ex
penses-amounting to $1,291,000-will be allocated from the $9,400,000 in 
federal funds available to California in 1983-84. This represents 14 percent 
of the costs associated with the traffic safety program. For the budget year, 
indirect administrative expenses, as noted above, will include the costs of 
coordination, auditing and planning activities. 

Grants to State Agencies. Allocations totaling $3,409,000 are proposed 
to state· agencies for traffic safety projects in 1983-84. This is an increase 
of $567,000, or 20 percent, over allocations in the current year. Current
year funding includes $1,227,000 for the 55-mile-per-hour speed enforce
ment project operated by the California Highway Patrol (CHP). This 
project will be continued through the budget year. In addition, OTS pro
poses to fund ongoing projects being carried out by the CHP, the Depart
ment of Motor Vehicles, the Department of Transportation, the 
Department ofJustice and the Commission on Peace Officers Standards 
and Training. Grants allocated to state projects in 1983-84 represent 36 
percent of available federal funds. 

Local Assistance. Local agencies are scheduled to receive $4,700,000, 
or 50 percent of available federal funds, for traffic safety activities in 
1983-84. Approximately 90 local agencies receive OTS grants each year for 
a variety of traffic safety purroses, ranging from alcohol and drug enforce
ment to emergency medica services. Federal regulations require that at 
least 40 percent of the funds provided to California be allocated to local 
agencies. 

14-76610 
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Executive Director Position is Unnecessary 

Item 2700 

We recommend (1) elimination of the executive director's position in 
the Office of Traffic Safet~ because the duties of the positioIJ can be 
absorbed by other personpel within the office~ for a savings of $~~ and 
(2). that $4~OOO of the sil'c;-}ngs be transferred/o the grant program~ and that 
$2~OOO be deleted from Item 2700-001-044 In the budget. We further rec
ommendthe adoption of ~upplemental report language directing the State 
Personnel Board to upgrade the assistant director position. 

Overall policy guidance IS provided to OTS by an executive director, 
who is. appointed by the Governor and serves in the Business, Transporta
tion and :aousing Agency at the pleasure of the agency secretary. The 
position is classified asa highway safety representative, and in the past has 
been supported jointly py federal and state funds on the same basis as all 
administrative services. . 

During the first six months ofthe current year, the executtve director 
spent 50 percent of his t~me as chief of the OTS and the remainder as an 
assistant secretary of transportation in the Business, Transportation and 
Housing Ag~ncy. His agency responsibilities included the Department of 
Motor Vehicles and the California Highway Patrol, in addition to oversee
ing the OTS. The federal government has notified OTS that, beginning in 
1983--84, it will no longl'lr continue to fund the executive position shared 
by OTS and the agency. 

Our analysis indicates that OTS's mission can be carried out effectively 
without an executive director. 

• Prior to 1979, the office was directed by a civil service employee who 
met weekly with ~ agency secretary .to disc~ss policy direction. This 
same employE:)e shll serves as the asslstant dlrector of the OTS, and 
currently is responsible for the day-to-qay managemellt of the office. 
In the absence of an executive director position, policy guidance 
could continue to be provided to OTS through regular meetings 
between the cjvil serviCe employee and an agency official, as was 
done in the past. 

• In reviewing staffing patterns utilized by other states, we have been 
advised by the federal official responsible for the highway safety pro
gram in this region that, in many states, a civil service employee is 
solely responsible for the daily operation of the traffic safety program 
and reports periodically to a representative of the Governor in those 
states. 

• The cumulative state experience of the four staff services managers 
at OTS is &4 years, with 19 years combined managerial experience. 
This degree of supervisory background, paired with the relatively 
small.size of the OTS staff (28 positions), reduces the need for con
st~t policy. guidance from an executive director position. 

For these rea~()Ils, we conclude that a full-time executive director posi
tion for OTS is not justified. Accordingly, we recommend that the execu
tive director position in OTS be deleted, for a savings of $66,000. This 
would permit a redirection of $46,000 in federal funds from program 
administration to the grant program, and a savings of $20,000 to the Motor 
Vehicle Accoupt. 

In order to clarify the duties and responsibilities of the assistant direc
tor's position, we further recommend the adoption of the following sup
plemental report language: 



Item 2700 BUSINESS, TRANSPORTATION AND HOUSING / 409 

"It is the intent of the Legislature that the State Persorinel Board reclas
sify the assistant director's position to that of 'director', and that the 
newly-created, position be accorded all the duties and responsibilities 
formerly granted to the executive director." . 

Driving Under the Influence (DUI) First Offender Study 
We withhold recommendation on $200,000 requested to evaluate first 

offender DUI programs~ pending receipt of an expenditure plan and a 
detailed outline of evaluation activities planned for 1983-84. 

Chapter 1339, Statutes of 1982 (AB 3405) , directed the Governor's Inter
departmental Advisory Council on Alcohol, Drugs and Traffic Safety to 
conduct a three-year evaluation of first offender programs offered by 
counties to persons convicted of "driving under the influence" (DUI). 
The council has no permanent staff, but receives administrative support 
from the Office of Traffic Safety to carry out its duties. Consequently, the 
responsibility for conducting the evaluation fell to OTS. Funds for the 
evaluation are derived from a special assessment (not to exceed $5) on 
participants in first offender programs. These funds are deposited in the 
First Offender Program Evaluation Fund in the General Fund. Assuming 
that there will be 40,000 participants in 1983-84, OTS estimates that first-
year revenue will approach $200,000.. . 

The OTS has requested $200,000 in the budget year to begin the. re
quired evaluation. According to the office, the amount proposed for 1983-
84 is equal to one-third of the total costs projected during the three-year 
evaluation period: At the time this Analysis was prepared, OTS was not 
~ble to explain the basis for its estimate oftotal evaluation costs ($600,000), 
nor could staff provide an expenditure plan for the initial $200,000. 

The officehas stated that budget details and a definitive proposal outlin
ing the scope of the project should be available in January or February of 
1983. Until we have reviewed this information, we have no basis for recom
mending approval of the $200,000 request. Accordingly, pending receipt 
of an expenditure plan and a detailed outline of the DUIFirst Offender 
Program Evaluation, we withhold recommendation on the OTS request. 

Consultant Services 
We recommend that the amount budgeted for interdepartmental and 

external consulting be reduced by $144~000 to eliminate overbudgeting, 
and that $101~OOO of the savings be transferred to the grants program. We 
further recomm,end that the amount of $43,000 budgeteq in Item 2700-001-
044 as the states share of administrative costs be deleted, for a correspond
ing savings to the Motor Vehicle Account. 

Table 2 

Office of Traffic Safety 
Budgeted Versus Actual Expenditures for Consultant Services 

1980-81 through 1!82-4S3 
J!J8()..8J J98J-82 J!J82..&J" 

Category 
Interdepartmental ..... . 
External ...................... .. 
Totals ........ ' ................... . 

Budgeted 
$238,856 

74,000 
$312,856 

Actual 
$148,000 

17,000 
$165,000 

Percent 
Unspent Budgeted 

38.0% $269,512 
77.0 79,175 -- ---
47.3% $348,687 

• Projection based on actual expenditures as of 12/28/82. 

Percent Percent 
Actual' Unspent Budgeted Actual Unspent 
$26,000 90.4% $138,000 $8,BOO 93.6% 

1,000 98.7 85,000 21,200 75.1 

$27,000 92.3% $223,000 $30,000 86.6% 
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Item' 2700 

" ' " ."' 

OTSproposes to expend atotal of $234,000iri the budget year to contract 
for consultant and professional services provided by (1) other state agen
cies ($145,000) and (2) agencies outside state government ($89,000). Our 
analySis of. OTS consulting. expenditures. indiCates that the. amountre
quested in the budget significantly overstates the office's needs, ~able 2 
compares' actual' expenditures sinse .1~80-81 for this category WIth the 
amounts budgeted for consultant serVIces.' . . 

Interdepartmental. As Tal;>le2 indicates, acfualexIlEmditures fOr inter
departmental consultant serviCeshave consistentlyfallenshort of budget
edamountssihce 1980. This is due,.iIl part, to the fact that the office is now 
performing many of the functions that previously were performed by 
other state agencies under contract to OTS. Inthe past, the OTS reliedon 
otherageneies to provideauditiri:g,clericalservices and technical eXIleI'
tise which the office could not provide itself. In recent years, the office has 
begun' to esta:blish the necessary expertise to perform these fUIictions 
internally; but no adjustment has been made toreflectthereduced de-
pendence on consultant arid professiQnal services. ...... ..' . ' .. 
. We acknowledge that, periodically, specil:llneeds Willarise that require 

funding for interdepartmental con~1iltants.ervices; Irithe budget year, for 
example, the office is planning to contract fora fiscal manual and compati
bleaccotinting system, TheOTSindicates thatthemanualand. system will 
cost approximately $60,000 . and .cotlld be provided by the DepartIIleIlt of 
General Services. According to the staff of the . Fiscal Management Audits 
Section in the Department of'Finance, the develbpmeritof the,manual 
and the systePtwill enable OTSto track receipts aricidisburseme:nts l:lCCU
ratelyand in a timely fl:lshion. Under thecurreht system, some transac
tions have taken' up . to six months torecotd. Based on the. information 
provided by OTS anq the Department of Finance, this'expehditllre ap
pears justified. Nevertheless,it appeal'S that the remainder of the OTS 
request forinterdepl:lrtmenta] corisulting; is overbudgeted by $76,00(). 

External . .. During the budget year, the Office of Traffic Safety proposes 
to spend . $89,000 for exteJ:'nalconsulting (other than con~ulting relate~ to 
theDUJyvalu~tion). Tabl~ 2.indicates that,asip. th~ caseofinterdep~rt
mental consUlting, the maJOr,lty oHunds budgeted for . external consulting 
contracts are not spellt fors\lch ptirpOses.InI981~2, fQr example;OTS 
expended only 1.3 percent of the fUnds available for this purpose. Al
though expenditures for the first six mOllths of1982-:83 iildicate tha~ costs 
are' increasing; i~ sti~l appears that 15 .per~en:t of th~ fl)Iids budg~tedfor 
externalconsultmg m the current year Wlilgoil.llspent. . 

OTS's record of overbu.qgeting funds forexternru cOllsultirig needs is 
largely attributable to the, way in which its request for funds. d~veloped. 
Even if no specific external con~ulting need~ are ideritifiedfora given 
budget year, OTS requests funds for this purpose to provide a cushion for 
meeting unexpected demaridscomillg from the .Governor's office or fed-
eral officials. . . '. .' . '. .. . . 

. The need for such contingellcy funding, however, is .not borne out by 
OTS's experience' in' recent years. Only . once during the past five. years 
were. f.unds.uti.lized to sup. p. or.t unplanned activity. A.ccor.d.iin. gly, we rec
ommendthat the amount provided for this activity in 1983-84 be .reduced 
by $68,000, which would leave sufficient funds to maintain the current-
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year level of external consulting. . 
Reduction Needed. We recognize that it is reasonable for OTS to con

tract for services which it is not capable of providing internally. The level 
of funding requested by OTS, howev. er, is not justified by past ex.:perience 
or supporting documentation. We, therefore, recommend that funds for 
consulting purposes be budgeted at the projected 1982-83 expenditure 
level of $30,000, and that an additional $60,000be appropriated to m~et the 
department's accounting needs. This action would result in a total t;educ
tion of $144,000 for interdepartmental ($76,000) and external ($68,000) 
consulting. This would permit a redireGtion of $101,000 from program 
administration to state and local grants, and a savings of $43,000 to the 
Motor Vehicle AccQunt. . 

Business, Transportation and Housing Agency 

DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL 

Item 2720 from the State Trans
portation Fund Budget p. BTH 95 

Requested 1983-84 ..........................•.......... '...................................... $345,912,000 
Estimated 1982-83 ................... , .... ; .............. , ............ :....................... 316,829,000 
Actual 1981-82 ................................................................................... 308,005,000 

Requested increase (excluding amount 
for salary increases) $29,083,000 ( +9.2 percent) 

Total recommended reduction ..•.......•.......................................... 
Recommendation pending·.: ............•......•.... , ....... ;; ..........•.............. 

2,905,000 
$118,000 

1983-84 FUNDINCiBY ITEM AND SOURCE 
Item, Descriptj.on 
2720-Oo1-044-Support 

Fund 
State Transportation, Motor . 
Vehicle Account 

Amount 
$325,179,000 

2720-O(J1·050-Support State Transportation, CHP 
Law Enforcement Account 

20,733,000 

Total $345,912,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Relocation Costs for New Supervisors. Reduce Item 2720-

001-050 by $10~OOO. Recommend reduction because 
moving expenses associated with new sergeants and lieu
tenants exceed departmental average. Further recom
mend adoption of supplemental report language requiring 
State Personnel Board to review supervisory ratios for ser
geants and lieutenants. 

2. Communications Center Watch Commanders. Reduce 
Item 2720-001-044 by $ll(iOOO. Recommend replacement 
of five sergeant positions with three nonuniformed posi
tions because watch commander duties at LACC are more 
appropriately performed by communications supervisors. 

3. Special Enforcement Costs. Reduce Item2720-001~044 by 

Analysis 
page 

415 

416 

417 
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DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL-Continued 

$7~000. RecoIiunend reduction of overtime hours re
quested because proposed patrol sites are not yet opera
tional~ 

4. Clerical mid Janitorial Staffing. Reduce Item 2720-001- 418 
044 by $164~000. Recommend deletion of 10.5 personnel-
years because the department's budget request is not sup
ported by adequate documentation of the need for these 
positions. . 

5. Helicopter Replacement. Reduce Item 2720-001-04iI by 419 
$363,000. Recommend reduction because the depart-
ment received funds to replace its Los Angeles helicopter 
last year. 

6. Regional Helicopter Service. Reduce Item 2720-001-044 419 
by $23,000. Recommend reducti.on because request to be-
gin regional helicopter service in Bay Area is premature. 

7. On-Site Fee Collection. Withhold recommendation on 421 
$118,000 and four personnel-years for participation in the 
CHP-DMV On-Site Commercial Fee Collection program, 
pending receipt of DMV's status report on the program. 
(Pending $118,000) . 

8. Truckee Inspection Facility. Reduce Item 2720-001-044 422 
by $112,000. Recommend. deletion of 15 positions 
proposed to operate new Truckee facility because facility 
will not be completed until 1986. 

9. Telecommunications Costs. Reduce Item 2720-001-044 by 423 
$388,000. Recommend reduction, because any rate in· 
crease will take effect no earlier than September, and 
funds are already available to partially cover the additional 
costs. Further recommend adoption of Budget Bill lan
guage requiring the Director of Finances' approval before 
the additional telecommunications funds can be spent. 

10. Operating Expenses. Reduce Item 2720·001·044 by 424 
$1~049,000. Recommend reduction to correct for over
budgeting, based on the Department of Finance's guide-
lines. 

11. Rent Schedule. Reduce Item 2720-001-044 by $261~000. 425 
Recommend reduction because estimated leasing costs in 
current and budget years exceed costs specified in actual 
lease agreements. Further recoinmend adoption of Budget 
Bill language creating a rental reserve for three facilities 
which are planned. for purchase in the budget year. 

12. Equipment Purchases. Reduce Item 2720-001·044 by 428 
$135,000. Recommend reduction because minor equip-
ment is not needed, given current inventory. 

13. Miscellaneous Reductions. Reduce Item 2720-011·044 by 429 
$108,000. Recommend reduction due to various over
budgeted expenditures. 

GENERAL PROGRAM STATEMENT 
The Department ofthe California Highway Patrol (CHP) is responsible 

for ensuring the safe, lawful and efficient movement of persons and goods 
along the state's highway system. To meet this responsibility, the depart
ment administers three programs designed to assist the motoring public. 
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These programs are: (1) Traffic Management, (2) Regulation and Inspec
tion, and (3) Vehicle Ownership Security. A fourth program, Administra
tive Support, provides administrative services to the first three programs. 

Department activities are coordinated from CHP headquarters in Sac
ramento, which oversees eight division commands, 95 arEla offices, several 
inspection and scale facilities, and two communication centers. These 
facilities are linked to headquarters by an extensive communications net
work. The department has 7,679.7 authorized positions in the current year, 
of which 5,340.8 are uniformed and 2,338.9 are nonuniformed. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes expenditures of $350,255,000 from various funds 

for support of the Department of the California Highway Patrol in 1983-
84. These expenditures are funded from three sources. First, the budget 
proposes an appropriation of $325,179,000 from the Motor Vehicle Ac
count, State Transportation Fund. Second, the department proposes to 
spend $20,733,000 from the California Highway Patrol Law Enforcement 
Account, State Transportation Fund, to train, equip and deploY the addi
tional officers authorized by Ch 933/81. Third, reimbursements and fed
eral funds are expected to finance $4,343,000 in expenditures during the 
budget year. 

Proposed expenditures are $28,619,000 or 8.9 percent, greater than es
timated expenditures in the current year. This increase will grow by the 
amount of any salary or staff benefit increase approved for the blldget 
year. . 

The budget proposes to add 228 traffic officers, 15 sergeants and 5 
lieutenants to continue implementation of Ch933/ 81. In combination with 
previously authorized positions, these personnel will increase the number 
of traffic officers by as much as 670 over a four-year period. 

Other Significant program changes proposed in the budget are (1) a 
$2,651,000 increase for telecommunications and operating expenses, (2) 
an increase of 59.8 personnel-years and $1,055,000 for nonuniformed sup
port staff, and (3) an augmentation of $1,518,000 for equipment and oper
ating expenses related to flight operations. 

TRAFFIC MANAGEMENT 
Traffic management is the largest department program, accounting for 

$319,991,000, or 91 percent, of proposed departmental expenditures in 
1983-84. ApprOXimately 86 percent of the department's 1.miformed per
sonnel, and nearly half of its nonuniformed personnel, are employed in 
this program. According to the department, 90 percent of the uniformed 
personnel in the program are used regularly on patrol duty. Officers spend 
about 88 percent of their time in "on-sight" patrol, with the balance spent 
on activities such as report writing. 

Two elements make up the traffic management program. They are (1) 
ground operations, which carries out most of the department's respon
sibilities on the highway, and (2) flight operations, which assists CHP 
ground units and allied agencies in traffic, law enforcement, and rescue 
activities. 

Table 1 presents program staffing and expenditure levels for the traffic 
management program. 
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Table 1 

Traffic Management Program 
Staffing and Expenditures 

Program Expenditures ......................... . 
Personnel-years: 

Uniformed ............................................ .. 
Nonuniformed ..................................... . 

Total .................................................. .. 

AB 202: The First Year 

(dollars in thousands) 

Actual Estimated 
1981-82 1982-83 
$287,891 $292,825 

4,174.8 
1,031.5 
5,206.3 

4,486.0 
1,069.3 
5,555.3 

Percent 
Change 

1.7% 

··7.5 
3.7 -
6.7 

Proposed 
1983-84 
$319,991 

4,719.0 
1,148.0 
5,867.0 

Percent 
Change 

9.3% 

5.2 
7.4 -
5.6 

In 1981, the Legislature enacted Chapter 933 (AB 202) as a means of 
raising enough revenue to increase the number of CHP officers. The act 
imposes a $1 surcharge on motor vehicle registration fees from 1982 
through 1985. According to the department, the surcharge will generate 
approximately $80 million over the four-year period.· The revenue from 
the surcharge is deposited in the CHP Law Enforcement Account, which 
was created by the act. The CHP is currently in the first year of hiring, 
training and deploying officers authorized by Chapter 933. The depart
ment expects that the act will. increase the number of CHP officers by as 
many as 670 by 1985. 

As we discussed in last year's Analysis, the CHP has indicated that its 
first priority in deploying newly-authorized officers (commonly referred 
to as AB 202 officers) is to provide 24-hour coverage on the Interstate 
highway system and state routes 99 and 101. Consequently, the first 31 AB 
202 officers were assigned in September 1982 to four area offices whose 
primary responsibility is patroling the Interstate system-Barstow (8 posi
tions for Interstate 5), Riverside (6 positions for Interstate 10), Newhall 
(11 positions for Interstate 5) and Tejon (6 positions for Interstate 5). 

We also indicated in last year's Analysis that the CHP was establishing 
additional priorities for the deployment of AB 202 officers. Subsequently, 
the patrol decided that its second priority will be to ensure that all area 
offices are capable of providing "basic patrol coverage," which means that 
the patrol will raise the staffing level atCHP's smaller area offices by 
establishing "minimum" staffing levels. The final criterion to be applied 
when deploying AB 202 officers will be workload requirements identified 
in the area offices. 

In last year's Analysis, we noted that the CHP was expecting AB 202 
surcharge revenues to fund only 550 officer positions, rather than the 670 
that were specified in the act. This conclusion is no longer valid, however, 
because of delays in deploying the new officers. 

As a result of the need to fill regular state traffic officer (STO) positions 
left vacant by attrition, the training of the new AB 202 officers was 
delayed. Consequently, the Highway Patrol is deploying these officers at 
a much slower rate than anticipated. When the initial AB 202 implementa
tion plan was developed the department anticipated that it would put 250 
AB 202 officers on duty in the current year. Consequently, the CHP will 
he able to use one-time salary savings resulting from the delay to meet the 
original AB 202 staffing target of 670 traffic officers in 1984-85. This, 
however, will increase significantly the ongoing costs to the Motor Vehicle 
Account if these officers are retained after the $1 surcharge expires. 
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CHP's 1983-84 Budget Request 
We recommend adoption of supplemental report language requinng 

the State Personnel Board to review the CHP's supervisory staffing ratio 
for sergeant and lieutenant positions. We further recommend a reduction 
of $10~OOO in the amount requested from the CHP Law Enforcement 
Account (Item 2720-001-050) because the CHP has overestimated costs to 
relocate new sergeants and lieutenants. 

The department is requesting $9,167,000 from the CHP Law Enforce
ment Account to increase authorized staffing levels by 271 personnel in 
1983-84. Specifically, the budget proposes (1) 228 additional state traffic 
officers, (2) 18 additional cadets, (3) 15 new sergeants, (4) 5 new lieuten
ants and (5) 5 new clerical positions. Approximately $6,171,000 of the 
department's request would be spent on salaries and benefits for STO, 
cadet, and clerical positions, and approximately $1,948,000 would be spent 
on. training, equipment and operating expenses related to these new posi
tions. These expenditures appear to be warranted. Consequently, we rec
ommend approval of the $8,119,000 requested to support 246 officer and 
cadet positions and 5 clerical personnel. 

Additional Supervisors Requested. Our analysis, however, does not 
find a need for the 20 additional supervisory personnel requested by the 
department. 

The need for 15 sergeants and 5 lieutenant positions was not identified 
when the department first developed its deployment plan in 1982. In fact, 
the CHP specifically told us in 1981 that no supervisory support would be 
needed for the AB 202 officers. At that time, a CHP representative stated 
that, because the new officers would be spread uniformly throughout the 
state, they would have only a minimal impacton the supervisors' workload 
in any individual area office, thus eliminating the need for additional 
supervisory positions. 

According to the Department of Finance, the new positions will permit 
the CHP to maintain current staffing ratios of approximately 8.3 traffic 
officer~ per authorized sergeant and 3.1 sergeants per authorized lieuten
ant. The CHP, however, has provided no analytical basis for either staffing 
ratio. Nor has the patrol been consistent in the application of the staffing 
ratios. We note, for example, that the ratio of traffic officers to sergeants 
has ranged from 11 to 1 (in 1971) to 7.6 to 1 (in 1979). 

The department claims that recent court decisions have increased the 
complexity of the traffic officer's job, requiring that CHP sergeants and 
lieutenants spend more time supervising the activity of state traffic offi
cers. The extra supervision involves more thorough review of reports, 
monitoring of procedures, and managing the reporting and investigation 
of accidents and other traffic incidents. The department concluded that 
the increasing complexity of the work, plus the added workoad represent
ed by the 228 new AB 202 officers, require that additional supervisory 
positions be authorized. 

We have no analytical basis for determining what the appropriate super
visory ratio is. Accordingly, we do not recommend any change in the level 
of staffing proposed by the department. We believe, however, that the 
staffing ratios used by the CHP to determine its 1983-84 request need to 
be be reexamined to ensure that (1) future requests for increased supersi
sory personnel reflect actual needs and (2) the current staffing ratios are 
not out-of-date because of the changing environment in which law en
forcement takes place. Accordingly, we recommend the adoption of the 
following supplemental report language directing the State Personnel 
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Board to undertake a review of CHP supervisorial requirements: 
"The State Personnel Board shall conduct a study to determine appro
priate state sergeant-state traffic officer and state lieutenant-state ser
geant field. supervision ratios for the Department of the California 
Highway Patrol and report to the fiscal committees and the Joint Legis
la~ive Budget Committee by December 1, 1983. The scope of this report 
shall include, but not be limited to, a.n evaluation of the current ratios 
used by the department and consideration of changing environmental 
factors in law enforcement." 
Excessive Moving Expenses for Supervisory Personnel. New supervi

sory positions, such as the 20 pro·posed in the budget, are filled through 
promotions. Consequently, the Highway Patrol is requesting a total of 
$200,000 to relocate the current employees who will be promoted to fill 
the 20 new sergeants and lieutenants positions. This would provide for 
$10,000 to move each officer. 

IIi 1981-82, the CHP spent only $3,760 to relocate each employee pro
moted in the department. Even allowing for a 10 percent annual increase 
in expenses since 1981-82, relocation expenses per new supervisor should 
not exceed $4,550 in the budget year, $5,450 less than the amount budget
ed. For 20 positions, the overbudgeting totals $109,000. We therefore rec
ommend that funding for relocation expenses requested in Item 
2720-001-050 for these 20 supervisory positions be reduced by $109,000. 

LACC Watch Commanders: They Keep on Ticking 
We recommend a reduction of $ll~OOO and two positions from the 

Motor Vehicle Account (Item 2720-001-044) to reflect (1) a reduction of 
5 sergeant positions made available by the transfer of uniformed watch 
commanders to the field and (2) the assumption of watch commander 
duties by additional and existing supervisory personnel at the Los Angeles 
Communications Center (LACC). 

In December 1980, the State Personnel Board (SPB) issued a report on 
the CHP's use of uniformed positions. As part of its findings,SPB indicated 
that five sergeants serving as "watch commanders" at the CHP's Los 
Angeles Communications Center (LACC) were being used inappropri
ately, and recommended that nonuniformed personnel instead be used to 
perform watch commander duties. Watch commanders currently oversee 
the entire dispatch operation, and provide supervision and support to 
nonuniformed communications personnel. According to the SPB report, 
"CHP indicated that they agree that the sergeants should be removed as 
soon as possible." 

Our review of the department's authorized position levels reveals that 
the five sergeants are still serving as watch commanders in LACC, over 
two years aEter the CHP agreed that they should be removed. The depart
ment explains that it needed additional time to (1) evaluate the role of the 
sergeants at the communication center, and (2) create a nonuniformed 
supervisor class to perform watch commander Q,uties. 

The CHP has now created this class, and will hold an exam for it in 
March 1983. The SPB indicates that the five sergeants should be reassigned 
to the field soon after the CHP conducts the civil service exam for the new 
classification. The CHP would then hire five nonuniformed communica-
tions supervisors to serve as watch commanders. . 

This action will permit a reduction of five sergeant positions in the 
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budget year. The savings from deleting the five sergeant positions would 
be partially offset by the cost of hiring replacement supervisors. However, 
our analysis of staffing patterns in the department's other dispatch centers 
indicates that it does not need to hire five supervisors to replace the five 
sergeants. The other dispatch centers currently are authorized one super
visor for every eight dispatchers or service desk operators. Only. three 
supervisors, in addition to the nine supervisors already authorized at 
LACC, are needed to maintain that ratio in Los Angeles. In addition, we 
cannot determine any reason to hire supervisors exclusively to serve as 
watch commanders, as the CHP proposes for LACC. As thEl 1980 SP13 
report indicated, LACC is the only dispatch center where communica
tions supervisors do not serve both as watch commanders and as personnel 
supervisors. .. . .. 

Elimination of five sergeant positions will result in savings bf $181,000 
to the Motor Vehicle Account. Three additional communicatio~s supervi
sors will cost $65,000 in salary and benefits. Accordingly, we recommend 
a reduction of $116,000 and two positions to reflect the h:ansfer of five 
sergeants to field duty and the assumption of watch commander duties by 
supervisory personnel at the Los Angeles Communications Center. 

HOV Enforcement: Life in the Fast Lane 
We recommend a reduction of $77,(}()O from the Motor Vehicle Account 

(Item2720~OOl-044) because the budgeted oveltimeenforcement costs for 
high-occupancy vehicle lanes and ramp meter bypass lanes overstate the 
department's needs . 

. In 1980, the CHP, in conjunction with the Department of Transporta
tion (Caltrans), hired a consultant to evaluate strategies for regulating the 
use of high-occupancy vehicle (HOV) lanes and ramp meter bypass lanes 
on freeways. These facilities are reserved for vehicles whiCh contain at 
least two, and sometimes three, people. Such facilities are intended to 
encourage people to carpool because these facilities generally are less 
congested than normal highway lanes and ramps. According to the CHP, 
a review of enforcement strategies was required becauseone~occupant 
vehicles also were using HOV lanes and bypass ramps, thereby undermin
ing the incentive for motorists to carpool. 

In the final report, the consultant recommended that the CHP increase 
its enforcement of bypass lanes and HOV lanes in order to prevent further 
growth of, and perhaps even reduce, the number of one-occupant vehicles 
using the facilities. As a result, the CHP is requesting $337,000 for overtime 
expenses for special HOV lane and metered ramp enfQrcement. 

Our analysis indicates that this request Qverstates the amount actually 
needed for the department to. Qperate an effective enfQrcement prQgram, 
fQr two. reaSQns. 

First, the Highway Patrol based its 1983-84 request fQr special ramp 
meter bypass enfQrcement.Qn the assumptiQn that 250 such ramps exist in 
CalifQrnia, and that enfQrcement willcQst $916 per ramp.in overtime 
expenses annually. AccQrding to. Caltrans, hQwever, only 195 bypassramps 
currently are operating statewide, and Qnly 5 to. 10 are expected to'· be 
cQnstructed by the end Qf the budget year. Adjusting the department's 
request to. reflect enfQrcement Qn 205 bypass ramps reduces the CHP's 
needs by $41,000. 

SecQnd, the cost of special enfQrcement Qf HOV lanes Qn RQute 101 in 
Marin assumes that the department will deplQy Qne traffic Qfficer in the 
morning and four traffic Qfficers in the evening. This appears to. cQnflict 
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with the consultant's report which stated that; "On. Marin 101 routine 
enforcement is negligible and special enforcement occurs daily at levels 
that are probably higher than necessary. Iffuture Caltrans counts show no 
increase in violations, the number of m()torcycleofficers assigned to spe
cial enforcement in the evening should be Cllt from four to two." Caltrans 
recently told us that the violation rate had, in fact, decreased since the 
report Was issued in Oct()ber 1981. Consequently, we recommend that 
onl~ ~wo offic~rs b~ deployed eveIiin.gs on Route 101 in. Marin County for 
additional savmgs m requested overtime expenses of $36,000 to the Motor 
Vehicle Account.. . 

AccordiIlgly, we recommend a total reduction of $77,000 for HOV lane 
and bypass ramp enforcemeIlt.· 

, 
Clerical and Janitorial Staffing 

We recommend a reduction of10.5personnel-years and $164~0{)() from 
the Motor Vehicle Account (Item 2720-001-044) requested for clerical and 
janitorial support because (1) the CHP request is overbudgeted, based on 
supporting documentation and (2/the department has budgeted addition
al clerical sfaff for offices with declining workload. 

The patrol is. requesting. a totalQf $492,000 for additional clerical .and 
~anitorial sen~ices to support division and area office op~rations. !his will 
I~creasestaffing levels ~Y ~5.7? 'rers~)I~~el-years for clencal functions and 
SIX personnel-years for JanItona activIties. 

Our analysis indicates that a discrepancy exists between the amount 
requested in the budget and the amount justified by supporting documen
tation. In addition, the department is tequestingclerical positions for area 
offices where workload has actually decreased. . 
. First, the department's budget. proposes $406,000 to support theaddi
tion of (1) 8.75 clerical personnel-years at division offices and (2) 17 
clerical personnel-years at a:reaoffices. The CHP supporting documenta
tion,however, indicates that (1) only 5.75 personnel-years in additional 
clerical support will be required in division offices in 198~, and (2) only 
12.5 personnel-years are necessary to meet clerical deficiencies at area 
offices. Consequently, the budget ()verstatesthe ainountneeded by $118,-
000 and 7.5 personnel-years, and should be reduced accordingly. 
.In addition, the departmentis requesting a total of 2.25 personnel-years 
for additional clerical support at area offices in Hayward,Madera, East Los 
Angeles, Indio, Santa· Ana, Santa Cruz and Santa Maria. Our analysis of 
clerical workload in these offices indicates that the workload has de
creased inthe past year. There is no apparent basis, therefore, for adding 
clerical staff in these offices in the budget year. Consequently, the budget 
should be reduced by $35,000 and 2.25 personnel-years. 

Finally, the budget requests $86,000 to support six additional personnel
years in janitorial services at area offices. Information provided by CHP 
indicates, however, that only 5.25 personnel-years in additional staff are 
justified, permitting a reduction of $11,000 and .75 personnel years. 

Consequently, we recommend total reductions for clerical and janitorial 
staffing of $164,000 aridlO.5 personnel years. to eliminate overbudgeting. 



Item 2720 BUSINESS; TRANSPORTATION AND HOUSING /·419 
.. . 

. FLI(;HTOPERA liONS 

T. h~C.HJ> ha.s.conducted.ruro.perati.on. sSin. ce .1969, whenhe.licopters 
were purchased to assist traffic niana:gement in Los . Angeles and San 
Fra:nci~co. Since then, the department. hasi expanded its·· air· support.to 
inClude (1) four single-engine fi:"ed~wi~g aircraft based inCo~nga, Bar
stQwandEICentro, (2) threefixed-wmgplanes purcha:sed wlth federal 
funds,whiGl1 are used in conjunction with ground unitstoincreasecompli
ance with th~ 55 miles-per-l1our ~p~ed limit, and (3) six l1elicopters, which 
are u~ed for traffic ma:nagement, regional law enforcement activities and 
search-and-rescueefforts. . ... . ...•.... , . .. . .. . 

Table.2 shows the staffing alldexpenditure h:wels for the flight opera
tions element of the traffic management program; The personnel-years 
includ.e 25, helicopter pilots, 13 fixed-wing pilots, and 24 observers. who 
assist pjlots during flight operations. ... .. ,. 

Table 2 

Flight Operations Element 
Staffing. and Expenditures 

(doJlarsin thousands) 

ExPenditures , .......... : ......................... ~.; ................ .. 
Perso.nnel-years· . ... .. . 

Uruforru ............................... : .... ; ........ ,' ......... : ... ;.; .. 
Nonuniform ........ : .. : .................... ; ...... ; ....... , ... : .. ;. 

Actual ESiiniiJted 
1981-82 1982-83 
. $5,240 $7;168 

·61':5 
, 13.3 

62.2 
. 14.0 

Totals .. : ............... ; ..... : .... :.: ................. ;; ..... ; .. : ....... . 74.8 76.2 

One Helicopter For the Price ofTvio 

Percent . Proposed Percent 
Change· 1983-84 Change 

36.8% $7,214 0.6% 

i.l 62.2 
5.3 14.0 --
l.8 76.2 

Wt:TecommeIid the deletion of$3~OOO requested frOin the Motor Vehi
cle Account (Item2720~OOl .. 044) . for a replacement helicopter because 
fundsfor this replacement.wereappropriated in the.1982 Budget Act. 

The CHP maintains si~ helicopters to assist its ground· operations and 
allied agencies in vari6usactivities. Four helicopters, which are located in 
Redding, Sacramento, Fresno,andBatstow, provide "regional helicopter 
servic~s" .that supportcri)TIe control,emergency medical services, and 
traffic management activities, These services are provided at no .cost to 
state and local agencies. The other t\Vo helicopters, located in Van Nuys 
and Napa, concentrate mostly on traffic management in the Los Angeles 
and San Francisco Bay areas, respectively. ' ... . 

As part· of its 1983-84 budget request; the department is proposing to 
rep. lace the.helic:;opter located in the Los Angeles area. The net cost of this 
helicopter IS estimated to be $363,000. ..' 

No such funds are needed because the Legislature appropriated $505,
OOOin the current year to replace this same helicopter. According to the 
department, the Los. Angeles helicopter.wHl be replaced in May of 1983. 
Conseque~tly, we recommend the deletion of $363,000 to correct for dou-
ble~budgetlllg. . . ,. 

Need for Additional Regional Helicopt.rServlce Not Proven 
WerecoI11mend a reduction of the $23~OOO requested from the Motor 

Velucle. Accowit. (Item 2720-001-044j to convert a traffic management 
helicopter to regional service because the department has not substantiat
ed the needfor or:evaluated the impact of the conversion. . 
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The Highway Patrol· proposes to convert the Bay Area helicopter from 
traffic management to regional service in 1983-84. The CHP indicates that 
this conversion will permit the CHP to respond to emergencies and disas
ters in those areas where access by ground vehicles is difficult. In order 
to accomplish this conversion, the patrol is requesting a four-wheel drive, 
% ton pickup equipped with a 200-gallon fuel tank. The truck·tank combi
nation, described by the department as a "nurse rig", is meant to provide 
the CHPwith the capability of fueling the helicopter in remote locations. 
This equipment is estimated to cost $21,200. The cost of additional life
support equipment increases the CHP's total request to about $23,000. 

Our analysis indicates that converting the Bay Area traffic management 
helicopter to a "regional" helicopter is not warranted at this time. The 
department has not evaluated (1) how converting the helicopter to re
gional service will affect the department's ability to continue to provide 
current levels of traffic manag€)ment, which is the department's primary 
responsibility, (2) the need for regional helicopter service in the Bay Area, 
and (3) the extent to which regional search-and-rescue, crime control, and 
evacuation efforts would duplicate services provided by other public and 
private agencies in the Bay Area. 

On analysis also indicates that such services could be provided in the 
Bay Area with existing CHP regional helicopters. The department pro
poses to deploy auxiliary fuel tanks at Lake Berryessa and Clearlake in 
1983-84, specifically to increase the distance that the regional helicopters 
stationed in Sacramento and Redding can travel in order to respond to 
emergencies. Consequently, the Sacramento and Redding helicopters 
could, if needed, respond to an emergency in and around those sections 
of the Bay Area where access by ground vehicles is difficult. 

Accordingly, we recommend that the department's request to convert 
the Bay Area traffic management h~licopter t? regional service be den.ied, 
and that the funds proposed for thiS converSlOn be deleted, for a savmgs 
to the Motor Vehicle Account of $23,000. . 

REGULATION AND INSPECTION 
The regulation and inspection program is composed of six activities. 

These activities include inspection of commercial vehicles, school buses, 
special purpose vehicles, hazardous materials carriers and farm labor vehi
cles. CHP personnel also enforce payment of proper registration fees by 
vehicle owners and drivers. 

Table 3 
Regulation and Inspection Program 

Staffing and Expenditures 
(dollars in thousands) 

Program Expenditures ............................. . 
Personnel·Years 

Uniformed ................................................ .. 
Nonuniformed ........................................ .. 

Totals .................... r ............................... . 

Actual Estimated 
1981-82 1982-83 
$21,219 $22,625 

211.3 
181.5 
392.8 

212.7 
222.9 
435.6 

Percent 
Change 

6.6% 

0.7 
22.8 

10.9 

Proposed Percent 
1983-84 Change 
$23,781 5.1% 

216.5 1.8 
239.3 7.4 

455.8 4.6 
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The budget proposes total expenditures of $23,781,000 for regulation and 
inspection in 1983-84, an increase' of $1,166;000, or 5.1 percent, above 
current-year expenditures. The increase is spread among all program ac
tivities. Table 3 shows staffing and expenditures for the regulation and 
inspection program for the three years ending June 30, 1984. 

On-Site Commercial Fee Collection 
We withhold recommendation on the CHP's request for four t,raffic 

officers and $ll~OOO from the Motor Vehicle Account (Item 2720-001-044) 
to finance its continued participation in the On-Site Commercial Fee In
spection program~ pending receipt of DMV's report on the program. 

The California Highway Patrol and the Department of Motor Vehicles 
(DMV) jointly administer the On-Site Commercial Fee Collection pro
gram. This program is conducted at five border mspection facilities, and 
is intended to increase the registration compliance of commercial vehicles 
entering California from other states. The purpose of the program is to 
increase compliance with vehicle registration requirements by collecting 
fees at California's points of entry, rather than allowing vehicles to pro
ceed on the presumption that the vehicle owners will pay the fees to DMV 
at a later date~ 

The Highway Patrol is authorized to detain a commercial vehicle at the 
inspection facilities if it appears that the vehicle is not in compliance with 
state registration laws. After a DMV employee has verified the registration 
status of a commercial vehicle in question and assessed any required fees, 
the CHP officer releases the vehicle from the inspection facility. , 

The CHP currently deploys four traffic officers to assist with the work
load arising under the program. These officers are authorized only 
through June 30, 1983. 

The CHP has requested $118,000 and permanent authorization for the 
four ,state traffic officers it currently uses to, assist DMV personnel at 
facilities in Truckee (which has two CHP officers in the program) j Cajon 
and Winterhaven. (The DMV also proposescontinuationof16.3 positions 
in the budget year in 1983-84. DMV's participation in this program is 
discussed more fully in our analysis of the DMV's budget, Item 2740.) 

In 1981, when the on-site ptogram was first proposed, we expressed 
concerns about (1) the statewide cost-effectiveness of th~ program and 
(2) the need for one of the officers proposed for Truckee and the officer 
proposed for Winterhaven. The cost, savings and workload data stemming 
from the first two years of operation have not alleviated these concerns. 

According to the DMV, the revenue being generated at the Mt. Shasta, 
Truckee and Winterhaven inspection facilities narrowly exceeds the cost 
of operating the program at these facilities. This apparent conclusion, 
however, assumes that, in the, aQsence of the on-site program, the t~venue 
would not have been collected by arty other means, such as, voluntary 
compliance or by the regular observatioIl program conducted by th~ CHP 
at inspection facilities; COIlsequently, theprogram, may, in f,act, not gener-
ate sufficient additional revenue to justify the costs. " ,,' 

In addition, we indicated irt the 1981...,82 Analysis that additional officers 
were not needed at Truckee and Winterhaven because ex~sting staff at 
these facilities could stagger their hours to coincide with DMVworkhours. 
This still appears to be pOSSible. 

The DMV planned to issue a report in late January which would address 
these issues and propose changes in the on-site collectionprograni. At the 
time this Analysis was prepared, however, the report ,pad not been 
released. Without information documenting the need for a cost effective
ness of the CHP's contributioh to this program, we have IlO basis to recom-
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mend approval of the four traffic officer positions requested by the CHP. 
Therefore'Jending receipt of DMV's report on changes in the On-Site 
Commerci Fee Collection program, We withhold recommendation on 
CHP's request. 

Truckee Facility Will Open in 1986 
We recommend a reduction of 15 positions and $112;000 from the Motor 

Vehicle Account (Item 2720.001-044) requested for additional inspection 
activities because the proposed inspection facility at Truckee will not be 
operative in the budget year. 

The Highway Patrol is requesting $112,000 for partial-year funding of 15 
positions which would be stationed at a new inspection facility at Truckee. 
The budget indicates that the facility will begin operation in April, 1984. 

Discussions with Cal trans staff and a review of the State Transportation 
Improvement Program, which lists all state highway and inspection facil
ity completion dates, indicate, however, that the Truckee facility will not 
be ready until 1986. The CHP now agrees that the facility will not open 
until well after the budget year. Consequently, we recommend a reduc
tion of $112,000 and 15 positions associated with operating the new facility 
at Truckee. 

VEHICLE OWNERSHIP SECURITY 
The California Highway Patrol is proposing expenditures of $6;483,000 

in 1983--84 to support the Vehicle Ownership Security program. Most of 
the program resources are budgeted for the vehicle theft control element, 
which is aimed at recovering stolen vehicles by (1) assisting and training 
allied agency personnel in the investigation and recovery of stolen vehi
cles and (2) conducting public awareness programs and working with the 
automotive industry to reduce the incidence of vehicle theft. The budget 
also includes a vehicle identification number element, which identifies 
and renumbers vehicles when identification plates have b,een removed or 
are missing. 

As Table 4 indicates, proposed budget year expenditures for this pro
gram represent an increase of $297,000, or 4.8 percent, above estimated 
current-year expenditures. 

Table 4 displays proposed staffing and expenditure levels for the Vehicle 
Ownership Security program. 

Table 4 

Vehicle Ownership Security Program 
Staffing and Expenditures 

(dollars in thousands) 

Program Expenditures ................................. . 
Personnel-Years: 

Uniformed .................................................... .. 
Nonuniformed ............................................. . 

Totals ......................................................... . 

A,ctual Estimated 
1981-82 1982-83 

$6,272 $6,186 

97.9 
22.4 

120.3 

99.3 
23.6 

122.9 

Percent 
Change 

-1.4% 

1.4 
5.4 

2.2 

Proposed 
1983-84 

$6,483 

99.3 
23.6 

122.9 

Percent 
Change 

4.8% 
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ADMINISTRATIVE SUPPORT 
Proposed expenditures for administrative support are budgeted at $66,-

714,000, an increase of 8.2 percent overestimated current-year expendi
tures. The six elements of this program include administrative services, 
management and command, budget and fiscal management, plailning and 
analysis, training and the Statewide Integrated Traffic· Records System. 

Administrative costs are prorated among the department's other three 
operating programs. Expenditure and staffing information for administra
tive support is presented in Table 5. 

Table 5 

Administrative Support Program 

Program Expenditures .................... .. 
Personnel-Years: 

Uniformed ....................................... . 
Nonuniformed ............................... . 

Totals ............................................ .. 

Telecommunications Costs 

Staffing and Expenditures 
(dollars in thousands) 

Actual Estimated 
1981~ 1982-83 
$57,695 $61,659 

438.9 
BOO.8 

1,239.7 

444.3 
918.1 

1,362.4 

Percent 
Change 

6.9% 

1.0 
14.6 
9.9 

Proposed Percent 
1fJ83...84 Change 
$66,714 8.2% 

444.2 0.0 
929.8 1.3 

1,374.0 0.8 

We recommend a reduction of$388,OOO in telecommunication expendi
tures from the Motor Vehicle Account (Item 2720-001-044) because in
creased costs WIll not occur before January 1,1984. We Further recommend 
that the Legislature adopt Budget Bill language requiring the Director of 
Finance to give the fiscal committees and the Joint Legislative Budget 
Committee at least 10 days' prior notificabon beFore authorizing the ex
penditure of Funds for telecommunications. 

The department is requesting $1,726,869 to support anticipated com
m\lriication~ cost. i?~reases. T~e.Pacific Telephone Co:r;npany has applied 
to the Pubhc UtIhtIes Commlsslon (PUC) for rate adjustments, and the 
patrol indicates that if the telephone company's request is approved, a 
substantial increase in line costs can be expected. 

According to the department, the company's request was rejected in 
1982. The department indicates, however, that Pacific Telephone's ap
plication will be resubmitted to the PUC in March 1983. The commission's 
decision probably will not be issued until December, 1983, and any new 
rates approved by the PUC would go into effect on January 1, 1984. It is 
possible, however, that the commission would grant the company some 
lesser degree of interim relief, perhaps as early as September, 1983. 

Consequently, the department's request should be reduced by 17 I>er
cent to reflect the fact that the potential increased rates will be in effect 
for, at the most, 10 months during 1983-84, for a reduction of $288,000. In 
addition, we note that the budget already includes a communications 
reserve of $100,000 to support unexpected price increases such as this one. 
Use of this reserve would further reduce the department's need for addi
tional funds in the budget year by $100,000, permitting a total reduction 
of $388,000. 

Accordingly, we recommend a reduction of $388,000 in the CHP's re
quest for additional telecommunications funds. This would leave $1,339,-
000 in the support budget for communication cost increases. Due to the 
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uncertainty surrounding Pacific Telephone's application for rate in
creases, however, we further recommend the adoption of the following 
Budget Bill language to ensure that the requested funds are spent only for 
the intended purposes: 

"Provided, that none of the $1,339,000 appropriated for telecommunica
tions cost increases in 1983-84 shall be expended unless and until author
ized in writing by ~he Director of Firiance and lO days' prior notification 
is provided to the Joint Legislative Budget Committee. Any unencum
bered balance of this appropriation shall not be encumbered for any 
other purpose, and shall revert to the Motor Vehicle Account in the 
State Transportation Fund." 

Operating Expenses Miscalculated 
We recommend a reduction of $1,04~OOO from the Motor Vehicle Ac

count (Item 2720-001-044) because the department has budg(Jted for vari
ous operating expenditures in excess of the amount needed. 

The Department of Finance annually issues guidelines to state agencies 
to assist them in the preparation of their operating expense budgets. 
Under the guidelines covering the preparation of the 1983-84 budget, 
departments could determine their 1983-84 operating expense require
ments either by (1) increasing specified expenditure categories by specif
ic percentage amounts over the 1982-83 authorized level, and inflating all 
remaining categories by 4 percent, or (2) increasing all categories by 5 
percent over the 1982-83 authorized level. 

As it usually does, the CRP chose the first alternative. The budget 
proposes to increase the department's budget year operating expenses by 
$3,759,000, or 6.2 percent, to reflect cost increases in individual expendi
ture categories above the 1982-83 levels. 

Table 6 

CHP Operating Expense Schedule 
Overbudgeted Amounts 

Amount Analysts Amount 
Budgeted Projection' Overbudgeted 

General Expenseb (exclud-
ing minor equipment) $503,254 $438,672 $64,582 

Travel In-Stateb 
...................... 196,750 184,602 12,148 

Department of General 
Servicesb 

.......................... 378,302 175,572 202,730 
Communications: Service 

ChargesC 
.......................... 1,400,141 974,685 425,456 

Communications: Use 
ChargesC 

.......................... 1,332,643 1,093,719 238,924 
Minor Equipmentd 

................ 466,086 361,121 104,965 

Totals ................................ $4,277,176 $3,228,371 $1,048,805 

a Based on Department of Finance guidelines. 
b Expenditures for Executive and Administrative Services Division. 
C Expenditures for Field Operations. 
d Department-wide expenditures. 

Nature 
of Error 

. Incorrect base year 
Incorrect base year 

Incorrect base year 

Incorrect base year 

Incorrect base year 
Incorrect cost factor 
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An analysis of the department's calculations reveals that, in several 
categories, the department either applied a correct cost factor to the 
wrong base year, or applied an incorrect cost factor to the right base year. 
Table 6 displays the amount overbudgeted in six categories,· and the na
ture of the error in each case. 

Use of Incorrect Base Year. In five cases, the department applied the 
allowable cost factor to the wrong base year. In three instances, the de
partment applied the general 4 percent increase to 1981-82 actual costs, 
even though Finance's guidelines instruct agencies to apply the increase 
to the 1982-83 authorized level. In all three cases, expenditures in 1981-82 
were higher than 1982-83 authoriz~d levels. As a result, applying the cost 
increases to the 1981-82 amount increases budget year totals to levels 
which exceed the allowable amount. The department did not provide any 
justification for such increases. . 

In the other two cases, communications costs were increased by 25% 
from current year levels, even though the guidelines instruct departments 
to apply this rate of increase to 1981-82 actual costs, which were lower. 

Use of Incorrect Cost Factors. The CHP also applied an incorrect 
inflation factor to a current-year base. Beginning in the budget year, the 
Highway Patrol is distributing its minor equipment costs among all of the 
department's functional units to reflect accounting system changes. When 
we combined these expenditures, we found that the budget increased 
total minor equipment expenditures by 34 percent from current year 
levels. The Department of Finance's guidelines, however, instructed de
partments to budget for a 4 percent increase for this category of expendi
ture. This resulted in overbudgeting by $104,965. The department 
provided no justification for the higher equipment request. 

Based on our review of the CHP's operating expense Dudget, we recom
mend a reduction of $1,049,000 to eliminate the amount tlie department 
has overbudgeted for price increases. 
Rent Schedule Needs Adjustment 

We recommend a reduction of$261,OOO from the Motor Vehicle Account 
(Itein 2720-001-044) rental and a reappropriation of $197,000 from 1982-83 
to the 1983-84' budget because the department has ovetbudgeted the 
amount needed to lease facilities iIi the curre1)t and budget years. We 
further recommend the adoption of Budget Bill language establishing a 
rental reserve of$27O,OOO and reverting any unused portion of that amount 
to the Motor Vehicle Ac:count. 

The patrol will lease land, offices and other facilities at 60 locations in 
1983-84. In addition, the department is proposing to purchase three facili
ties which it currently leases. Monthly charges and lease expiration dates 
are presented in the department's Hne-item budget. . 

Our review of the patrol's leasing schedule and discussions with person
nel in the Division. of Space Management (DSM) of the Department of 
General Services indicate that the budget-year cost of facility leases have 
been overbudgeted in both the current and budget years. 

According to personnel at the Division of Space Management, difficul
ties often arise in attempting to predict what the department's leasing 
needs will be one or two yea,rs in advance. Obtaining a particular office 
or site usually depends on the ability of DSM and the department to reach 
an agreement with a p~rticu~ar property owner, a process w~ich often 
takes months and sometimes IS not concluded successfully. WhIle We ac
knowledge these difficulties, we also note that the CHP has often budget
ed amounts well above what one would reasonably expect to be needed 
in order to secure these leases. 
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We recommfmd that the amount overbudgeted in the' current year. be 
reappropriated, to the. budget year,. thereby redUcing. the .. amount. .of the 
new appropriation needed in the budget year. We also recommend fur
ther reductions to correct for overbudgeted leas¢ costs' in 1983,...84; Our 
specific recommeIldations are displ~yed in Table 7 a~ddiscussed below. 

Table 7 
Adjustment tQ CHP Rental Schedule fo~Buildings 

Facility 

Overbudgeted 
AmoliIits 
198f!.;.83 

Alturas ........... :: ............................................ ;.................. $18,000 

~::h~;t.:::::::::::::::::::::::~:::::::::::::::::::::::::::::::::::::::::::::::: 
Riverside ........ , ........ , .. :; .. , ... , .......... ~,: ... ;;; ........ ::: ....... ; ..... . 
San Andreas ........... : ........ , ........................ ~..................... 61,300 
Santa Cruz ...... ; ............ ;.; .......... ' ...... ; ......... ' .......... : ....... .. 
Santa Rosa ........................ \ ..... ; .......... ; ...... :;, ............ ;.... 63,084 
Stockton .. , ............................... ; ...... ,; .... , ............... : ...... .. 
Trinity River .......................... , .... : ...... ; ...................... ,.... 54,759 
West Los Angeles ............ , ............. :, .. ~ ................... ; .... . 

Totals ........................................... , .......... : .. ,............ $197,143. 

O~erbudget~ 
AmoliIits 
j98J.;84 

$9,000 

35;649 

15,870 
3;428 

$63,947 . . 

Proposed CHP leasing expemlimres ...... ; ...... ;; ............. : .......................... ; .... ; ........... ; ..... . 
Less recommended reductions:' , '. 

Reappropriations for overbudgeted amounts, 1982-83 ................................. ; ....... . 
Overbudgeted amounts, 1983-84 ............ ; ................. ; ............................................... .. 

Adju'!'~:tl:~~::e~~:l~:.~.~.~~~~~~.~.:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
Recommended amount held in reserve ...................................... ; ............... : ................ . 

Reserve for 
Purchased 
Facilities 

$84,000 

54,413 

132,000 
$270,413 

.' $1;916,756 

. (197,143) 
(63,947) 

$261,090 
$1,655,666 
($270,000) 

Alturas . . The department has pudg~ted $2,400 per.m()nth in the 'cur
rent year to pay the leasing costs associated with the Altu,rasarea office. 
Div~sion of Space Managementrec?rds i?dicate ~hat the department is 
paymg only $900 per monthforthlsfaclhty, a dIfference of $1,500 per 
month, or$18,000' in 1982-83. We recommend thatthis amount be reap
propriated. tq the budget year, permitting a corresponding reduction in 
the appropriationJor 1983-84. No reduction.is warranted for the budget 
year, for which. theCHP did budget the.correCt monthlyrenhil.· 

Mariposa.CHPleasing plans call for the. patrol to moveintoa new 
Mariposa facility on January 1, 1~84;at a net cost of $4,920, which includes 
sublease Raymentsri,lade by DMV to;thepatiol. According to DSM, occu
pancy will not take phice uritilMarch 1, 1984 at the earliest. Allowing for 
continqed occupancy at the current facility duriI:lg January artdFebruary, 
the delay will resulhn net savings of $9,OOOin lease expenditures. We 
recommend a redudioJJ..of· this amount in 1983-:-84. . 

Riverside. The . 1982C-83 Budget· Act appropriated $900,000 to' the CHP 
to purchas.e the Rivers!de. area office. The depart~ent is continuing to 
budget leasing funds of $35,649 forthis facility in 1983.,.84, even though the 
expected purchase date is July 1, '1983. Th?,s,fundst,o lease this facility in 
the budget year are unnecessary. Accordmgly, we recommend a .reduc-
tion of $35,649 in the 1983~ appropriation: .... '...... 

San Andreas. According to. DSM,c.uri~n~ boiasmg costs for the CHP 
facility in San Andreas are $850. The CHP has. budg~teda monthly r~nt 

.' . 
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of $9,000, resulting in overbudgeting of $8,150 per month. The CHP, 
however, will move into a new facility on March 1, 1983 which will in
crease monthly rent to $9,975, or $975 more per month than the patrol has 
budgeted for March 1 through June 30. The miscalculation of current-year 
leasing costs results in net overbudgeting of $61,300. We, therefore, recom
mend that $61,300 be reappropriated to the budget year and that this same 
amount be reduced from CHP's 1983-84 appropriation. , 

Santa Cruz. The Legislature approved the purchase of the Santa Cruz 
office in 1982. The patrol indicates that the state should assume ownership 
of this building by the end of the current fiscal year, thereby eliminating 
the need for future leasing expenditures by the CHP in Santa Cruz. 
Nonetheless, the department has budgeted $15,870 to pay rent for the first 
two months of the budget year. On this basis, we recommend that $15,870 
be reduced from the department's 1983-84 budget. , 

Santa Rosa. The Highway Patrol has budgeted $121,644 in 1982-:83 to 
lease the Santa Rose area office. A review of the CHP lease, however, 
reveals that only $58,560 is being expended to lease this facility in the 
current year, a difference of $63,084. We, therefore, recommend that 
$63,084 be reappropriated from the current year to 1983-84, and that the 
budget year appropriation be reduced by this amount. Furthermore, the 
patrol has,budgeted 1983-84 expenditures at $62,675, or $3,428 more than 
the CHP lease requires in 1983-84. We also recommend that this amount 
be deleted. 

Trinity River. Completion of a new shared facility for the CHP and the 
Department of Motor Vehicles is planned for April 1983. The total 1982-83 
cost of renting the existing faciltty until April and renting the new facility 
afterwards is $29,241. The CHP, however, ,has estimated expenditures of 
$84,000 for 1982-83, or $54,759 more than is required. We recommend that 
$54,759 be reappropriated to the budget year and that an equal amount 
be eliminated from the 1983-84 budget. 

Purchase of Leased Facilities. The department proposes to purchase 
currently-leased facilities in Newhall, Stockton, and West Los Angeles. If 
these purchases are approved, most of the rental funds budgeted for these 
facilities ($270,000) will not be needed. The amount of rental funds that 
will be needed depends on the length of time it takes to negotiate the 
purchase of each facility. To ensure that only that portion of these funds 
actually needed for rental payments is expended, we recommend the 
adoption of Budget Bill language which (1) establishes a rental reserve of 
$270,000 for the three area offices that are proposed for purchase, and (2) 
reverts unused rental funds in this reserve to the Motor Vehicle Account. 
By establishing a reserve, the Legislature makes sufficient rental funds 
available for any timetable, but limits expenditures to the actual amounts 
required. Specifically, we recommend tliat the following Budget Bill lan
guage be adopted: 

"Provided that a rental reserve of $270,000 be established for the 
Newhall, Stockton and West Los Angeles offices that are proposed to be 
purchased in 1983-84. If actual leasing costs are less than the amount of 
reserves provided in this item, any unencumbered balance shall not be 
encumbered for any other purpose and shall revert to the Motor Vehicle 
Account, State Transportation Fund." ' 
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Minor Equipment Can be Reduced 
We recommend a reduction of$13~OOO from the Motor Vehicle Account 

(Item 2720-001-044) be pause funding for specified equipment items can be 
deleted without reducing the effectiveness of the departments operations. 

The CHP is proposing equipment expenditures of $13,043,000 in 1983-
84. Examination of the equipment schedule indicates that a reduction of 
$135,000 in equipment expenditures is warranted because the departnlent 
overbudgeted equipment in four areas. 

Sirens. The CHP proposes to purchase 96 electronic sirens in 1983-84, 
at a cost of $48,000. These sirens are placed in enforcement vehicles as a 
means of signaling motorists and pedestrians to pull off the road. In 1982-
83, the patrol purchased 960 sirens, and the department indicates that the 
additional 96 are needed to completely equip the 1,056 patrol cars that the 
CHP said in its documentation for the siren purchase it would replace in 
the budget year. The department's budget, however, only includes 
enough funds to purchase 857 patrol cars in the budget year. This reduced 
level of vehicle replacement eliminates any need for additional sirens. We, 
therefore, recommend deleting funds for the 96 sirens from the equip
ment schedule, for a savings of $48,000 to the Motor Vehicle Account. 

Cameras. Over the last three years, the department has purchased 
over 380 cameras. In the budget year, the department is requesting $65,-
000 to replace 134 cameras and purchase 31 additional cameras, at an 
average cost of nearly $400 per camera. The CHP states that cameras are 
needed to produce photographic evidence to be used in court. 

We acknowledge that photographs are a valuable means of presenting 
evidence in court cases. We question, however, whether it is appropriate 
to purchase the 165 cameras requested in the budget year, given the 
volume of cameras purchased in the past three years. If cameras pur
chased since 1980 were evenly distributed among all CHP area offices, 
every office would now have four cameras which could be used to photo
graph evidence. Enough cameras will be purchased in 1982-83 alone to 
provide each office with an average of two new cameras. The department 
contends that the requested cameras would permit it to continue provid
ing one camera for every six traffic officers. The department, however, did 
not provide us with any data on actual usage which would justify such high 
levels of deployment. In the absence of any information documenting the 
need for additional cameras, we recommend that no new cameras be 
purchased in 1983-84, for a savings of $65,000. 

Soft Body Armor Carriers. The department is requesting $58,240 to 
replace 4,200 soft body armor carriers. The carriers, made of polyester and 
cotton, are worn in conjunction with bullet-proof vests. The carriers must 
be worn underneath the vests in order to prevent the vests from becoming 
soiled, and thereby less resistant to bullets. In addition, the department is 
proposing $546,000 for the replacement of 3,500 armor sets, each of which 
will include a bullet-proof vest and three accompanying carriers. We rec
ommend approval of these requests. 

The equipment schedule, however, proposes an additional expenditure 
of $13,500 for the purchase of armor carriers for executive and administra
tive personnel. Based on the department's unit cost estimates, $13,500 
would buy enough equipment for 321 uniformed employees. There are, 
however, only 29 uniformed personnel in the Executive and Administra-

-------------------- ------ ---
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tive Division. It appears that the patrol is requesting a surplus of 292 
carriers. We recommend a reduction of $12,000 to reflect deletion of these 
292 soft body armor carrier sets. 

MIS Terminals at Inspection Facilities. The department is proposing 
to equip five inspection facilities with computer terminals which will have 
access to the CHP's Management Information System (MIS). A total of 
seven terminals will be purchased, at a cost of $35,000. The department has 
indicated that it needs faster access to and transmission of data, such as 
registration and drivers license information, at the five facilities. Current
ly, these stations must depend on telephone calls to obtain this informa
tion. The department is requesting that the Cordelill and San Onofre 
facilities each receive two terminals because these facilities operate sta
tions on both sides of the highway. 

The placement of two terminals at these facilities appears to be an 
excessive use of resources. Inspection facilities would use the equipment 
only occasionally. It would appear, therefore, that a more cost-effective 
approach would be to place a terminal at one station of each facility and 
require that the remaining station use the telephone to receive informa
tion from the station with the terminal. Consequently, we recommend 
that the Cordelia and San Onofre inspection facilities each be equipped 
with only one terminal, for a savings of $10,000. 

Miscellaneous Reductions 
We recommend a reduction of$10~OOO from the Motor Vehicle Account 

(Item 2720-001-044) for various overbudgeted expenses. 
Our analysis of the department's budget revealed technical or other 

budgeting errors in three areas. Adjusting the budget to eliminate these 
errors would reduce department expenditures by $108,000. 

Flare Purchase . ... The budget includes $678,000 to purchase flares used 
in traffic management. Our review indicates that in fact the CHP intends 
to spend only $628,000 for flares in the budget year. We therefore recom
mend that the $50,000 difference be deleted from the CHP's budget. 

Data ProcessingJ'ersonnel. According to the patrol, additional person'
nel will be required in 1983-84 to provide data processing support for 
various computer functions performed at CHP headquarters. Th.. e ... d.epa!"t-. . .... - . 
ment has requested $143,000 to pay the salaries and benefit&.of~ 
positions. Our analysis of the department's calcul!ltions revealS. Jio.weVef', 
that personnel costs associated with the requested positions will total $95," 
000, or $48,000 less than the budgeted amount. ConseqllentJy:,,,,",,,,,,,"
mend a reduction. of $48,000 to correct the overbudgeting~ 

Cargo Tank Inspections. Pursuant to Ch 1255/82 (AB2457),the re~ 
sponsibility for inspecting cargo tanks carrying flammable liquids was 
transferred from the State Fire Marshal to the CHPon January I, 1983. 
The CHP is ~e~uesting ~495,OO~ and 14.5 personnel-ye~ infhe budget. 
y~ar to admnlister the mspechon program. AfY ·part .?f. i:m l'~ ~ 
HIghway Patrol has budgeted the salary for some oflts new I'rIs:p¢ctiott 
positions at one step above the entry level, becausefbedeparhnent as'
sumed that personnel will have been employed for six months in the 
current year and thus be eligible for a merit salary adjustment in the 
budget year. The department recently indicated, flpwever,maf fftspec
tion staff will not be hired until July 1983.Conseqp.en.tly,. the $l(},..OOO 
requested fora merit salary adjustment in the budget year will not be 
needed. We recommend a reduction of this amount. 
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DEFICIENCY PAYMENT 
We recommend approval. 
Section 42272 of the Vehicle Code prohibits the creation of deficiency 

payments in support of this department. Moreover, the department can
not obtain additional funds from the Emergency Fund. The Legislature, 
recognizing that emergencies could occur in a department of this size, has 
provided funds each year which may be used for any approved deficiency. 

The budget proposes $2,000,000 for this purpose in 19S3-84. 
The Joint Legislative Budget Committee must be notified at least 30 

days before the authorization of funds for contingency expenditures, and 
within 10 days after the authorization of funds for emergency expendi
tures. No expenditures have ever been authorized from this item. 

ADVANCE PURCHASE AUTHORIZATION 
We recommend approval. 
Because the automotive model year and the state's fiscal year do not 

coincide, the California Highway Patrol must on occasion order cars in one 
fiscal year for delivery in the next. This item provides the department with 
the authority to incur automotive purchase obligations up to $5,000,000 in 
1983-84 for vehicles to be delivered in 1984-85. No funds have ever been 
expended under this procedure. It provides authorization only, with actu
al expenditures made from the department's regular budget in the years 
affected. 

DEPARTMENT OF THE CALIFORNIA HIGHWAY 
PATROL-CAPITAL OUTLAY 

Item 2720-301 from the Motor 
Vehicle Account, State Trans
portation Fund Budget p. BTH 106 

Requested 1983-84 ......................................................................... . 
Recommended approval ............................................................... . 
Recommended reduction ............................................................. . 
Recommendation pending ........................................................... . 

$3,529,000 
340,000 
240,000 

2,949,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Golden Gate Division Office and Communications Center. 

Reduce Item 2720-301-044(a) by $171~OOO. Recommend 
deletion of proposed preliminary planning funds be-.:ause 
project has not moved forward in the current year, and 
funds for preliminary plans have already been provided by 
the Legislature. 

2. Oakland Area Facility. Reduce Item 2720-301-044 (e) by $3~-
000. Recommend reduction to eliminate overbudgeted 
funds and excessive amount for fees. Further, withhold rec
ommendation on the remaining $33,000, pending receipt of 
information justifying proposed site development work and 
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clarifying the allocation of space in the proposed building. 
3. Purchase of Leased Facilities. Withhold recommendation 

on Items 2720-301-044 (b) , (c) and (d) for purchase ofleased 
facilities in Newhall, West Los Angeles, and Stockton, re
spectively, pending receipt of preliminary appraisals and 
estimated administrative costs. 

4. Property Options. Recommend that the Budget Bill be 
amended to allow expenditure of proposed funds for prop
erty appraisals. 

5. Minor Projects. Reduce Item 2720-301-044{g) by $3~OOO. 
Recommend deletion of one project which will not achieve 
stated goal. 0 

ANALYSIS AND RECOMMENDATIONS 

433 
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The budget proposes $3,529,000 under Item 2720-301-044 for the Depart
ment of the California Highway Patrol (CHP) capital outlay program. 
Included in this total is $3,152,000 for five major capital outlay projects, 
$350,000 for six minor projects, and $27,000 for appraisals and purchase 
options for future construction sites. Table 1 summarizes the department's 
proposal and our recommendations. 

Table 1 
Department of the California Highway Patrol 

1983-84 Capital Outlay Program 
Item 2720-301-044 
(in thousands) 

Budget 
Bill Analyst's 

Project Title Phase a Amount Proposal 
Golden Gate Division Office and Communications 

Center .......................................... ,................................. p $171 
Oakland area facility .......................................................... p 65 pending 
Newhall-purchase leased facility .................................. a 905 pending 
West Los Angeles-purchase leased facility ................ a 1,163 pending 
Stockton-purchase leased facility ................................ a 848 pending 
Property options ................................................................. a 27 27 
Minor projects .................................................................... pwc 350 313 --

Totals ................................................................................. ; $3,529 pending 

Estimated 
Future 
Cost b 

$4,351 
1,100 

35 
40 
56 

$5,582 

a Phase symbols indicate: a = acquisition, p = preliminary plans, w = working drawings, c = construc
tion. 

b Department's estimate. 

A. Field Office Construction Program 
Two projects in the department's budget involve planning activities 

related to the future construction of new field office facilities. Specifically, 
$171,000 is being requested for continued planning of the Golden Gate 
Division Office and Communications Center, and $65,000 is requested for 
preliminary plans for a new Oakland area facility. 

Golden Gate Division-Communications Center and Division O,fice 
We recommend that Item2720-301-044{a)~ preliminary plaJ;ls~ Golden 

Gate Division Office and Communications CenteI; be deleted because (l) 
the project has not moved forward in the current yeaI; and (2) t4e Legisla-
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ture has already provided funds for this purpose7 for a savings of $1717 000. 

Item 2720-301-044(a) provides $171,000 for preliminary plans for the 
new Golden Gate Division Communications Center and Division Office. 
This facility will provide consolidated space for the radio dispatch function 
and the division office of the Golden Gate Division. These functions cur
rently are housed at four locations in the Bay Area: Oakland, San Jose, 
Santa Rosa, and San Francisco. 

The 1982 Budget Act provided $706,000 to begin work on this project. 
Of this amount, $598,000 was appropriated for site acquisition and $108,000 
was provided for preliminary planning. The Legislature adopted supple
mental report language which provides for a 32,000 square foot building, 
and excludes certain items of work which had been proposed by the 
department. 

Status of Project. Atthe time this Analysis was prepared, the depart
ment had not yet acquired a site for the new facility. Consequently, the 
Office of State Architect had not begun work on the preliminary plans for 
the project. Moreover, the OSA indicated that the preparation of a budget 
package for this project had not been authorized. Consequently, we have 
no cost information on this project other than what was presented to the 
Legislature last year. 

In addition, it is not clear why the budget is requesting additional funds 
for preliminary funds, given the $108,000 provided by the Legislature for 
this purpose in 1982--83. If the department fails to obtain release of the 
1982-83 planning funds before the end of the current year, these funds 
should be reappropriated. A new appropriation for this purpose is not 
needed. 

Because (1) the project has not moved forward in the current year, (2) 
preliminary planning funds have already been provided, and (3) no up
dated cost information is available, we recommend that the proposed 
funds be deleted, for a savings of $171,000. 

Oakland Area Facility 
We recommend that Item 2720-301-044 (e) 7 preliminary pians7 Oaklan4 

be reduced by$3~OOO to eliminate overbudgeted funds and excessive fees. 
FurtheI; we withhold recommendation on the remaining $3~~ pending 
the receipt of information justifying extensive site development work and 
clarifying the allocation of space in the building. 

The budget includes $65,000 under Item 2720-301-044 (e) for the prepa
ration of preliminary plans for a new field office in Oakland. The existing 
Oakland office is a modular building on a state-owned site on Telegraph 
Avenue. Under the department's proposal, the modular facility will be 
demolished follOWing the completion of the new building. The proposed 
replacement facility would comprise 9,100 square feet of office space and 
a 3,300 square foot carport. 

The department indicates that the modular facility was first occupied 
in 1968, with the intention of replacing it after 10 years of service. The 
department further states that the structure has deteriorated to the extent 
that it is not economical to spend additional funds to rehabilitate it. The 
department cites the following specific problems with the building: 

1. The roof has required continuous repairs to correct leaking. The 
department indicates that this problem has been compounded by the 
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installation of air conditioning units and skylights on the roof. 
2. The heating and air conditioning system requires frequent repairs. 
3. Because the foundation has settled, the floors are uneven throughout 

the buildirig. 
4. The walls are thin and present a security problem. 
5. There is a limited amount of telephone and electrical capacity. 
Need for Extensive Site Work Unclear. The total project cost of $1,165,-

000 includes $246,000 for site development work. Included in this amount 
are funds for grading, drainage, area lighting, landscape sprinklers, land
scaping, and a change in the location ofthe fuel dispensing system. It is 
not clear why extensive site work needs to be done for this project. The 
department has operated a field office at this site for 15 years. Moreover, 
the proposed amount of site development represents 28 percent of the 
total,contract cost of this project. We recommend that, prior to hearings 
on the Budget Bill, the department clarify the need to do this work. 

Problems with Space Allocation. The plans submitted for this project 
provide for allocations of space which exceed the levels specified in the 
State Administrative Manual (SAM) and the guidelines provided by the 
CHP. For example, the captain's office comprises 186 square feet and the 
field lieutenant is provided 180 square feet. The SAM indicates, however, 
that only executives and administrators at the division chief level and 
above are provided offices of more than 150 square feet. Moreover, CHP's 
standard plans for a lOO-traffic officer facility provide only 150 square feet 
for the captain and 120 square feet for the field lieutenant. Furthermore, 
interview space amounting to 192 square feet is provided in the Oakland 
plans. This is more than two times the amount requested by the depart
ment (64 square feet). Prior to hearings on the Budget Bill, the depart
ment and· the OSA should provide an explanation of the standards used 
to allocate space in the building. 

Excessive Fees and Contingency. The OSA's estimated total project 
cost includes an amount for architectural and engineering fees and con
struction contingency equal to 22 percent of contract cost. We have re
peatedly recommended that an amount equal to 18 percent of the 
estimated contract should be sufficient to cover these costs for this type 
of project. The Legislature generally has approved these recommenda
tions. We have also repeatedly requested OSA to provide information 
justifying fee and contingency requests in excess of 18 percent. No such 
information, however, has been received in connection with this project .. 
Based on the 18 percent funding level the OSA should need only $33,000 . 
for planning purposes. Conseqpently~ we'recommend deletion of $32,000 
in excessive fees. If the GSA. believes an additional amount is warranted " 
for contingency and fees,.itshould~sub'mit:suppprting~()TIDatjQD,ItJ;iorttu .... 

bu~~e~¥ilih~l~s~ecommendation on the'remainirig;·;$33~tJtJ(to''pemtiirg''re-\ . 
ceipt of the information identified above; 

B. Purchase of Leased Facilities 
We withhold recommendation"onltems 27~O-301;'044(b) ~ (c) ~ and (d) ~ 

purchase lease facilities in Newhall, West Los Angeles~ andStockton~ 
respectivel~ pending receipt of preliminary appraisals and estimated ad
ministrative costs from the Department of General Services~ ReaJ Estate 
Services Division. 

The department is requesting $2,916,000 to purchase three area facilities 
which it currently occupies. The department is proposing to acquire the 
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field offices which are located in Newhall, West Los Angeles and Stockton. 
Table 2 shows the department's budget request broken down by the 
estimated acquisition cost and administrative cost, the present annual 
rental, and the lease expiration date for each location. 

Table 2 

Department of the California Highway Patrol 
Proposed Purchases of Leased Facilities 

Budget Request 
Location Acquisibon a Administrative a 

Newhall ...................................................... $890,000 $15,000 
West Los Angeles .................................... 1,138,000 25,000 
Stockton ....................... :.............................. 833,000 15,000 

a Estimate by the CHP, but not verified by Real Estate Services. 

Present 
Annual 
Rental 
$84,000 
132,000 
52,000 

Lease 
Expiration 

Date 
1/31/85 
9/31/84 
2/29/84 

To properly analyze these acquisitions proposals, the present worth of 
projected rental rates should be compared to the present worth of acquisi
tion costs less the estimated residual value of the property. This informa
tion should be provided prior to budget hearings. Each project is discussed 
individually below. 

Newhall Area FaC11ity. Item 2720-301-044(b) would provide $905,000 
for the purchase of the currently leased CHP office in Newhall. Construc
tion of the facility was completed in early 1968, at which time the patrol 
accepted and occupied the building. The lease on this facility recently was 
renegotiated for a two year term at a cost of $84,000 per year, and the 
owner has indicated that he may be willing to sell the facility. The depart
ment indicates that the facility, which was constructed to house 50 traffic 
officers and ~upporting staff, is satisfactory for continued occupancy for at 
least 12 years,The department further indicates that minor alterations for 
handicapped compliance and to provide space for female officers will be 
needed in the near future. These alterations would have to be performed 
regardless of whether the state purchases the facility or continues to lease 
it. 

The present value of projected rental costs over the next 12 years is 
$750,000. The Department of General Services, Real Estate Services Divi
sion (RES), has not yet completed its preliminary appraisal of the proper
ty. Consequently, it is impossible to calculate the present worth of 
acquiSition costs and building maintenance costs at this time. This informa
tion shol.lld be available to the Legislature prior to hearings on the Budget 
Bill. We withhold recommendation on this project until we have had the 
opportunity to review the RES appraisal and proposed charges for acquisi
tion. 

West Los AngeJes Area Facility. Item.2720-301-044(c) would provide 
$1,163,000 to purchase the currently leased facility in West Los Angeles 
(Culver. City). This l00-traffic officer facility w~s constructed and first 
occupied by the patrol in 1967. To allow the patrol time to acquire the 
property, a short-term lease recently was renegotiated at a rental rate of 
$132,000 per year. Because the owner is not willing to sell, the department 
intends to acquire the property through condemnation. 

... Minor modifications, ~stimated at $40,000, will be necessary to bring the 
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building. into compliance with handicapped standards and to provide eq
uitable locker space for female traffic officers. These alterations would be 
necessa,ryregatdlessofwhether the state continues to lease the facility or 
acquires itoutright~· . .. '" . '. . 

Overtllenext twelve year~·of anticipated occupancy,. the state would 
m.akerental payments with a present value of $1.1 million. The CHP 
estimates that it will.cost $1,163,000 to acquire this facility. However, this 
estim.ate is not based on a 'preliminary appraisal by the RES. Until the RES 
estimate and information on proposed administrative charges are aVail
able for our review, we have no basis for evaluating >this project. This 
information should be' av~able for our review prlorto hearings on the 
BtidgetBill. Consequently, we Withhold recommehdationon this project 
until we have . received and reviewed the appr.aisal and estimate of ad-
ministrative charges, "r .. .. " . .' " .... . '. '.' ..... . .. ' 

Stockton Area Facility. The budget includes $848,000 under Item 2720-
30l-044(d) for· the purchase Of the. currently leased facility in Stockton 
which the owner has agreed to sell t() the state. The. department indicates 
that this facility was constructed and first occupied by the patrol in 1967. 
The department further indicates that this 75~trafficofficer facility will be 
adequate for occupancy by thepattol for at least 13.years·after purchase. 
MinOr alterations. estimated at $56,000 will be necesssary to provide for 
handica,pped compliance! and to provide locker roornfacilities for female 
traffic officers.' '.' . .'. . 

The lease for this facility recently was renegotiated at an annual rate of 
$52;000 fora term ending in February 1984. I;n its justifica,tionfor acquiring 
the facility, the department estimates an annual rental rate of $102,000 
starting in ~984,increasing on.each five-year anniversary date.This results 
in a present worth of rental payments amo411ting to $793,000 for the 
13-year period. Given the recently renegotiated rate of $52,000, we believe 
that the departmenfs estimated rental rate is tOOhigh. Under the assump
tion thattlie$52,oooannualrental rate is a fair ma,rketpdce and that this 
rate .will increase an average of5 percent per year overtime, we estimate 
the present worth of rental payments to be $488,000. .'. '. . 

The RES has not yet completed its prelimim)'ly appraisal of the proper
ty. This appraisal and informa,tionon RESadm~isj:rative charges should 
be availa,ble to. the Legishlture prior to hearings()n the Budget Bill. Conse
quently;. we~itlihold recommen.dation o~ this item until we have had a 
chance to reVIew' the necessary mformation. . . 

c. Mis~ellan,o",sPraiects 
Property Optians';';""Variou~ Ar~~~. .' . . . 
'. Werec(mimel1d that the JJu.dg(JtBill be amended to all(Jw expenditure 
of, the proposed funds. for property appl'{lisa/s'as 'wella$ .for property 
options.' . . . 

The budget includes $27,000 Uhder Item2720~~Olc04"l(f) for the High
way 'Patrol to use in securing options on prop~rty for proposed major 
capital outlay projects. Budget language is included, under this item re
stricting the use of these funds to projects which are to be included in the 
Governor's 1984-85 Budget, Supporting i:nform~tio:n provided by the de
partmentindicatesthat the proposed appropriation consists of $10,000 for 
property options and $17,000 Jor property appraisals. . .. 
. The land acquisition ph~seof capital out!ay pr/Jject~ oftep, is delayed 

because .of the extended hme needed for SIte evaluahon, SIte selection, 
negotiatioI1s,appr~isals, and settlements. The time needed for this process 
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can be reduced if the department can secure an option to purchase the 
site being considered for a project. This appropriation will allow the de
partment to obtain an initial appraisal and acquire a purchase option for 
a viable site, once funds have been included in the Governor's Budget for 
acquisition. In this way, a firm funding level for the acquisition can be 
established. 

While some· additional costs could result from staff time expended on 
projects that are subsequently denied by the Legislature, these costs 
would be more than offset by the savings made possible by reducing the 
acquisition time for approved projects. Because of the potential benefits 
resulting from this accelerated process, we recommend approval of the 
proposed funds. We further recommend that the Budget Bill be amended 
to specify that the $27,000 can be used for property options or property 
appraisals for projects which are to be included in the Governor's 1984-85 
Budget.· . 

Minor Projects 
We recommend deletion of $37,000 for one. minor project because the 

departments proposal will not achieve the stated goal. 
Item 2720-301-044 (g) would provide $350,000 to the Highway Patrol for 

six minor capital outlay projects. These projects are shown in Table 3. We 
recommend approval of all but one of these projects. 

Table 3 
Department of the California Highway Patrol 

Minor Capital Outlay Projects 

Project Title Location 
Modifications to accommodate female traffic. officers .................. Various 
Handicapped accessibility modifications .......................................... Various 
Impact attenuators-high-~peed track .............................................. Academy 
Additional "s" curve-high-speed track .......................................... Academy 
Replace damaged storage building .................................................... Mt. Pass 
Install aviation fuel· tank ......... : ............... ; .............. :............................... Inland division 

Total .................................................................................................. .. 

Budget Bill 
Amount 
$143,000 

98,000 
35,000 
37,000 
2,000 

35,000 
$350,000 

High-Speed Track Modification-Academy, The department is re
questing $37,000 to construct an additional "S" curve in the high-speed 
driving track at the academy. The department indicates that student 
drivers can memorize the variations in the performance driving track in 
a relatively short period of time. The students can then respond through 
habit with the correct vehicle control measures to safely negotiate the 
track. The department feels this situation effectively neutralizes both the 
training and evaluation of student drivers, and proposes to construct an 
additional "S" curve so that students will be confronted with an unfamiliar 
roadway situation. 

Our analysis indicates that the department's proposal will not adequate
ly address the identified problem. While the new curve would be unfamil
iar to students who have trained on the existing track, students who train 
on the track after the new curve is installed will be able to learn the 
necessar}' reactions to negotiate this curve as well. Hence,· the new stu
dents will not be faced with the unfamiliar roadway situation which the 
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department is attempting to achieve. Because the proposed modifications 
will not achieve the stated goal, we recommend that the $37,000 for this 
project be deleted. 

Business, Transportation and Housing Agency 

DEPARTMENT OF MOTOR VEHICLES 

Item 2740 from the Motor Vehi
cle Account, State Transporta
tion Fund and various funds Budget p. BTH 108 

Requested 1983-84 .......................................................................... $235,119,000 
Estimated 1982-83............................................................................ 208,171,000 
Actual 1981-82 .................................................................................. 185,907,000 

Requested increase (excluding amount 
for salary increases) $26,948,000 (+ 12.9 percent) 

Total recommended reduction ................................................... . 
Recommendation pending ........................................................... . 

4,818,000 
$923,000 

1983-84 FUNDING BY ITEM AND SOURCE 
Item Description 
2740-001-001-Anatomical donor designation, General 

Fund Amount 
$40,000 

petit jury selection 
2740-OO1-044-Departrnental Operations 

2740-001-064-Collection of Vehicle Use Taxes 

Motor Vehicle Account, 
State Transportation Fund 
Motor Vehicle License Fee 
Account, Transportation Tax 
Fund 

170,329,000 

62,246,000 

2740-OO1-378-Bicycle Registration 

2740-OO1-51~Undocumented Vessel Registration 

2740-011-044-Reserve for deficiencies 

State Bicycle License and 
Registration Fund 
Harbors and Watercraft Re
volving Fund 
Motor Vehicle Account 
State Transportation Fund 

28,000 

2,476,000 

(1,000,000) 

Total $235,119,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Staffing Need Projection. Reduce Item 2740-001-044 by 

$2,088~OOOand 117.6 personnel-years. Recommend reduc~ 
tion because the department appears to have overstated its 
staffing needs for registration and licensing programs. 

2. Salary Savings. Reduce by $1~~OOO. Recommend ,re
duction because the departmental salary savings estiIp.ate 
is below what the department has actually experienced 
since 1976. 

3. On-Site Commercial Fee Collection Program. Withhold 
recommendati~n on continued funding for thi~,program, 
pending receipt of a department report containing propos
als for imprOVIng program effectiveness. (Pending $403,-
000) . 

4. Bad Checks. Reduce by $22~OOO and 12.5 personnel-

Analysis 
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years. Recommend reduction because department has 
not budgeted savings expected from new check collection 
procedures. Further recommend that the department re
consider two alternatives for reducing the volume of dis
honored checks. 

5. Computer Equipment. Reduce· by $3~OOO. Recom
mend reduction because the department failed to budget 
for a price reduction associated with a contract for leasing 
computer hardware. 

6. Provisional Licensing. Reduce by $25~OOO. Recom
mend reduction to Item 2740-001-044 (Motor Vehicle Ac~ 
count) because federal funds are available to support 
provisional licensing program. Withhold recommendation 
on Commercial Registration Renewal program, pending 
receipt of department's report to the Legislature on March 
1, 1983. (Pending $520,000) . 

7. Occupational Licensing and Regulation. Reduce by 
$59~OOO and 16.4 personnel-years. Recommend deletion 
because requested increase is not justified ona workload 
basis. 

8. Office of Administrative Hearings Costs. Recommend 
enactment of legislation which authorizes the department 
to recover the cost of administrative hearings when its 
decision is upheld. (Potential Savings: $217,000 annually.) 

9. Targets of Opportunity. Recommend adoption of supple
mental report language requesting the department to de
velop a "Targets of Opportunity" memorandum for use in 
preparing its 1984-85 budget. 

10. Building Security. Reduce by $5~OOO. Recommend re
duction because the department has erroneously calculat
ed the amount needed·for building security. 

11. Leasing Costs. Reduce by $49~OOO. Recommend reduc
tion of $497,000 and a reappropriation of $225,000 in 1982-
83 funds because the department has overstated its leasing 
costs in the current and budget years. Further, recom
mend adoption of Budget Bill language creating a rental 
reserve of $297,000 for facilities where leasing costs are 
tentative. 

12. Miscellaneous Reductions. Reduce by $74,000 and reduce 
level of reimbursements by $39,000. Recommend reduc
tion because the department has overbudgeted expenses 
associated with minor repairs and printing requests. Fur
ther recommend a reduction of $39,000 in level of reim
bursements and 1 personnel-year because of reduced work 
for others. 

GENE~AL PROGRAM STATEMENT 

449 
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The Department of Motor Vehicles (DMV) is responsible for protecting 
the public interest and promoting public safety on California's roads and 
highways. The· department includes the Divisions of Drivers Licenses, 
Field Office Operations, Administration, Electronic Data Processing, Reg
istration and Compliance. Through these divisions, the c;iepartment ad
ministers the following programs: (1) Vehicle and Vessel Registration and 



Item 2740 BUSINESS, TRANSPORTATION AND HOUSING / 439 

Titling, (2) Driver Licensing and Control; and Personal Identification, (3) 
Occupational Licensing and Regulation, and (4) Administration. In addi
tion, the New Motor Vehicle Board operates as an independent agency 
within the department. 

In the budget year, the department will operate 155 field offices in 15 
districts throughout California, as well as a headquarters facility in Sacra
mento. The department has 7,489.5 authorized positions in 1982-83. 

ANALYSIS AND RECOMMENDATIONS 
The budget proposes appropriations of $235,li9,OOO from various funds 

for support of the Department of Motor Vehicles in 1983,.84. This is an 
increase of $26,948,000, or 13 percent, over estimated expenditures in the 
current year. This increase will grow by the amount of any salary or 
benefit increase that may be approved for the budget year. 

The budget also proposes expenditures of $17,312,000 from reimburse
ments for services the department will provide to other agencies and the 
public. This results in a total proposed expenditure program of $252,431,-
000, an increase of $26,868,000, or 12 percent, over total expenditures in 
1982-83. 

Authorized positions for the Department of Motor Vehicles in 198~ 
are budgeted at 7,895.9,.compared to 7,489.5 in the current year. This 
represents a net increase of 406.4 positions or 5.4 percent. 

Significant Program Changes 
The department is proposing 10 significant budget changes in 1983-84. 

Table 1 identifies tpese changes, and indicates the staffing and fiscal conse
quences of each. 

Table 1 
Department of Motor Vehicles 
Significant Program Changes 

(dollars in thousands) 

Personnel- Revenue- Nature of Cause of 
Program Change Years Cost Producing Change Change 

1. DMV 
automation-Phase II 
(registration) ................ 52.8 $8,817 No Program expansion Department 

2. DMV 
automation-Phase 
III (drivers licenses) .. 6.0 193 No Program expansion Department 

3. Reflectorized license 
plates .............................. 86.8 6,761 Yes Program expansion Ch 696/79 

4. Registration 
compliance-foreign 
vehicles .......................... 17.8 401 Yes Reauthorization Department 

5; On-site commercial 
fee collection ................ 16.3 403 Yes Reauthorization Department 

6. Provisional licensing-
young adults ................ 7.2 256 No New program Ch 776/82 

7. Common registration 29.2 520 Yes New program Ch 757/82 
8. Driver license exten-

sions ................................ -47~1 -1,153 No Reduced workload Ch 776/82 
9. Reduction oflegal staff -4.5 -217 No Reduced need Department 

10. Workload adjustment 331.2 -574" No lncreased workload Department --
Net Totals ...................... 495.7 $15,407 

" Net reduction due to reduced expenditures in equipment and operating expenses. 

1s.-:-76610 
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Staffing Needs Appear to be Overstated 

Item 2740 

We recommend a reduction of $2,O~OOO and 117.6 personnel-years be
cause the department appears to have overstated its staffing requirements 
for field office registration and licensing activities. 

In preparil1gits budget, the Department of Motor Vehicles each year 
determines to what extent budget-year staffing requirements will differ 
from those in the current year. The size, nature and volatility of DMV's 
workload l1ecessitates these adjustments in order to avoid a significant 
shortage or surplus of personneL 

In projecting its 1983-84 staffing needs, DMV made certain assumptions 
regarding the economy, new and used car sales, and the general public 
demand for DMV services~ Such assumptions serve as the l<ey indicators 
for the workload that DMV anticipates processing in the budget year. 

In estimating the staffing requirements for 1983-84, the department (1) 
applied 1981-82 workload standards to projected workload volumes, (2) 
weighted the results according to the time it takes to process each element 
of WOrkload, and (3) produced a staffing projection for 1983-84. This 
projection was then compared to revised 1982-83 staffing levels for various 
programs to develop the workload adjustment for 1983-84. 

Registration and Licensing Activities at Field Offices Represent Largest 
Increase. Major workload adjustments for 1983-84 include a 158.8 person
nel-year increase for the registration and titling program, and a 149.5 
personnel-year increase for the drivers licensing and control program. 
Increases infield office operations will account for 256 personnel-years, or 
83 percent, of the total increase in staffing for the registration and licens
ing programs. The increase in field office staffing represents a weighted 
workload adjustment of 7.4 percent. Table 2 shows the computation used 
to determine the staffing increases needed. 

Table 2 

Departmel'lt of Motor Vehicles 
Weighted Workload Adjus~mElnt Methodology Used for Registration and licens

ing Programs (Field Offices) 
1981-82 and 1983-84 

Weighted Weighted 
Workload 1981-82 1983-84 Percent Percent Percent 
Indicator Estimated" Proposed of Total Change Change 
Registration: 

New vehicles .............................................. 1,193,500 1,383,300 4.4 15.9 0.7 
Nonresident vehicles ................................ 313,200 343,100 5.9 9.5 0.6 
Potential renewals .................................... 4,618,000 4,161,000 16.3 -9.9 0.3 b 

Normal renewals ........................................ 2,667,000 2,760,000 4.3 3.5 0.2 
Transfers ............................... : ...................... 3,290,000 3,423,000 21.5 4.0 0.9 

Licensing: 
Originals ...................................................... 850,000 902,000 19.8 6.1 1.2 
Renewals ...................................................... 2,278,000 2,596,000 16.3 14.0 2.3 
Duplicates and corrections ...................... 922,000 976,000 7.7 5.9 0.5 
ID card originals ........................................ 575,000 679,000 3.8 18.1 0.7 

Totals ............................ ; ........................... 16,706,700 17,233;400 100.0 7.4 

"Based on 9 months' actual data. 
b Technical adjustment to reflect shifting of more complex renewals to field offices. 
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Our analysis indicates that the workload projections made for the 
budget year are extremely optimistic given (1) the overall state of the 
economy, (2) the level of new and used' car sales over the past 24 months, 
and (3) the level of public demand for DMV services since 1981. Although 
increases can be expected in. all -three· of these areas during 1983-84, it 
appears to us that the· increases will not be as large as the department 
projects. Accordingly, we conclude that DMV's estimate of staffing needs 
for 1983-84, especially at the field office level, is not justified on a workload 
basis. 

Recent Workload Activity. In reviewing workload data for the first 11 
months of 1982, we found that 8 of the 12 major workload indicators which 
dictate DMV staffing needs were lower than they were in the same 11 
months during 1981. Two of the areas which have increased, enhanced 
registration renewals and driver license extensions, have little or no im
pact on field office operations, where, according to the department's pro
jections, over 83 percent of the increased registration and licensing 
workload is expected to occur. 

During the first 11 months of 1982, the department experienced de
clines in such workload areas as new vehicle registration (-8 percent), 
commercial vehicle transactions (-7 percent), total vehicle registration 
(-0.5 percent), new drivers' licenses issued. (-8 percent), license dupli
cates issued (-19 percent), and identification cards issued (-15 per
cent). Even if workload in 1983-84 increased to 1981 levels, a request for 
a combined total of 308.3 personnel-years in registration and licensing 
activities would· be excessive. 

The department's predictions of workload requirements for each of the 
last two fiscal years have not been accurate. The department overesti
mated 1981-82 transactions involving registered vehicles by 827 ,000, or 4.2 
percent. If revised estimates are correct, the department overe~timated 
current-year registration transactions by 1,046,100, or 5.2 percent, when it 
developed its 1982-83 budget request. Likewise, initial departmental esti
mates for combined drivers license/identification card transactions in 
1981-82 exceeded the number of actual transactions by 172,290, or 2.6 
percent. The original estimates for this category in 1982-83 appear to 
exceed the actual number of transactions by 311,480, or 4;5 percent. 

Field Office Operations. If department estimates are correct, staffing 
requirements for registration and licensing activities at field offices will 
increase by an average of 7.4 percent. As Table 3 indicates, the department 
is basing this estimate on its assumption that (1) workload in eight of nine 
major areas will increase in 1983-84, resulting in workload increases of 7.1 
percent on a weighted basis, and (2) the volume of workload in the ninth 
area-potential renewals-will decrease, but the remaining workload will 
become more complex, resulting in a net weighted workload increase of 
0.3 percent. 

Given lower interest rates and a slightly improved economy, predictions 
of increased activity in these workload areas is not unreasonable. Project
ing an average weighted workload increase of 7.4 percent, however, is not 
supported by the department's experience from 1980-81 through 1982-83, 
as Table 3 shows. 
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Department of Motor Vehicles Weighted' Workload. Adjustments 
for Registration and' Licensing....,.Field Offices I 

. I 1980-81 throu.gh 1983-84 . 

Weighted 
Percent 

of 1980-81 1981-'82' 1982-83 1983-84 
Workload Indicator Total ActUal .. Estimated Estmated Proposed 
Registration: 

New vehicles ........ ; .............................. , .. ; ............. .. 
NonreSident vehicles .................. ~ ............ , .......... .. 
Potential renewals-field offices ..................... . 

··Normal renewals ................................................ .. 
Transfers ...... :.; ......................................... :; ............ ,. 

Drivers' Licenses . 
Originals ... ,;., ... ; .... " ................................................... . 
Renewals ........................ ; ..... , .............. , ................ .. 
Duplicates I corrections ................ ; .......... , .......... :. 
I.D .. card originals ......................... ; ....... ; .... : .... , .... .. 

, Totals ..... :~ ...... , ... , ... : .. ~ ... ; .... ; ....... ; ......................... .. 

, BaSed on nine months of data. 

4.4%. 
5.9 . 

16.3 
.4.3 
21.5 

19.8 
16.3 
7.7 
3.8 

100,0% 

-1.0 -0.9 
-0.3 -0.3 

1.5 3.7 
0.4 ~Q.2 

-4.1 . ~0.7 

0.2 :c.1.6 
-6.3 -2.1 

0:7 0:0 
1.3 0:5 

-'-7:6 -1.6 

0.2 . 
-0.1 
_3.4 
-0.3 

1.9 

'. 0.0 
2.5 
0.1 
0.2 

1.1 

0.7 
0.6 
9·3 
0.2 
0.9 

1.2 
2.3 
0.5 
0.7 
7.4 

. ...., - ,-, ~ , . . 

.' Table 3 indicates that the weighted workload adju,stment for field office 
re~istratioIi and licensingfiInctions ~ 198(3.:...84 far exceeds the~c~ual and 
estimated totals for the three preceding years. Unless a dramatic Increase 
in automobile sales and public demand for DMV services should occur, we 
do not believe that field office operations willexpel,"ience a7.4 percent 
mcrease'in required staffing. '. . . 
. Some Workload Is Increasing. . One element of the licensing program 

which is experiericingasigp,ificant increase in workload demands' is post
licensing control (actions against licensed drivers) , Which is scheduled to 
increase by 45.6 personnel-years, or 8 percent, over~urrent-year staffing 
(pattof this increase is reflected in field office operations) . This increase 
is largely due tOirilplemeritation :of the Negligent Operator TrE;latment 
System (NOTS)and eh 584/81,whic4 requires a mandatory ~uspension 
at the. tirneof a second fllilure to appear in. court. Using datafor the first 
11 months of both 1981 and 1982, we found that in 1982 drivers' license 
hearin.gsinc~eased by 22,726, or 57.percent, over the previous year, and 
that suspensions more than doubled. (l1Bpercent) . . 

Proposed Reductions. We expect that· an upward sWing in the econ
omyover the next 18 months will reverse the dedining trend in the 
department's workloa,d. Also, we expect· declining interest rates to. have 
a positive impact on the number of tr~sactions in all categories of vehicle 
arid vessel registration. Inadditio:Q, we expect, increases in the depart
ment's driver's license control progrliIn to continue. 

Notwithstanding these cbIisiderations;however,' we find that the 
proposed . staffing increase of 308;3. personnel-years for registration and 
licensing overstates DMV workload-based needs for 1983-84 .. 

Workload in the current year is projected to be approximately 2.7 per
cent above the 1980-81 level, and only 1.1 percent above 1981-'-82. With this 
in mind, we recommend that the budget be based on an increase in 
workload of 4 per~ent. This would warrant an incJ;'ease of 191 personnel
years in registration and licensing activitie&. While a 4 percent workload 
increase is somewhat arbitrary, we .believe iUs more reasonable than the 
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department's proposal, given the recent experience of the department. 

DMV Salary Savings Underestimated-A Budget Tradition 
We recommend that the estimate of salary savings be increased by 

$l~OOO~OOO to reflect the departments actual salary savings in recent years~ 
and that Item 2740~OOl-044 be reduced by an equivalent amount. 

All state agencies experience savings because of vacancies in authorized 
positons, staff turnover, delay in filling new positions, and filling positions 
at the first step of the salary range. Since the magnitude of these savings 
generally is somewhat predictable, based on past patterns, an amount 
equal to the estimated savings is deductedfrom the budget for salaries' and 
wages. " . . 

Our analysis indicates that the Department of Motor Vehicles has un
derstated the amount of salary savings which it reasonably should expect 
to experience in the budget year~In fact, the department has consistently 
underestimated its salary savings since 1976. For each of the fiscal years 
1976-,.77 through 1978-79, the department ended the year with over $1 
million more in salary savings. than.it had budgeted for. In the following 
three years, the department's salary savings predictions were similarly off 
the mark. In 1979-80, actual salary savings exceeded the amount budgeted 
by $1,885,167. In 1980-81, the amount of the difference was $1,494,890, and 
in 1981-82 salary savings were underbudgeted by $1,374,812. Table 4 dis
plays the department's experience in projecting salary savings from 1979-
80 through 1981-82. 

Table 4 

Department of Motor Vehicles 
Estimated versus Actual Salary Savings 

1979-80 through 1981~2 

197!)..,80 
Estimated S~ary Savings' ................................ $3,128,048 
Actual Salary Savings' ........................................ 5,013,215 
Amount Realized above Estimate .................. $1,885,167 

• Does not include staff benefits paid. 

1980-81 
$3,394,621 
4,889,511 

$1,494,890 

1981-82 
$4,198,000 
5,571,812 

$1,374,812 

A comparison of the 1983-84 salary savings/personal services ratio to 
• actual ratios for the past two years lead us to conclude that the department 
i~once again projecting an unrealistically low ratio For 1983-84, the de
partment is projecting salary savings of $4,973,000, or 2.8 percent of total 
personal services. In 1980-81, the salary savings/personal services ratio was 
3.3 percent, or 18 percent higher than what the department projects for 
1983-84. The 1981-82 ratio was 3.6 percent, or 29 percent over what is 
projected for the budget year. In fact, the department is budgeting $601,-
000 less in salary savings in 1983-84 than it actually realized in 1981-82 
($5,572,000) , even though it is expecting to hire 1,055 more persons in the 
budget year than it hired in 1981-82. 

In support of its salary savings projections, the department notes that 
the hiring freezes imposed by the Governor in 1981-82 and in 1982-83 

,reduced its ability to fill positions, thereby distorting the amount of salary 
savings for those years. Our analysis indicates, however, while the Gover
nor's hiring freeze may have accounted for some of the discrepancy 
between estimated and actual salary savings in these two, years, the de
partment's experience was not out of line with its experience in the earlier 
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years when no freeze was in effect. Accordingly, we find that the amount 
budgeted in 1983-84 for salary savings understates the amount which can 
reasonably be expected. Therefore, we recommend an increase of $1,000,-
000 in salary savings, which will bring salary savings up to 3.4 percent of 
total personal services, which is more in line with the department's actual 
salary savings experience in the years prior to the hiring freeze. 

REGISTRATION AND TITLING 
The department's largest program, Vehicle and Vessel Registration and 

Titling, accounts for $142;952,000, or 56 percent, of the proposed expendi
tures by the DMV in 1983-84. This represents an increase of $20,162,000, 
or 16 per?ent, over ~urrerit-year. expenditur~s. Activities .carri~d out as 
part of this program: mclude the Issuance of titles and registration docu
ments, the determination of vehicle or vessel ownership, the collection of 
various fees for state and local government, and the processing of registra
tion information. In the budget year, the department is requesting a 
staffing level of 3,892.8 personnel-years for registration and titling services, 
an increase of 270.5, or 7.5 percent, over the current-year level. 

Table 5 shows staffing ana expenditure levels for the registration and 
titling program. 

Table 5 
Department of Motor Vehicles 

Vehicle and Vessel Registration and Titling Program 
Staffing and Expenditures 

(dollars in thousands) 

Actual· 
1981-82 

Program Expenditures .............................. $109,625 
Personnel-Years ........................................... 3,366.6 

On-Site Fee Collection 

Estimated 
1982-83 
$122,790 

3,622.3 

Percent 
Change 

12.0% 
7:6 

Proposed 
1983-84 
$142,952 

3,892.8 

Percent 
Change 

16.4% 
7.5 

We withhold recommendation on $403,000 and 16.3 personnel-years re
quested for the On-Site Commercial Fee Collection program~ pending 
receipt of a status report on the program. 

The Department of Motor Vehicles, together with the California High
way Patrol; is participating in an On-Site Commercial Fee Collection 
program, which is intended to increase the registratioIl compliance of 
commercial vehicles entering California from other states. The on-site 
approach permits DMV to collect delinquent commercial vehicle registra
tion fees at California's points of entry, instead of allowing unauthorized 
commercial vehicles to proceed on the presumption that the fees will be 
paid at a later date. 

Department personnel located at five inspection facilities throughout 
the state are authorized to verify registration of commercial vehicles 
which do not appear to have proper California registration indicia. Vehi
cles found to be in violation of registration requirements are detained by 
the CHP, and assessed the required fees and penalties by DMV before 
being allowed to proceed. The 1981 Budget Act authorized the program, 
which .will sunset on June 30, 1983, the end of the current fiscal year. 

In the budget year, DMV is requesting $403,000 and 16.3 personnel
years iIl order to continue the On-Site Commercial Fee Collection pro-
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gram on a permanent basis. This represents an increase of $79,000 arid 2 
personnel-years over the current year levels. In addition, the CHP, is 
proposing $118,000 and 4 personnel-years to support its participation in the 
program. (The CHP's request is discussed as part of our analysis of the 
CHP budget Item 2720.) ., . .... 

Our analysis of the DMV request reveals that changes are likely to be 
needed in the program in order to justify continuation of the program. 

Initial cost and revenue data from the department indicate that three 
of the five inspection sites (Mt. Shasta, Truckee, and Winterhaven) are not 
producing a significant return on the combined DMV-CHP llvestment 
for the on-site program. In 1981-82, these thrEle sites collected revenues 
of$342,520, with total costs of $225,985, for a ratio of 1.5 to 1. In contrast, 
the remaining two sites at Banning and Cajon collected revenues of $723,-
847, at a cost of $145,623-a ratio of 5 to 1. Moreover, our analysis indicates 
that the benefit-cost ratio for the first three sites may overstate the effec
tiveness of the on-site program at these locations for two reasons. 

First, it is likely that a major portion of the revenue that has been 
attributed to the On-Site Fee Collection Program at those facilities would 
hae been generated in the absence of anyon-site program. At inspection 
facilities where the on-site program is not in operation, the California 
Highway Patrol conducts an Observation Report program in which the 
CHP forwards to the DMVinformation regarding aU commercial vehicles 
found to be in violation of California's registration laws. The department 
reviews this information and sends a written request for compliance. to 
those companies deemed to be in violation. The department's authority 
to seize and sell the vehicles of those companies which do not respond 
enhances compliance with the department's request. Thl.ls, the marginal 
revenue (revenue not collectable through other means) attributable to 
the on-site program at Mt. Shasta, Truckee, and Winterhaven is probably 
significantly less than the amount cited ($342,520). 

Second, the DMV indicates that the revenue reported for the Winter
haven inspection facility ($108,752) may be overstated. 

The DMV has acknowledged that changes are needed in the on-site 
program, and indicated its intention to propose changes in a report 
scheduled for issuance in January 1983. At the time this Analysis was 
written, we had not received the report. Without knowing the depart
ment's proposals for strengthening the program, we are unable to make 
a recommendation on the amount requested to continue it in 1983-84. 
Accordingly, we withhold recommendation on the request for $403,000 
and 16.3 personnel-years, pending receipt of the department's report on 
the On-Site Fee Collection Program. 

Bad Checks-Revisited 
We recDmmend a reduction .of $220,000 and 12.5 persDnnel-years tD 

reflect savings that the department anticipates as a result .of a new dishDn
Dred check cDllectiDn prDcedure. We further recDmmend that thedepart
ment reconsider twD altemab"ves fDr reducing the vDlume .of dishDnDred 
checks. 

In the Analysis of the 1982-83 Budget Bill, we expressed concern over 
(1) the number of dishonored (bad) checks that the DMV was receiving 
and (2) the department's apparent inability to effectively clear the ba~k
log of dishonored checks that had built up since 1979. In an attempt to 
stem the increasing volume of bad checks, we recommended that the 
Legislature adopt supplemental report language requiring the depart-
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ment to review its procedures for handling dishonored checks. 
In the Supplemental Report of the 1982 Budget Act, the Legislature 

directed the Department of Motor Vehicles to review its procedures for 
handling dishonored checks to determine what improvements could be 
made to reduce the number of dishonored checks received and the num
ber of outstanding dishonored checks. Language in the report required 
the department to report its finding to the fiscal committees and the Joint 
Legislative Budget Committee by December 31, 1982. In late December 
1982, the department submitted its report, which described improve
ments it had made to reduce both the number of dishonored checks it 
received and the number of uncleared dishonored checks. 

Review of DMV's Bad Check Report. Improvements planned by 
DMV should begin to reduce the overall volume and dollar loss attributa
ble to dishonored check activity. Our analysis of these improvements and 
our recommendations related to DMV's dishonored check program are 
presented below. 

Efforts to Reduce the Number of Bad Checks Received. The depart
ment considered six alternatives to reduce the number of incoming bad 
checks, and considered seven alternatives to reduce the number of out
standing bad checks. Of the six alternatives related to incoming bad 
checks, the DMV chose to adopt only one: "Post signs in field offices 
advising customers of dishonored check consequences." The remaining 
alternatives were not considered feasible or cost-effective .. 

Posting signs infield offices warning customers of the consequences of 
writing bad checks may help reduce the number of bad checks it receives. 
Even a small improvement could produce a big savings. For example, if 
10 percent of all persons who wrote bad checks at field offices in 1981-82 
had been deterred by warning signs, the department would have realized 
additional revenue of approximately $166,000. 

Reducing the number of bad checks received at field offices, however, 
will not, by itself, substantially decrease the total number of bad checks 
the department receives. 

As the department indicated in its report to the Legislature, only 35 
percent of the bad checks it receives are written at DMV field offices. 
Consequently, almost two-thirds of all those who write bad checks to the 
DMV make payment by mail. These individuals are not likely to be in
fluenced by warning signs. Even if the department were able to eradicate 
all dishonored check activity at DMV field offices, over $3 million in bad 
checks would still be received annually at DMV headquarters in Sacra
mento. 

We believe that the department could reduce the number of bad checks 
received by mail if it were to implement one of the alternatives it rejects 
in its report. That alternative involved adding a separate dishonored 
check warning notice to the registration renewal notice. The DMV reject
ed it because it would cost approXimately $50,000 and duplicate the dis
honored check message now printed on the back of the renewal notice. 

We suggest that modifying the existing registration renewal notice to 
strengthen the dishonored check warning would be effective, and would 
be less costly than the separate notice considered and rejected by the 
DMV. Displaying the message prominently on the front of the notice, and 
strengthening the warning would discourage more bad checks than the 
current dishonored check message, which is almost hidden on the back 
side of the renewal notice, and is a rather weak statement. 
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EFForts to Reduce the Number of Outstanding Checks. Of the seven 
alternatives for reducing the number of "outstanding" dishonored checks, 
six will be implemented by July 1, 1983. The changes to be adopted will: 

1. Strengthen the wording of the dishonored check letter which is sent 
to persons who have issued bad checks to the department. 

2. Lower the minimum amount on dishonored checks which are sent 
to investigators within the department. 

3. Allow the department's computer to update records before placing 
a dishonored check stop, thereby permitting correct vehicle and 
address information to be entered into DMV files. 

4. Reduce the amount of time a dishonored check stays in the inactive 
file from 16 months to four. 

5. Consolidate dishonored check functions into one process. (They are 
currently distributed among three divisions.) 

6. Establish a telephone collection unit on a pilot basis to follow up the 
second collection letter with a telephone contact. 

With the exception of Alternative 4, these proposals should significantly 
enhance the department's check collection efforts. Alternative 4--the 
accelerated purge of dishonored check files-will reduce the recorded 
backlog of bad checks, but will not increase the actual number of checks 
on which the department eventually receives payment. 

We believe that one additional step can be taken to decrease the volume 
of outstanding bad checks. The one alternative not accepted by the de
partment-utilization of commercial check collection services-could 
provide the department with a final collection measure when all other 
check collection efforts have failed. 

In its report, DMV indicated that collection service would cost about $3 
per check. Based on the total volume of bad checks received in 1981--82 
(53,109) ,total annual cost would approximate $160,000. In addition, DMV 
stated that Telecredit, a collection service, estimated that it could collect 
$4 for every $1 of cost or about $640,000 on the volume of 53,109 bad checks 
received. The DMV's own collection efforts on the 1981--82 checks recov
ered $2,500,000. On the basis that its collections exceeded the Telecredit 
estimate by $1,860,000, DMV determined that a commercial check collec
tion service would not be cost-effective. 

We disagree with the department's conclusion. The DMV's analysis 
assumes that all dishonored checks would be sent to the check collection 
service. We would suggest, instead, that DMV refer only those checks 
determined to be "uncollectible". This would enable DMV to clear bad 
checks more expeditiously, and result in the payment of fees previously 
thought to be lost, at no net cost to the department. We recommend that 
DMV reconsider this alternative. 

Additional Savings. The planned consolidation of DMV dishonored 
check functions will, by reducing duplication, produce annual savings of 
$220,000 and 12.5 personnel-years. The department has not, however, re
flected these savings or personnel reductions in its 1983--84 budget. For 
this reason, we recommend a reduction of $220,000 and 12.5 personnel
years. 

DRIVERS LiCENSING AND CONTROL AND PERSONAL IDENTIFICATION 
The Drivers Licensing and Control and Personal Identification Program 

is designed to promote the public's use of the road and highway system, 
while minimizing the risk of injury, death, or property loss. To these ends, 
the program licenses drivers, promotes safe driving practices, and exer-
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cises control over drivers who have mental or physical impairments or 
have. been judged to be unsafe. In addition, the program provides personal 
identification services for all drivers and nondrivers in the state. Opera
tions include providing anatomical donor stickers with driver's lilcenses 
and identification cards, and promoting financial responsibility of vehicle 
operators by suspending the driving privilege of individuals who are una
ble to show required financial responsibility following an accident. 

The'department is proposing total expenditures of $93,544,000 in 1983-
84 for drivers licensing and personal identification activities. This is an 
increase of $5,163,000, or 5.9 percent, over current-year expenditures. 

S~affing and expenditure levels for the Drivers Licensing and Control, 
and Personal Identification program are displayed in Table 6. 

Table 6 
Department of Motor Vehicles 

Drivers Licensing and Control, and Personal Identification Program 
Staffing and Expenditures 

(dollars in thousands) 

Actual 
1981~2 

Program expenditures ........................................ $80,815 
Personnel-years .................................................... 2,592.9 

DM V' Automation Continues 

Estimated Percent 
1982-83 Change 
$88,381 9.9 
2,748.7 6.0 

Proposed 
1983-84 

$93,544 
2,851.2 

Percent 
Change 

5.9 
3.7 

The Department of Motor Vehicles currently is in the fourth year of a 
long-range project that is designed to automate fully 90 field offices and 
major headquarters units. This effort, known as the DMV Automation 
Project, began in 1978, after the department concluded that modern com
puter technology offered the best available method to achieve cost reduc
tions associated with its labor-intensive functions. The project was divided 
into three phases to facilitate the procurement and installation of equip
ment, and to take advantage of the incremental learning approach that 
three phases could offer. The three phases are: Phase I-revenue account
ing, Phase II-registration, Phase III-drivers licenses and identification 

. cards. 
Phase I-revenue accounting-is fully operational, and is expected to 

generate annual net savings of $384,000 to the Motor Vehicle Account and 
permit.a staff reduction of 15.2 personnel-years. On May 11, 1982, the IBM 
Corporation was awarded the contract to begin work on Phases II and III 
of the DMV Automation Project. Implementation of Phase I1-registra
tion-will allow offic,es to begin actual on-line transactions in the budget 
year. By the end of 1983-84, it is estimated that 45 field offices will have 
automated registration capability. Phase II is scheduled to be. completed 
and fully operational by January 1985. 

Most of the implementation activities associated with Phase Ill-drivers 
licenses and I.D. cards-will take place in 1984-85. Phase III costs will 
consist largely of the development of the electronic data processing soft
ware package and training that will be needed for DMV licensing Rerson
ne!. The computer hardware and modular furniture obtained for Phase II 
implementation will serve the needs of both phases. Completion of Phase 
III and full operation of automated drivers license functions is scheduled 
for June 1985. 
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Service Impact. Throughout the implementation periods for Phase II 
and Phase III, department personnel will receive training at (1) one of 
nine permanent training facilities, (2) one of 12 temporary training sites, 
or (3) at a field office which has automated capability. Because of the 
comprehensive nature of this project, DMV proposes to utilize a substan
tial number of temporary positions in 1983-84 and 19~5 to fill in at DMV 
field offices while registration and licensing staff are receiving computer 
terminal training. According to DMV, use of temporary help should ad
dress any staffing shortages caused by this training. The average length of 
a training session will be one week. 

When Phases II and III are fully operational, the department estimates 
that the time for processing a vehicle registration will be reduced from an 
average of 23 minutes to an average of 20 minutes, and drivers license 
processing will decline from 20 minutes to 18 minutes. Application of these 
estimated time savings to an average workday at a DMV field office should 
moderately reduce the time customers must wait in line before their 
transactions are processed. 

Fiscal Outlook. In the Analysis of the 1982-83 Budget Bill, we indicat
ed that the department could begin to realize net savings from Phases II 
and III automation as early as 1984-85. Since that time, however, the 
department has experienced a four-month delay in the execution of its 
contract with IBM, due to a protest over bid procedures. Consequently, 
net savings will not be realized until 1985-86, when the department esti
mates that (1) savings will exceed costs by $ 1,626,000 and (2) personnel
years will be reduced by 1,000. In 1986-87, and thereafter the department 
anticipates annual savings on the order of $17,000,000. 

Budget-Year Automation Request 
We recommend a reduction of $3~OOO in Item 2740-001-044 to reflect 

savings from a price decline in an EDP contract. 
The department is requesting a budget adjustment of $8,817,000 and 

52.8 personnel-years in 1983-84 to continue implementation of Phase II
automated registration. This request is primarily for funds to cover leasing 
costs associated with the IBM computer and related terminals, and the 
purchase of modular furniture. The additional personnel-years proposed 
will be used to provide temporary replacements for staff receiving train
ing. 

The department also requests a smaller increase to perform some pre
liminary tasks associated with the driver's license, or Phase III, portion of 
the program although full-scale implementation of Phase III will not begin 
until; 1984-85. The budget proposes $193,000 and 6 personnel-years to 
support program development and initial training efforts that will be 
required as part of Phase III implementation. 

Our analysis indicates that the proposed increases for Phase II and Phase 
III are justified. We find, however, that the department has not reflected 
in its budget the savings expected from a price reduction associated with 
its IBM contract. In the budget year, these savings will amount to $33,000, 
with future savings estimated at $756,000 during the next five years. Ac
cordingly, we recommend areduction of $33,000 in 1983-84 to reflect 
these savings. We will also continue to monitor future automation requests 
to ensure that the expected savings from this price reduction are budgeted 
by the department. 
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We recommend that the DMV submit an applicatioI1 to the Office of 
Traffic Safety for a grant to Ezind the provisional licensing program~ and 
that Item 2740"001-044 be reduced by $25~ooo. We withhold recommenda
tion on DMVs requestfor $520,000 and 29.2 personnel-years to support the 
Common Registration Renewal program~ pending receipt of the depart
ments report to the Legislature on March 1~ 1983. 

The department's budget request includes a net increase of $437,000 
and 28.8 personnel-years to support activities associated with new legisla
tion. In addition, the department is anticipating added revenue of $9,790,-
000 in the budget year as a result of the new legislation. Major bills enacted 
by the Legislature in 1982 include: 

• Chapter 776 (SB 483), which revises the drivers license extension 
program to allow for two successive four-year extensions, and also 
authorizes the DMV to establish a provisional licensing program for 
minors. Estimated 1983-84 net savings: $897,000 and 39.9 personnel
years; 

• Chapter 757 (AB 2430), which requires the DMV t01';tudythe feasibil
ity of establishing a common registration renewal date for owners of 
more than one vehicle, and implement a full-scale or pilot program 
by July 1, 1983. Estimated 1983-84 cost: $520,000 and 29.2 personnel
years. Revenue: $600,000. 

• Chapter 1338 (SB 1601), which transfers from the courts to the DMV 
the responsibility for placing driving restrictions on persons convicted 
of driving under the influence. Estimated 1983-84 cost: $344,000 and 
18.9 personnel-years. Revenue: $535,000. . 

• Chapter 892 (SB 33), which mandates DMV to require, upon renewal 
of registration, certificates of compliance related to vehicle emissions. 
Estimated 1983-84 cost: $178,000 and 8.2 personnel-years. 

Our analysis of information provided by the DMV in support of budget 
increase requested for the purpose of complying with the new legislation 
leads us to question the following components of the request. 

Provisional Licensing. Chapter 776, Statutes of 1982, authorizes the 
department to establish a demonstration program to evaluate the traffic 
safety effects of issuing a provisional drivers license to persons under 18 
years of age. The department is requesting $256,000 and 7.2 personnel
years in 1983..:.84 to support these new licensing responsibilities. 

The amount requested is needed to handle the additional workload that 
DMV is likely to incur. We are concerned, however, that DMV has not 
made sufficient effort to receive federal highway safety funding for this 
new traffic safety activity. Federal highway safety grants, administered by 
the Office of Traffic Safety (OTS), are available to state and local agencies 
to carry out traffic safety responsibilities and to test new methods of 
preventing accidents and traffic violations. 

Staff at DMV indicate that funding the provisional licensing program 
with a traffic safety grant was never discussed with OTS officials. The OTS 
is, however, financing the provisional licensing evaluation which will fol
low the pilot program. We see no reason why the provisional licensing 
program would not warrant OTS funding, as well. Moreover, our analysis 
of the OTS budget-Item 2700-indicates that there is sufficient funding 
available in 1983-84 for this program. We recommend, therefore, that the 
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DMV submit an application to OTS reqtiestiIig a federal traffic safety 
grant to fund the provisional licensing program, and that the Motor Vehi
cle Account appropriation be reduced by $256,000 in· anticipation of re-
ceiving this grant.. . . .. . 

Common Registration Renewal. Date. Persons who currently own 
more than one vehicle are required to re-register each vehicle annually, 
based on the month and day that each vehicle was first registered. Cha.pter 
757,Statutes of 1982, requires the DMV to study the feasibility of establish
ing one renewal date for all vehicles owned by one person, and to imple
ment a full-scale or pilot program by July 1, 1983. Chapter 757 also requires 
DMV to report to the Legislature by March 1, 1983 On the prOgress of the 
study, and specifies that the report shall contain certain information. 

The DMV is requesting $520,000 and 29.2 personnel-years in 1983--84 to 
provide sufficient staff to operate the common registration renewal date 
program. The cost will be offset fully by additional registration fee reve
nue of about $600,000, At the time this analysis was written, however,the 
department had not decided on the scope ·or nature of the program.· As 
a result, we have no basis at this time on which to recommend approval 
of theDMV's proposal. Consequently, we withholdrecommendationon 
the request for $520,000 and 29.~ personnel-years, pending receipt of the 
department s report to the LegIslature on March 1, 1983. . 

Smog Certification. The department, along with the Bureau of Au~ 
tomotive Repair (BAR) in the Department of Consumer Affairs, is sched
uled to begin implementationofCh 892/82.iri 1983'-84. This law requires 
biennial motor vehicle inspection to detect and reduce violatiorisof vehi" 
cle emission standards. ... .. 

The DMV's role will consist of providing information to the public on 
the new program, and requiring a certificate of co~pliance as a condition 
for renewing registration, beginning March 1984. The statute authorizes 
the BAR to charge inspection and repair stations up to $6 for each compli
ance certificate, and to ?eposit the fee re~enue in the V ehi~le Inspection 
Fund. The program wIll be conducted m urban non-attamment areas 
(those areas failing to meet federal air pollution standards) and will even
tually replace DMV's Cl,urent change-of-ownership smog certification pro
gram, which is scheduled to expire in March, 1984. 

The DMV is proposing expenditures of $178,000 and 8.2personnel-years 
in 1983'-84 to support certification and public information activities. The 
DMV expects expenditures to escalate in 1984-85 to $898,000 and 42.5 
personnel-years, in order to finance a fully-operational program. These 
expenditures appear to be in line with the department's workloadesti
mate. As reflected in the budget, the projected costs for both 1983~4and 
198~5 are to be funded from the Motor Vehicle Account, StateTranspor-
tation Fund. . ... 

We understand that the proposal to fund the program from this account, 
rather than from the Vehicle Inspection Fund, res.ults from the BAR's 
concerns that the fund may experience a cash-flow problem in 19~4. 
According to the DMV, its request to fund DMV activities under the 
program from the Vehicle Inspection Fund was denied by the Depart
ment of Finance because of the potential cash-flow problem cited by BAR. 
In 198~5 and future yea.rs, however, the bureau is anticipating a fund 
surplus. .. 

We see no reason why the Motor Vehicle Accountshotild shoulder the 
financial burden of this program. after 1983~4, given that a surplus is 
eventually expected in. the Vehicle Inspection Fund. 
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Based on the anticipated cash flow problems in the Vehicle Inspection 
Fund in 1983-84, we recommend that expenditures of $178,000 and 8.2 
personnel-years from the Motor Vehicle Account be approved. We sug
gest, however, that the DMV work with the Bureau of Automotive Repair 
and the Department of Finance to reach consensus on how future DMV 
expenditures under this program should be funded. We will monitor the 
departments' progress in this regard, and report to the Legislature on any 
need for legislative action in next year's Analysis. 

OCCUPATIONAL LICENSING AND REGULATION 
The department provides consumer protection to the motoring public 

through its occupational licensing and regulation program. This protec
tion is realized through the program's regulation of persons and firms 
engaged in the manufacture, transportation, sale, distribution, and dis
mantling of vehicles. The program also serves as a means of remedial or 
recovery action for victims of financial loss. In addition, the New Motor 
Vehicle Board, an independent review agency, provides quasi-judicial and 
regulatory oversight for manufacturers, dealers and salespersons of new 
vehicles. 

In 1983-84, DMV is proposing to expend $15,935,000 on occupational 
oversight activities. This expenditure is $1,104,000, or 7.4 percent, over 
estimated expenditures in 1982-83. 

Table 7 displays expenditure and staff data for the Occupational Regula" 
tion and Licensing program. . 

Table 7 

Department of Motor Vehicles 
Occupational Licensing and Regulation 

Staffing and Expenditures 
(dollars in thousands) 

Actual Estimated 
1981-82 1982-83 

Program expenditures .......................... ,........... $13,369 $i4,831 
Personnel-years .................................................. 361.1 400.0 

Staffing Increases Are Not Justified 

Percent 
Change 

10.9% 
10.8 

Proposed Percent 
1983-84 Change 
$15,935 7.4% 

408.3 2.1 

We recommend a reduction of $593,000 and 16.4 personnel-years budg
eted in Item 2740-001-044 for workload increases because the department 
has not demonstrated that a workload increase is likely to occur. 

According to the budget, the Occupational Licensing and Regulation 
Program could be staffed with 16.4 personnel-years fewer than the num
ber proposed for 1983-84 if projected workload adjustments were not 
expected to occur; Our analysis of workload associated with this program 
indicates that an increase is not likely in the budget year for the following 
reasons. 

First, the only area in which there have consistently been workload 
increases during the past two years is that of driving school operator / 
owner licenses. These licenses, however, represent only 5 percent of total 
DMV licensing activity. Increases in workload associated with these li
censes has been more than offset by a significant decrease in the number 
of investigations emanating from consumer complaints-'-the major source 
of workload in the occupational licensing and regulation program. 

Second, as we noted in the Analysis of the 1982--83 Budget Bill, many of 
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the workload estimates for the Division of Compliance arc:) not based on 
actual historical workload, but are " ... determined by administrative 
policy." Consequently, the workload adjustment proposed in the budget 
year is not based on the number of cases DMV typically receives, btit 
rather on a presumed level of activity. The department, however, has not 
demonstrated that the presumed level of activity is either necessary or will 
produce quantifiable results toward the achievement of program goals. 
Accordingly, we are unable to recommend approval of the 16.4 personnel
years proposed for workload increases. Hence, we recommend the. dele
tion of the 16.4 personnel-years and $593,000 from the amount budgeted 
in support of the occupational licensing and regulation program. 

OAH Costs Should be Fee-Supported 
We recommend the enactment of legislation authorizing the DMV to 

(J) require occupational licensees and applicants requesting adjudication 
by the Office of Administrative Hearings to put down a deposit prior to 
the hearing, (2) waive the deposit in cases of financial hardship, and (3) 
retain the deposit in cases where DMV's administrative decision is upheld. 
(Potential savings $217,(){)(}, annually.) 

The Office of Administrative Hearings (OAH), within the Department 
of General Services, conducts quasi-judicial hearings for state agencies in 
connection with the issuance, renewal, suspc:)nsion or revocation of li
censes. The Department of Motor Vehicles utilizes OAH services to re
solve disputes concerning adverse actions taken by DMV against its 
occupational licensees. These licensees include dealers, salesp~rsons and 
dismantlers of motor vehicles. Adverse actions cortcerningdrivers' li
censes are adjudicated solely by DMV. 

The department is required to file for a hearing and notify the licensee 
of the accusations, and his or her right to a hearing, whenever the depart
ment decides to suspend or revoke an occupational license. Applicants 
who wish to appeal the decision must request a hearing directly from 
~H. .. 

In the budget year, DMV proposes to spend $224,000 to pay for services 
provided by OAH. The department pays the hearing costs for. all cases, 
even those in which DMV's original decision is upheJdby an OAH hearing 
officer. We believe that when the DMV decision is affirmed, t.he cost of 
the hearing should be paid by the licensee or applicant, not by the public 
at large. Moreover, the current system does nothing to discourage frivo
lous requests for hearings, since the requestor is not required to pay for 
the costs of his/her hearing. 

In 1981-82, 198 licensees and 87 applicants received adjudication from 
the OAH regarding adverse decisions made by the DMV. In 96 percent 
of the licensee cases, and 100 percent of the applicant cases,tne DMV 
decision was upheld. On the average, DMV paid $519 for every case that 
was reviewed by OAR. Thus, the department is incurring substantial costs 
to have its administrative decisions validated by the OAH. , 

In superior and municipalcourts, civil litigants are required to pay a fee 
when they file an action. In most counties, a portion of that fee is specifi
cally designated to offset partially the costs of providing court reporters. 
In addition, various courts charge for the actual costs of reporters, juries, 
transcripts, and other costs. Current law, however, authoti:zes the depart
ment to pass on only those costs related to the preparation of transcripts 
when a transcript is requested. 

Based on the very high rate at which the DMV's actions are sustained 



454 / BUSINESS, TRANSPORTATION AND HOUSING 

DEPARTMENT OF MOTOR VEHICLES-Continued 

Item 2740 

by OAH and the desirability of discouraging frivolous appeals, we recom
mend the enactment of legislation authorizing the department to charge 
for hearing costs in those cases where a DMV administrative decision is 
upheld. In order to avoid potential collection problems, we further recom
mend that the DMVbe authorized to require a deposit (equal to its 
average cost per hearing). from. persons requesting OAH adjudication, 
prior to the actual hearing. The DMV could return deposits to. persons who 
receive a favorable ruling from the OAH; the deposits put down by unsiIc
cessful appellants would be retained to coverthe cost of hearings. Finally, 
we recommend that the department be authorized to waive all or a por
tion of the deposit if a litigant can demonstrate financial hardship. 

Based on 1981--82 actual costs and the percentage of DMV decisions 
which have been upheld at previous OAH hearings, we estimate that this 
legislation could produce $217,000 in annual savings to the Motor Vehicle 
Account, State Transportation Fund. 

ADMINISTRATION 
The department's administration program provides executive direction 

in administering and enforcing provisions of the Vehicle Code, formulates 
departmental policy and provides management support services, includ
ing EDP Services to all department programs. 

The budget request for this program is $17,351,000, which is $543,000, or 
3.2 percent, more than estimated expenditures in the current year. This 
amount reflects a reduction of $217,000 and 4.5 personnel years in the 
department's legal section. 

Table 8 shows staffing and expenditure data for the Administration 
program, which is distributed to the other three DMV programs. 

Table 8 

Department of Motor Vehicles 
Administration Program 

Staffing and Expenditures 
(dollars in thousands) 

Actual Estimated Percent Proposed 
1981-82 1982-83 Change 1983-84 

Program expenditures .................................. $15,139 $16,808 11.0% $17,351 
Personnel-years .............................................. 518.8 554.5 6.9 552.8 

Reduction in Legal Staff 

Percent 
Change 

3.2% 
-0.3 

The 1983--84 budget proposes to reduce the department's legal staff by 
4.5 positions, for a savings of $217,000. According to the budget, this action 
is intended to "minimize the proliferation of individual departmental 
legal staffs which often duplicate central State legal services, and to direct 
use oflegal positions to only the highest priorities." Three of the positions 
in question are attorney positions. Deletion of these positions·will reduce 
the number of authorized attorney positions in the department from 11 
to 8. The other 1.5 positions proposed for elimination currently provide 
clerical support. 

The department's legal staff maintains that the proposed 27 percent 
reduction in attorneys will reduce the efficiency of the DMV in carrying 
out a number of responsibilities, regardless of whether the workload as
signed these three positions is transferred to the Attorney General's office. 

----------------~~~---
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Based on our analysis of the workload handled by these positions, we 
disagree with the department. Further, we recommend against transfer
ring any of this workload to the Attorney General's office, on the basis that 
it could be assigned instead to existing or new non-legal DMV employees. 

Our review of DMV's legal section indicates that in many instances 
attorneys currently handle duti~s which could rea80nably be handled by 
DMVemployees with no legal background. For example, we are not 
aware of any compelling reason why non-legal DMV staff could not as
sume resEonsibility for: (1) assisting the State Compensation Insurance 
Fund staff at Workers Compensation Appeals Board hearings, . (2) analyz
ing the impact of legislative proposals, (3) working with the Office of 
Administrative Law, (4) reviewing contracts, and (5) advising on the 
development of training manuals. In fact, these responsibilities are per
formed by nonclegal staff in other departments, such as the California 
Highway Patrol. If other staff assumed these duties from all attorneys, the 
8 remaining attorney positions would have sufficient time to handle the 
strictly legal aspects of the workload associated with the three positions 
being eliminated. 

In summary, it appears that DMV can adjust to the proposed reduction 
in attorneys with no adverse impact on its program, and without the need 
for additional Attorney General services. 

"Targets of Opportunity" 
We recommend that the Legislature adopt supplemental report lan

guage requiring the department to produce a new 'Targets of Opportu
nity" memorandum for use in the preparation of the 1984-85 budge~ and 
to report any actions it plans to take as aresult of the memorandum ·to the 
fiscal committees and the Joint Legislative Budget Committee by Decem-
ber 15, 1983. . 

In January 1976, the Research and Planning Section (now the Research 
and Development Section) of the DMV prepared an internal memoran
dum listing potential areas where the department might reduce costs 
witnout adversely affecting services to the general public. The memoran
dum-entitled "Targets of Opportunity"-was prepared at the request of 
the DMV director, and was used by top-level management in its review 
of DMV operations. . 

The results of this effort were highly productive. Of the 23 recommen
dations that were forwarded to the director's office, ten were subsequent
ly implemented as proposed. The department partially implemented 
another five recommendations. Two others were adopted by tlie manage
ment staff of DMV, but later withdrawn during a review by the Business 
and Transportation Agency. Only six of the proposals were never 
proposed for implementation. 

The 23 recommendations ranged across all divisions and programs oper
ated by DMY. Among the cost-saving proposals which eventually were 
adopted are: 

• The elimination of DMV's Soundex files through replacement with 
microfiche equipment. 

• Elimination of driving tests as a condition for reinstating certain li
censees whose license had expired. 

• Issuance of a suspense receipt (SCRIP) in lieu of a refund check. 
• Elimination of registration sticker number information from com-

puter files. . 
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The proposals which were implemented as a result of the "Targets of 
Opportunity" memorandum continue to generate annual savings in ex
cess of $1 million to the Motor Vehicle Account. Costs to prepare the 
memorandum in 1976 were minimal. Given the obvious success of the 1976 
review effort, it is not unreasonable to assume th'lt a similar endeavor in 
1983-84 would identify additional "targets of opportunity" capable of pro
ducing even more savings. Moreover, this effort would be useful to the 
department in preparing the 1984-85 budget. 

Accordingly, we recommend that the Legislature adopt the following 
supplemental report language: 

"The Department of Motor Vehicles shall produce a new "Targets of 
Opportunity" memorandum for use in its preparation of the 1984-85 
budget, and shall report any actions it plans to take as a result of the 
memorandum to the fiscal committees and the Joint Legislative Budget 
Committee by December 15, 1983." 

Security for DMV Facilities 
We recommend that Item 2740-001-044 be reduced by $5~OOO because 

the department has overbudgeted the amount needed to provide security 
for DMV facilities. 

Security and police services are provided to DMV through contracts 
with the California State Police and private security companies. The pur
pose of these services is to protect the state's investment in property 
occupied and utilized by DMV. The department is requesting an augmen
tation of $363,000 for security purposes in 1983-84, an increase of 42 per
cent over current-year expenditures. 

According to the department, the amount of security services will not 
increase significantly in 1983-84. The cost of these services will increase, 
however, as a result of (1) a California State Police decision to begin billing 
DMV directly for protection of its headquarters facilities, rather than 
collecting its charges as a part of "pro rata" services, and (2) allowable 
price increases cited in the Department of General Services' Price Book. 

At the time DMV was notified of the new billing procedure for its 
headquarters facilities, the State Police indicated that DMV would be 
billed $245,000 in the budget year. This amount was later verified by DMV 
budget staff as the correct amount. Documentation provided by the de
partment in support of its operating expense budget for 1983-84, however, 
includes $258,336 as a workload increase related to security. This amount 
is in error, and the difference-$13,000-can be deleted. 

In addition, the DMV has budgeted a price increase of $105,162, for 
police and security services, a 12 percent increase over 1982-83 estimated 
expenditures. The average price increase allowed in the Department of 
General Services' Price Book for police and security services, however, is 
approximately 7 percent. Because the budget applied the incorrect price 
increase, it is overstated by $44,000. 

We recommend a total reduction of $57,000, to correct for these two 
budgeting errors. 

Leasing Costs are Overstated 
We recommend a reduction of $49~OOO and a reappropriation of $2~-

000 in 1982-83 funds from Item 2740-001-044 to correct for overbudgeting 
related to leased facilities. We Further recommend the adoption of Budget 
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BIll language creating a rental reserve of $297,000 and requiring reversion 
of unused lease funds in the reserve. 

The department plans to lease offices and other property at 86 locations 
in the budget year. In addition, DMV is proposing to share space with the 
California Highway Patrol at five other facilities where DMV will pay rent 
as part of an interagency agreement. 

Our review of the DMV's proposed leasing schedule and discussions 
with staff of the Division of Space Management (DSM) within the Depart
ment of General Services indicate that amounts budgeted for leasing in 
the current and budget year are overstated by $225,727 and $270,908, 
respectively. First, the DMV has budgeted funds for facilities which will 
not be occupied in 1983-84. Second, the amounts needed to lease certain 
facilities have been overstated. Finally, some lease cost calculations are 
based on incorrect occupancy dates. 

For these r~asons, we recommend that amounts budgeted in 1983-84 for 
lease costs be reduced by $270,908. We further recommend that the 
amounts overbudgeted in the current year-$225,727 -be reappropriated, 
thereby reducing the appropriation needed for the budget year. Finally, 
we recommend the adoption of Budget Bill language which would create 
a rental reserve to hold· the rental funds for certain facilities and revert 
the unused portion of these funds at the end of the budget year. A sum
mary of our analysis is presented in Table 9 and our specific recommEmda
tions on each affected facility follow. 

Table 9 

Department of Motor Vehicles 
Adjustment to the DMV Lease Schedule for Buildings 

Recommended by Legislative Analyst 

Overbudgeted Overbudgeted 

Facility 
Aubllrn ............................................... . 
Blyt~e ................................................. . 
Corona ................................................. . 
Mission Viejo ..................................... . 
Mountain View ................................. . 
Palm Springs ................................... ... 
Petaluma ............................................. . 
San Clemente ................................... . 
San Luis Obispo ............................... . 
Ukiah ................................................... . 
Visalia ........ , ........................ ~ ................. . 

DMV-CHP Shared 
Alturas ................................................. . 
Lakeport ............................................. . 
Mariposa ............................................. . 

Amounts Amounts 
1982-83 1983-84 

$2,700 
104,000 

28,245 

27,000 
20,000 
6,050 

1,670 

$26,440 
13,350 
5,400 

10,000 
60,000 

121,680 

10,014 
16,368 
7,656 

San Andreas ........................................ 18,330 
Weaverville ........................................ 17,732 

Totals ............................................ $225,727 $207,908 
Proposed DMV leasing expenditures ............................... ; ........................... . 
Less recommended reductions: 

Reappropriations for overbudgeted amounts, 1982-83 ......................... . 
Overbudgeted amounts, 1983-84 ............................................................... . 

Total, recommended reductions ................................................................. . 
Adjusted line item total ................................................................................... . 
Recommended amount held in reserve ....... ; ............................................... . 

Reserve/or 
Lease-Purchase and 

Other Facilities 

$156,000 
18,000 

38,760 

84,000 

$296,760 
$2,519,000 

(225,727) 
(270,908) 

$496,635 
$2,022,365 
($296,760) 
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Auburn. The lease schedule submitted by DMV indicates that the 
department plans to relocate its Auburn office by January 1,1984, at a net 
additional leasing cost of $26,440. No plans for a new location have been 
submitted to DSM, nor does the department have a definite site proposed. 
In addition, DMV's current lease extends through the budget year. On this 
basis, we recommend a reduction of $26,440. .. . 

Blythe. The DMV plans to relocate by April 1, 1984 into a new facility, 
at a net additional cost of $13,350. DSM staff indicate that a new site will 
not be readyuntil1984-85, and that the current lease in Blythe is in effect 
until November 1984. Accordingly, we recommend a reduction of $13,350 
in the budget year. 

Corona. The department took occupancy of a new office in Corona 
beginning January 1 of this year. According to DSM, the lease price was 
$5,550 per month, and no price increase is expected in the budget year. 
The department, however, budgeted $6,000 per month in 1982-83 and 
1983-84 for this facility. We recommend, therefore; that $2,700 of the 
amount appropriated in 1982-83 be reappropriated to. the budget year, 
and that $5,400 be deleted from the budget year to correCt for this over-
budgeting. . ... 

Mission Viejo. The department had originally planned to open an 
office in Mission Viejo by November 1982, and budgeted $104,000 in the 
current year for this purpose. Subsequently, the DMV changed its plans 
and now is planning to serve this area with an office ip. the Irvine/EI Toro 
area, with a probable occupancy date ofJuly 1, 1983. This delay will permit 
reappropriation of the $104,000 to the budget year. 

Mountain View. Plans call for the leasing of a new office in the Moun
tain View area in April of 1984. According to the DMV, it has yet to settle 
on a specific site. Consequently, plan~ have not been submitted to DSM 
to proceed with a lease arrangement. We recommend that $18,000 re
quested for this purpose be placed in reserve pending clarification of the 
department's proposal. 

Palm Springs. The department had planned to move into a new Palm 
Springs facility by January 1, 1983, at a net additional cost of $9,400 per 
month, and has budgeted current-year funds on this basis. The DMV, 
however, had not yet occupied the space at the time this analysis was 
written. The DSM indicates that occupancy of a new Palm Springs facility 
may possibly occur by April 1, 1983, if further delays are avoided. We 
recommend, therefore, that funds budgeted in 1982-83 for this facility be 
reduced by $28,245, and that the amount be reappropriated to the budget 
year, in recognition of the three months during which lower rent will be 
paid. 

Petaluma. The department has budgeted increased funds of $38,760 
that are likely to be required to purchase this currently leased facility in 
April 1984. Due to the long-term nature of purchase negotiations, howev
er, the assumptions of the department are at best specuhitive. For this 
reason, we recommend that $38,760 be held in reserve until purchase 
terms are agreed upon. 

San Clemente. The department initially anticipated moving to new 
quarters in San Clemente by April 1983. Those plans have been modified, 
and it now appears that occupancy will not occur untilJq.ly 1, 1983. This 
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delay will result in savings of $27,000 in 1982-83. We recommend that these 
savings be reappropriated to the 1983-84 year. Additionally, combined 
lease exenditures and remodeling expenses overstate actual costs for the 
budget year by $10,000. For this reason, we recommend a reduction of 
$10,000 in 1983-84. 

San Luis Obispo. When leasing estimates were being prepared, the 
DMV anticipated relocating in San Luis Obispo by May 1, 1983, at a 
projected cost of $10,000 per inonth. It now appears that the new facility 
will not be secured until January 1, 1984, thereby producing savings of 
$20,000 in 1982-83 and $60,000 in 1983-84. We recommend, therefore, that 
$20,000 be reappropriated to the budget year, and that the 1983-84 DMV 
appropriation be reduced by $60,000. 

Ukiah. The department plans to complete a purchase agreement for 
this leased facility by June 1, 1983. The DSM staff indicate that aJuly 1, 1983 
date is more likely. Even the latter date may be overly optimistic, given 
the difficulty in determining the amount of time required to complete a 
purchase agreement. For this reason, we recommend that $6,050 budget~ 
ed in the current year for purchase be reappropriated to 1983-84, and that 
$84,000 budgeted in 1983-84 for this purpose be held in reserve until the 
purchase agreement is finalized. 

Visalia. Purchase of the Visalia DMV office is planned for October 1, 
1983. The DMV has budgeted lease funds, however, for the entire fiscal 
year. A deletion of the nine month's rent not needed for this facility will 
result in savings to the Motor Vehicle Account of $121,680. We therefore 
recommend that this amount be reduced from Item 2740-001-044. 

Shared Facilities 
Alturas. The DMV has budgeted for a new joint facility with the Cali

fornia Highway Patrol at Alturas, based on a May 1, 1983 occupancy date. 
Both DSM and CHP facilities personnel indicate that the move will proba
bly not occur until January 1, 1984. This delay will result in savings of $1,670 
in 1982-83 and $10,014 in the budget year. Accordingly, we recommend 
that $1,670 appropriated in the current year be reappropriated in 1983-84, 
ana that the budget year request be reduced by $10,014. . 

Lakeport. The CHP plans to relocate in 1983-84 to Kelseyville, which 
is approximately seven miles south of the current shared facility in Lake
port. In preparing its 1983-84 leasing estimate, the DMV assumed it would 
relocate with the Highway Patrol, at an increased monthly cost of $1,364. 
The DMV has since decided to remain in Lakeport, which will reduce 
budgeted leasing costs by $16,368. We recommend that this amount be 
deleted in 1983-84. 

Mariposa. Estimates prepared by DMV facilities staff reflect occupan
cy of a.shared facility in Mariposa by September 1, 1983, at a monthly cost 
of $2,500. The CHP facilities personnel indicate that the actual rental 
charge for DMV will be $3,280, but will not begin until March 1984. Ac
cordingly, we recommend a net reduction of $7,656 in 1983-84, which 
corrects for both DMV's low rent estimate and the premature relocation 
date. 

San Andreas. The DMV leasing schedule indicates that occupancy of 
a new San Andreas CHP /DMV office should have taken place on Septem
ber 1, 1982. The DSM staff state, however, that this office will not be ready 
until at least March of 1983. We recommend, therefore, that overbudgeted 
rent of $18,330 be reappropriated to the 1983-84 budget. 

Weaverville. The Department of Motor Vehicles anticipated moving 
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into new quarters in Weaverville by January 1,1983. The CHP states that 
occupancy of the Weaverville facility will not occur until May 1983, which 
would permit a four-month rental savings of $17,732. We recommend that 
this amount be reappropriated to the DMV's 1983-84 budget total. 

Proposed Budget Bill Language. To ensure that only necessary rental 
funds are expended, we recommend adoption of Budget Bill language 
creating a rental reserve of $296,760. By establishing a reserve, the Legisla
ture makes rental funds available, but limits the appropriation to actual 
expenses. that are incurred. We further recommend that the language 
require the reversion of unused funds. The language we suggest reads as 
follows: 

"Provided, that a rental reserve of $296,760 be created for lease-pur
chase facilities and those projects which remain tentative in nature. If 
actual leasing costs are lower than reserves provided in this item, any 
unencumbered balance shall not be encumbered for any other purpose 
and shall revert to the Motor Vehicle Account, State Transportation 
Fund." 

Miscellaneous Reductions 
We recommend a reduction of$74,OOO in Item 2740-001-044 to correct for 

miscellaneous overbudgeted items in DMV's budget. We further recom
mend that the level of reimbursements in Item 2740-001-044 be reduced by 
$39,000 and 1.0 personnel-year to reflect a decline in data processing work
load for the Traffic Adjudication Board 

The department's budget includes expenditures for special repairs, 
printing and work for others .. A review of the proposed expenditures 
indicates that the following items should be reduced: 

• peA Time-Reporting Forms. Time-reporting, as a component of 
DMV's Program Cost Accounting (PCA) system, was suspended in 
December of 1982. According to the department, time-reporting will 
begin again in November of 1983, on a test basis. The suspension of 
time-reporting will result in savings of $25,000 in 1983-84, because 
forms used to record this information will not be needed. The budget 
does not reflect these savings. 

• Registration Forms. According to information provided by the de
partment, the amount budgeted for registration forms is overstated 
because (1) the reflectorized license program will reduce the need 
for additional registration forms, for a savings of $14,000, and (2) there 
will be sufficient carryover inventory which will further reduce the 
need ~or printing more DMV regis~ation forms, resultin~ in addition
al savmgs of $10,000. The total savmgs warranted' by adjustments to 
registration form volumes is $24,000. 

• Special Repairs. To address safety and maintenance concerns, the 
department is in the midst of a multi-year plan to replace the carpet 
tiles at its Sacramento headquarters. The department has budgeted 
$100,000 in the budget year for this purpose, which would provide for 
about two-thirds of the department's carpeting needs. According to 
the' department, the amount requested has been adjusted for tiles 
which can be reused. The latest DMV estimate is that 20 percent of 
these tiles can be reused. An inspection of theDMV's carpet needs 
indicates that 40 percent of existing tiles could be reused if partially. 
worn tiles were used in areas where safety was not a factor, such as 
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beneath a desk or filing cabinet. This increased use of existing re
sources would result in savings of $25,000 in the budget year. 

• TAB Reimbursement. Through an interagency agreement with the 
Traffic Adjudication Board (TAB), DMV provides data processing 
services which are budgeted at $242,000 and 5 personnel-year~ in 
1983-84. TAB staff indicate, however, that only. 4 positions will be 
needed to process TAB's workload in the budget year. On this basis, 
DMV's reimbursements.should be reduced by $39,000, and one per
sonnel-year should be deleted. 

As the result of the overbudgeting discussed above, we recommend that 
the department's budget be reduced by $74,000 and one personnel-year, 
and that level of reimbursements be reduced by $39,000. 

DEPARTMENT OF MOTOR VEHICLES-CAPITAL OUTLAY 

Item 2740-301 from the Motor 
Vehicle Account, State Trans
portation Fund Budget p. BTH 122 

Requested 1983-84 ......................................................................... . 
Recommended approval ............................................................... . 
Recommended reduction ............................................................. . 
Recommendation pending ........................................................... . 

$7,082,000 
5,089,000 
1,932,000 

61,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. San Jose-Construction. Reduce Item 2740-301-044(a) by 

$182,000. Recommend reduction to reflect appropriate 
funding level for a project of this type. 

2. LosAngeles-Construction. Reduce Item 2740-301-044 (b) 
by $192,000. Recommend reduction to reflect legislatively 
approved program. 

3. El Cajon-Construction. Reduce Item 2740-301-044(c) by 
$1,55~000. Recommend deletion because preliminary 
planning has not begun and adequate cost information is not 
available. 

4. Minor projects. Withhold recommendation on $61,000 un
der Item 2740-301-044(eo), pending receipt of additional in
formation. 

ANALYSIS AND RECOMMENDATIONS 

Analysis 
page 

462 

463 

463 

464 

The budget proposes $7,082,000 under Item 2740-301-044 for the Depart
ment of Motor Vehicles' (DMV) capital outlay program. This includes 
$6,157,000 for construction of three new field offices, $850,000 for purchas
ing a leased facility and $75,000 for minor projects. Table 1 ~ummarizes the 
department's proposal and our recommendations. 

- ----------
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Table 1 

Department of Motor Vehicles 
1983-84 Capital Outlay Program 

Item 2740-301-044 
(in thousands) 

l'roject/Locabon l'hase a 

New field offices: 
San Jose (Santa Teresa) .................................................... c 
Los Angeles, Hope Street ................................................ c 
El Cajon................................................................................ c 

Purchase leased facility: 
Visalia .................................................................................... a 

Minor projects ........................................................................ pwc 

Totals ................................................................................. . 

Budget 
Bill 

Amount 

$1,343 
3,256 
1,558 

850 
75 

$7,082 

Estimated 
Analysts Future 
l'roposal Costb 

$1,162 
3,064 

850 
14 

$5,090 

"Phase symbols indicate: p=preliminary plans, w=working drawings, c=construction. 
b Department's estimate. 

San Jose-Construction 
We recommeJld that Item 2740-301-044(a), construction, San Jose, be 

reduced by $182,000 to reflect an appropriate funding level for a project 
of this type. . 

The budget includes $1,343,000 under Item 2740-30l-044(a) for con
struction of a new DMV field office in San Jose. 

A New Facility is Needed. The Central San Jose DMV facility is over
crowded, and new quarters in the southeast portion of San Jose would both 
better serve this community and relieve pressure on the existing facilities 
in San Jose. The proposed 8,715 square foot building contains approximate
ly 4,100 square feet of public service area. 

The 1980 Budget Act included $981,000 for site acquisition, preliminary 
plans, and working drawings for this project. Preliminary plans for the 
project were completed in September 1982. The OSA indicates that work
ing drawings currently are in progress, and it anticipates completion by 
May 1983. The OSA estimates the total cost of the project at $1,431,000. 

The Project is Too Costly. The total estimated project cost of $1,431,-
000 includes a building cost of $844,000, or $92 per gross square foot. 

During hearings on the 1982 Budget Bill, the OSA indicated that it could 
provide a similar office for Los Angeles at a cost of $73 per gross square 
foot. This is equal to $77 per gross square foot using 1983-84 prices. The 
reasonableness of this estimate is borne out by the fact that the budget 
requests (under Item 2740-301-044 (b) ) construction funds for the Los 
Angeles building that amount to $77 per gross square fcot. We see no 
reason for the discrepancy between the cost of this project and the cost 
of the Los Angeles project. 

Allowing $77 per gross square foot for the proposed building, no more 
than $1,249,000 should be needed for the project as a whole. A total of 
$88,000 has already been transferred to OSA for design of this project. 
Consequently, an appropriation of $1,161,000 should be sufficient to com
plete the project. We recommend approval of the project, funded at the 
reduced amount, for a savings of $182,000. 
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Los Angeles, Hope Street-Construction 
We recommend that Item 2740-301-044(b)~ construction~ Los Angeles~ 

be reduced by $19~OOO to reflect the program previously approved by the 
Legislature. 

Item 2740-301-044 (b) includes $3,256,000 for construction of a new 34,-
000 gross square foot DMV field office on Hope Street in Los Angeles. The 
proposed facility would be constructed on part of the parking lot at the 
south end of the existing state-owned site. The Hope Street facility cur
rently occupied by DMV was built in the early 1930's as a tire warehouse. 
The building is in poor condition and there are no suitable buildings 
available for lease on a permanent basis in the area. 

The proposed two-story structure will house a typical D MV field office 
as well as the office of the regional manager, legal staff, central registration 
center and the Los Angeles information unit. 

The Legislature has appropriated funds in the past two budget acts for 
the preparation of preliminary plans and working drawings, and for acqui
sition from the city of Los Angeles of a narrow strip of land. The working 
drawing amount appropriated by the Legislature last year ($58,000) was 
based on a 31,855 gross square foot building costing $73 per gross square 
foot (1982-83 prices). The unit cost reflected in the proposed construction 
amount is consistent with the legislatively approved level of last year. The 
size of the building, however, is not. No justification has been provided for 
increasing the size of the building from 31,855 square feet to 34,000 square 
feet. Furthermore, when the Public Works Board released funds for the 
preparation of working drawings for this project on November 5, 1982, no 
mention was made of the need for additional space. In fact, prior to the 
board's action, the Department of Finance, in a letter dated November 4, 
1982, certified to the Chairman of the Joint Legislative Budget Committee 
that the project was consistent with the legislatively approved scope and 
cost. 

Based on the legislatively approved size of 31,855 square feet and a 
building cost of $77 per gross square foot, the total' cost of this project 
should be $3,229,000. A total of $165,000 has already been made available 
to OSA for work on this project. Consequently, only $3,064,000 should be 
needed to complete the project. We recommend approval of the project, 
funded at the reduced amount, for a savings of $192,000. 
EI Cajon-Construction 

We recommend that Item 2740-301-044(c)~ construction~ El Cajon~ be 
deleted because adequate information is not available on which to evalu
ate the proposed level of expenditure~ for a reduction of $1~55~OOO. 

The department is requesting $1,558,000 under Item 2740-301-044 (c) for 
construction of a new DMV field office in EI Cajon (San Diego County). 
The proposed 12,OOOsquare foot office would contain 5,700 square feetof 
public service area plus space for driver improvement analysis and an 
automobile dealer room. The project would also include 150 parking 
spaces and a motorcycle testing area. , ' 

The EI Cajon area presently is served by a leased facility in La Mesa. The 
department indicates that the La Mesa facility is overcrowded and the 
lessor will not renew the lease. To provide improved service to both 
communities, the department is proposing to split the service area and 
proyide offices in .both EI Cajon and L.a Mesa. The EI Cajon office will.be 
deslgned so that It can be expanded m the future to handle population 
growth. The lease for the La Mesa office terminates in November 1987. 
The department plans to request funding to replace this building at some 
future time. 
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On this basis the Legislature provided funds in the 1982 Budget Act for 
site acquisition ($990,000) and the preparation of preliminary plans and 
working drawings ($137,000) for the EI Cajon facility. These amounts 
were based on an estimated total project cost of $1,558,000. 

The department has acquired a site for the new facility, and the OSA 
is in the process of developing schematic drawings for the building. Pre
liminary plans are· not scheduled to begin until March 1983 and will not 
be coinpleted until May 1983. If this schedule is not accelerated, the Legis
lature will not have s\lfficient information to assess the adequacy of the 
amount re. quested for construction. Under the circumstances, we must 
recommend deletion of the requested funds. At the same time, we urge 
the department to request that OSA revise the project schedule so that 
preliminary plans will be completed in time for legislative consideration 
of the request for construction funds. In addition, we recommend that the 
department direct OSA to design the building within the $77 per gross 
square foot cost guideline. 

Visalia-Purchase Leased Facility 
We recommend approval of Item 2740-301-044 (d) ~ purchase leased facil

it~ Visalia. 
The budget includes $850,000 under Item 2740-301-044 (d) to purchase 

the existing DMV field office in Visalia. The 7,290 square foot building, 
which sits on a site of approximately two acres, was built to DMV specifica
tions and was first occupied on January 1, 1981. The department currently 
pays $162,000 annually in rent for this building. Under the terms of the 
lease agreement, the state has the option to purchase the facility on the 
second anniversary of the lease and any time thereafter. The option price 
increases ~hrpugh time so it is to the state's advantage to exercise the 
option as early as possible. 

The departmept is proposing to acquire the facility on October 1, 1983. 
The amount included in the budget would provide $839,000 to cover the 
purchase price plus $11,000 for administrative costs. 

The state could have purchased the facility on January 1, 1983 for $783,-
000. The department, however, did not request funds for this purpose in 
1982-83. 

The department indicates that the office size is sufficient to serve the 
population of the Visalia area until 1995. The building is constructed so 
that it can be expanded at a later date to accommodate the population 
projected for the year 2005. Thus, the site should be sufficient to serve 
DMV's needs in the area for 22 more years. 

Based on· a present worth analysis of the lease terms, we recommend 
approv~l of this project. Our analysis indicates that. t~e state will save 
approxunately $150,000 (present value) over the remammg 13 years of the 
lease. These savings would be increased by any residual value of the 
property at the end of that 13-year period. 

Minor Projects 
We withhold recommendation on $61~OOO under Item 2740-301-044(e) 

requested for an automated security system~ pending receipt of additional 
information. 

The pudget includes $75,000 under Item 2740-301-044 (e) for two minor 
capital outlay projects (projects costing $150,000 or less) for the Depart
ment of Motor Vehicles. Specifically, funds are included for computer 
room modifications and for an automated security system at the Sacra-
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mento headquarters of the department. 
Computer Room Modifications. The department is proposing to 

spend $14,000 for modifications to the existing computer room at the 
Sacramento headquarters. These funds would be used to construct a sepa
rate input-output room in the northwest corner of the existing computer 
room. The department indicates that under existing operating conditions, 
the noise and paper dust pollution from the operation of the printer 
creates a hazardous environment for the operation of the computer. The 
department is also proposing to move the problem-solving area outside of 
the computer room to improve security, and to move the tape library 
within the computer room to provide a more stable, controlled environ
ment for the storage of tapes. We recommend approval of this project. 

Automated Security System. The budget includes $61,000 to install a 
new automated security system to control access to the DMV headquar
ters' computer complex. The de{>artment states that the present security 
system is not totally effective during shift changes, and that security 
guards cannot adequately monitor all the personnel. In addition, the de
partment indicates that the supplier of the existing system has gone out 
of business and replacement parts are hard to· obtain. 

The department is proposing to install a new security system which 
utilizes a mini-processor and magnetic entry badges to control access. The 
department indicates that project will also encompass the security system 
of the Teale Data Center, which will share in the cost of installation. The 
department further indicates that the pro{>osed system will eventually be 
expanded to provide external security for the DMV buildings on evenings 
and weekends. The department, however, has been unable to provide an 
estimate for either the Teale portion of the work or future DMV costs. 

This project represents a. shift in policy toward security at both the Teale 
and DMV computer centers. Such a change should be made only after the 
preparation and review of a feasibility study report. Prior to hearings on 
the Budget Bill, the department should report to the Legislature on the 
various alternatives considered for dealing with the security problem and 
the cost-effectiveness of each. Further, th.e department should detail the 
full cost-to both DMV and the Teale Data Center-of the proposal. We 
withhold recommendation pending receipt of this information. 

Business, Transportation and Housing Agency 

TRAFFIC ADJUDICATION BOARD 

Item 2760 from the Driver 
Training Penalty Assessment 
Fund Budget p. BTH 123 

Requested 1983-84 ......................................................................... . 
Estimated 1982-83 ........................................................................... . 
Actual 1981-82 ................................................................................. . 

Requested increase (excluding amount for salary 
increases) $206,000 (+12.3 percent) 

Total recommended reduction ................................................... . 

. $1,877,000 
1,671,000 
1,545,000 

$39,000 
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SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Data Processing Costs Overbudgeted. Reduce by $3~OOO. 

Recommend deletion of funds budgeted for one position not 
needed in budget year. 

GENERAL PROGRAM STATEMENT 

Analysis 
page 

467 

The Traffic Adjudication Board (TAB) was established by Ch 722/78. 
The board operates a demonstration program for adjudication of traffic 
safety violations (infractions) in Sacramento and Yolo Counties, in lieu of 
adjudication by the courts. The board is authorized 46.2 positions in the 
current year. 

ANALYSIS AND RECQMMENDATIONS 
The budget proposes an appropriation of $1,877,000 from the Driver 

Training Penalty Assessment Fund to support the board's activities in 
1983-84. This is $206,000, or 12 {Jercent, more than estimated current-year 
expenditures. This amount will increase by the amount of any salary or 
staff benefit increase approved for the budget year. 

The increase proposed for 1983-84 is largely due to a $126,000 increase 
in state pro rata assessments charged the board. This amount .includes 
$61,000 to repay the General Fund for assessments not charged in the past 
year. Excluding the increase in these charges, proposed expenditures in 
1983-84 are only $80,000, or 4.8 percent, above estimated current-year 
expenditures. . 

Total funding for support of the board in 1983-84, including funding 
from reimbursements, is budgeted at $2,028,000. Reimbursements are pro
jected to decline by $121,000, or 44 percent, due to the scheduled comple
tionin January 1984 of evaluation reports covering the TAB program. 
Currently, these reports are funded by a federal grant administered by the 
state Office of Traffic Safety. Total TAB expenditures proposed from all 
funding sources are $85,000, or 4.4 percent, higher than estimated current
year expenditures. 

Annual Reports to the Legislature 
The board is required to submit an annual report to the Governor and 

the Legislature on the progress of the demonstration program. The report, 
which is due on January 1 of each year, is to be accompanied by evaluations 
of the program prepared by independent consultants retained by the 
board. The consultants' evaluations must address areas srecified in Chap
ter 722, including the program's impact on the judicia system, law en
forcement, local governments, defendants, the general public, driver 
improvement programs, and the Department of Motor Vehicles; The 
evaluations must also include an analysis of the impact of administrative 
adjudication on traffic safety, as compared to adjudication through the 
court system. 

Contracts to perform these evaluations were awarded in January 1980. 
Science Applications, Inc. (SAl), was awarded the contract to perform the 
cost-benefit evaluation, and Dunlap and Associates, Inc. was awarded the 
traffic safety evaluation contract. 

Chapter 1632, Statutes of 1982 requires each state agency to evaluate the 
need to continue certain legislatively mandated reports. In compliance 
with this statute the board notes that its report is necessary if the Legisla-
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ture is to determine the ultimate success or fa,ilure of this project, and 
recommends that the reporting requirement he continued. We concur. 

Cost-Benefit Evaluation Report 
SAl's second annual report, which was released in Decemher 1981, 

indicates that TAB processed citations at an average cost of approximately 
$16.50.~xcluding the costs associated with the pilot project aspects of TAB 
(such as various dataprocessing costs), the hoard processing costs average 
only ahout $12 per citation. In contrast, the costs of the Sacramento 
County .court system average ahout $19 per citation, while the costs of the 
Yolo County System average ahout $13 per citation. 

The third annual report currently is heing reviewed hy parties involved 
in the project, and will he suhmitted in March 1983. 

Traffic Safety Evaluation Report 
The second traffic safety evaluation report was issued hy Dunlap and 

Associates in May ·1982. The report did not indicate any major differences 
in the outcomes of court and TAB cases, although TAB processing time 
was reported as heing noticeahly faster. While the court conviction rate 
was· higher, the court more often· suspended· sentences, so that the net 
percentage of sanctions.imposed hy the two systems was ahout the same. 

The third annual report also will he delayed until March 1983. 

TAB Sunset Date 
Chapter 722, which set up TAB, estahlished a sunset date ofJuly 1,1984, 

for theprogram. The final evaluation reports on TAB, however, will not 
be presented to the Legislature until after January 1, 1984. Because any 
legislation continuing TAB would have to be enacted prior to January 1, 
1984 inorde'r to avoid a hiatus between July 1, and December 31, 1984 
(agencies cahnot be created through urgency legislation), the Legislature 
would have to consider the board's fate without the benefit of these 
evaluations., . . 

For thi.s ~eason, the board is proposing the enactment of legislation 
extending the program by one year. Such an extension of the program 
would enable the Legislature to review the final reports before determin
ing whether to expand, continue; modify, or abolish TAB. 

, So that the Legislature will have the most complete information to make 
its decision on the future of the bOard, we recommend the enactment of 
legislation extending the program for one year. 

Data Processing Funds Not. Needed,1 
We recommend the deletion of funds for one contracted position that 

is not needed in the· budget yea~ for.a $3~OOO savings to the Driver 
Training Penalty Assessment Fund (Item 2760-001~178). 

TAB currently operates its dataproce'ssing equipment through an inter
agency agreement with the Department of Motor Vehicles. Through this 
agreement, the department provides the board with a data processing 
staff of five employees and related support, at an annual cost of $242,000. 

Our review of TAB operations indicates that the amount budgeted for 
data processing is excessive. The Department of Motor Vehicles currently 
is operating this unit with only four employees, and has not refilled one 
position at TABs request. The board indicates it is only approving addi
tional data processing projects that have a relatively short payback time, 
or that are required hy legislative and administrative changes. 
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On this basis, we recommend that funds for one contracted position not 
needed in the budget year be deleted, for a savings of $39,000 (Item 
2760-001-178). We also recommend a corresponding reduction in reim
bursements budgeted for the Department of Motor Vehicles (Item 2740-
001-044). . 

In Control Section 24.10, the budget proposes reverting to the General 
Fund any balance in the Driver Training Penalty Assessment Fund on 
June 30, 1984. Thus, adoption of this recommendation would increase the 
amount available in the General Fund that could be used for other legisla
tive priorities. 

Business, Transportation and Housing Agency 

STEPHEN P. TEALE DATA CENTER 

Item 2780 from the Stephen P. 
Teale Data Center Revolving 
Fund Budget p. BTH 125 

Requested 198~4 .......................................................................... . 
Estimated 1982-83 .......................................................................... .. 
Actual 1981-82 ................................................................................. . 

$37,822,000 
35,415,000 
30,831,000 

Requested increase (excluding amount for salary 
increases)$2,407,000 (+6.8 percent) 

Total recommended reduction .................. " .............................. :. 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Overtime. Reduce by $350,000. Recommend reduction in 

amount requested for overtime expenses to correct for 
overbudgeting. 

2. Facilities Operations. Reduce by $80,000. Recommend re
duction to delete overbudgeted expenses. 

3. Budgeting Inconsistency.· Recommend adoption of sup
plemental report language requiring improvements in the 
display of data processing expenses in the Governor's 
Budget. 

GENERAL PROGRAM STATEMENT 

$430,000 

Analysis 
page 
469 

470 

470 

The Stephen P. Teale Data Center is one of three consolidated data 
centers authorized by the Legislature. The center, which provides com
puter services to 105 state governmental units, was established to provide 
a modern computing capability to state agencies while at the same time 
minimizing the total cost of data processing to the state. The costs of 
operating the center are fully reimbursed by the center's customers, and 
annual increases in its budget for the most part reflect increased user 
workload.' 
. The data centeris.authorized 349 positions in 1982-83. 
.' ",' ""\,:"'" . -.' 
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ANALYSIS AND RECOMMENDATIONS 
The budget proposes an expenditure of $37,822,000 for the data center 

in 1983-84. This is an increase of $2,407,000, or 6.8 percent, above estimated 
current-year expenditures. This amount will increase by the amount of 
any salary or staff benefit increase approved for the budget year . 

. Proposed staffing for 1983-84 totals 349 personnel-years, which is the 
same number estimated for 1982-83. 

Significant Budget Increases 
Table 1 displays the major components of the proposed increase in the 

data center's budget for 1983-84. 

Table 1 

Stephen P. Teale Data Center 
Significant Budget Increases 

(dollars in thousands) 

Item Proposed Increase 
1. Computing operations expense .................................................................................................... $1,257 
2. Personal services .............................................................................................................................. 508 
3. Central administrative services .................................................................................................... 451 

Total ................................................................................................................................................ $2,216 

As shown in Table 1, most of the increase, $1,257,000, is requested to 
meet higher computing operations expenses, primarily consisting of 
charges for equipment rental or payments for installment purchases and 
maintenance. This increase reflects the growth in the data center's com
puting capacity to meet customer workload processing requirements. The 
increase of $508,000 in personal services represents merit salary adjust
ments and staff benefit increases. The $451,000 increase for central ad
ministrative services is the Department of Finance's estimate of the data 
center's pro rata share of support for statewide services such as those 
provided by the Department of Finance and the State Personnel Board. 
This cost, as well as all data center costs; are recovered from the data 
center's customers through monthly billings. 

Despite the cost increases budgeted for 1983-84, the data center does 
not intend to increase rates charged to user agencies in the budget year, 
as anticipated workload growth should generate sufficient additional reve-
nue to offset added costs. . 

Reduce Overtime Allocation 
We recommend a $350,000 reduction in the amount requested for over

time~ because the budgeted amount exceeds anticipated requirements. 
The data center.'s budgetfor personal services in 1983-84 includes $702,-

651 for overtime expenses, an amount which is almost four times the 
$181,000 actually spent for overtime in 1981-82. Although data center 
staffing has increased by approximately 14 percent since 1981-82, and the 
center now operates two separate computer facilities, we can find no basis 
for such a substantial increase in overtime expenses. 

The data center has reevaluated its overtime requirements at our re
quest, and concurs with our finding. It now agrees that the overtime 
expense budget could be reduced by $350,000. Accordingly, we recom
mend a reduction of $350,000 in the amount budgeted for personal serv-
ices. . 
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STEPHEN P. TEALE DATA CENTER-Continued 

Facilities Operations Overbudgeted 

Item 2780 

We recommend an $8~OOO reduction in the amount requested for oper
ating expenses to eliminate overbudgeting. 

One of the primary computing services provided by the data center is 
"time-sharing", which allows numerous customers to access and share 
computer time on a simultaneous basis, through remote terminal devices 
located at customer sites throughout the state. The data center maintains 
a dual computer complex which is dedicated to this service. This complex 
is in addition to other computers maintained by the data center for more 
general workload processing. AUhe time the budget was being prepared, 
the data center was contemplating adding a third time-sharing computer 
in 1983-84 because of continued increases in the demand for time-sharing 
services. The data center now indicates that this proposal will not be 
implemented in the budget year. 

Our review of the budget discloses, however, that $60,000 of the amount 
requested for facilities operations in 1983-84 is for air-conditioning and 
electrical power to support a third computer for time-sharing services. 
Consequently, this amount should be deleted from the budget. 

Our budget review also reveals instances in which incorrect percentage 
increases have been applied to certain operating expense items, or the 
computed amounts exceeded the increase authorized by Department of 
Finance . budget instructions. Our recalculation of allowable increases 
shows that an additional $20,000 in operating expense funds should be 
deleted to compensate for these errors by adjusting the budgets for utili
ties (-$12,000), guard services (-$4,000) and pro rata charges for state 
police services (-$4,000). 

For these reasons, we recommend thatthe amount budgeted for operat
ing expenses be reduced by a total of $80,000. 

Budget Reconciliation 
We recommend that the Legislature adopt supplemental report lan

guage requiring proposed data processing expenditures to be displayed in 
a more comprehensive manner in the budget. 

In preparing this analysis of the data center's budget, we experienced 
difficulty in reconciling the center's proposed budget with amounts re
quested in the budgets of user agencies to pay for data center services. 
This difficulty arose from the inconsistent manner in which data center 
expenditure allocations are identified in the budget. For example, 
throughout the budget, data processing line item expenses are identified 
as "Consolidated Data Centers," "Data processing," or "Teale Data Cen
ter." Amounts associated with the "Teale Data Center" designation are 
self-explanatory. The former two designations, however, may include 
amounts not only for the Teale Data Center, but for a department's inter
nal computing expenses, as well as charges for services provided by the 
Health and Welfare Agency Data Center. These imprecise designations 
create a serious problem in analyzing the Teale Data Center's budget, 
because the data center has 105 customers. (In contrast, the Health and 
Welfare Data Center has only 13 customers.) 

Line items for data processing expenditures in the budget should distin
guish between internal costs and data center costs, by data center, in a 
consistent manner. This would facilitate budget reconciliation and pro-
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vide more meaningful budget information to the Legislature. For this 
reason, we recommend that the Legislature adopt the following supple
mental report language: 

"The Department of Finance, in preparing the budget, shall display 
proposed data processing expenditure line items in such a manner as to 
distinguish clearly between internal costs and data center costs, by data 
center." 

Concerns Over Customer Service 
In December 1982, the California Information Technology Advisory 

Board (CITAB) issued a report on the state's uses of computers. The 
report-"Information Technology in California State Government"-ad
dressed a concern expressed by many customers of the Teale Data Center 
" ... that Teale's size and growth will impact (the. users) negatively." To 
resolve this situation, the report recommends that the data center en
hance its customer liaison functions, and place increased emphasis on 
addressing customer concerns for involvement in the data center's deci
sion-making process. 

We concur with this recommendation. The ability of the data center to 
enable customers to make maximum effective use of information technol
ogy is dependent, in part; on the extent to which organizations are moti
vated to use the data center's services. Motivation, in turn, is somewhat 
dependent on the level of confidence in the data center's ability to pro
vide a cost-effective and reliable service. 

Data center management, aware of the importance of its customer 
liaison function, indicates that it intends to propose some restructuring 
based on the CITAB report. There were, however, no firm plans for 
implementing the CIT AB recommendation at the time we prepared this 
Analysis. Consequently, the potential fiscal effect of modifications in the 
data center's customer services function is unknown. 

These modifications could include establishing a unit of systems analysts 
.and programmers to provide computer application development assist
ance to customer departments needing this type of service. The cost of this 
direct assistance would be recovered through billings to customers using 
the service. Restructuring could also entail an increase in data center 
administrative overhead, in which case the cost would be spread among 
all customers. 

We will prepare a supplemental analysis of any proposed plan for imple
menting the recommendation contained in the CITAB report, to the 
extent such a plan is presented during budget hearings and is found to 
have a fiscal effect. 

16-76610 




