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Responsibility. The task force consists of 25 members and is directed to
study-and make findings concerning the relationships between healthy
self-esteemn, personal responsibility, and social problems. The task force is
mandated to submit progress reports to the Legislature on-January 15,
1988 and 1989 and'a final report on-or before January 15, 1990. The
progress reports were submitted: as scheduled The task force sunsets on
July 1, 1990. v
The task force has two personnel years in the current year.

ANAI.YSIS AND RECOMMENDATIONS

‘We recommend approval.

The budget proposes expenditures of $289,000 for support of task force
activities in 1989-90. This amount is the same as estlmated current-year
expendltures

“QOur analysis indicates that the budget request is consistent with
chaptered legislation; and, accordingly, we recommend its approval.

State and Consumer Servicee Agency
MUSEUM OF SCIENCE AND INDUSTRY
Item 1100 from the General

Fund ' Budget p. SCS 1
Requested 1989-00..........cocrueeerirmrnniirersioroniiaienstiresessessasessessaseesanes $8,949,000
Estitnated 1988-89 .......ccccccoeveiverinenirerrenssesssessreisensssseessessersssessaes 8,779,000
ACHUAl 1987-88 ....coiveririeriienniisissressesencssssssssssassersessnssssssssesseseeseases 8,329,000

- Requested increase (excluding amount for
‘salary increases) $170,000. (+1.9 percent)
Total recommended reduction.........c.cccoeeverrieniernnerennnssenessraenns None

I989—90 FUNDING BY ITEM AND SOURCE

Item—Descnptlon . . Fund ) " Amount
1100-001-001—-Support General $8,794,000
Reimbursements e s — 155,000
_ Totals : ] , » $8,949,000

,GENERAI. PROGRAM STATEMENT

The Museum of Science and Industry (MSI) is an educational, civic,
-and recreational center located in Exposition Park in Los Angeles It is
administered by a nine-member board of directors appointed by the
Governor.

‘The museum also owns 26 acres of public parking which are made
available for the use of its patrons, .as well as patrons of the adjacent
coliseum, sports arena, and swimming stadium. These facilities are all
located in Exposition Park which is owned by the state and maintained
through the museum.

Associated with the Museum of Science and Industry is the Museum of
Afro-American History and Culture (MAHC). The MAHC was estab-
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lished: by the Legislature to preserve, collect, and display artlfacts of
Afro-American contributions to the arts, science, religion, education,
literature, entertainment, politics, sports, and hlstory of California. and
the nation. The MAHC is governed %y a seven-member board.

The museurmn has 1315 personnel-years in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes an appropriation of $8,794,000 from the General
Fund to support the Museum of Science and Industry and the Museum of
Afro-American History and Culture in 1989-90. This is $132,000, or 1.5
percent, over estimated current-year expendltures v

The General Fund request includes $1,274,000 for . support of the
Museum of Afro-American History and Culture in 1989-90. This is an
increase of $17,000, or 1.4 percent, over estimated current-year expendi-
tures. .

In addition to the $8.8 million requested from the General Fund, the
museum proposes to spend $155,000°in reimbursements and an estimated
$1.2 million to be provided by the California Museum Foundation of Los
Angeles in 1989-90. The $155,000 in reimbursements includes $38,000 in
new reimbursements for the MAHC to fund a new research analyst
position. Table 1 shows the museum’s expenditures for the past, current,
and budget years.

Table 1
Museum of Science and Industry
Budget Summary
1987-88 through 1989-80
(dollars in thousands)

Expenditures '
: ) Percent
- Persorinel-Years i :Change
Actual - Est. Prop. - Actual ~ Est. -~ Prop.  From
Program 198788 1988-89 1989-90. 1987-88 198889 1989-90  1988-89
Education:
Museum operations .. %......... 748 82.2 83.1 $5:398  “$5285 $5275°  =02%
Science workshop............... — - = 29 - 58 59 LT
Aerospace Science Museum ... 14 20 20 181 325 349 . 74
Hall of Economics and Finance 2.6 2.0 2.0 209 243 " 261 74
. Subtotals, education .......... (78.8) (86.2) (87.1)  ($5817) ($5911) ($5944) . (0.6%)
Administration: !
Administrative services......... 24 251 25.1 . 1282 1210 13714 136%
Parking lot operations .......... 40 40 40 295 401 319 204
Subtotals, administration ..... (264)  (291)  (29.1)  ($1577) ‘($1,611) ($1,693) (5.1%)
Afro-American Museum: oo = T R )
“2Edueation ..........ci e © 63 80 - 80 647 - - 895 934 . 44%
‘Administration .................. 7.8 82 - 82" 288 362 378 .4.4
Subtotals, Afro-American ) B
Museum .......c.ocovvennns (141 - (162) - (16.2) ($935) ($1,257) - ($1,312) - (4.4%)
‘ Totals /..ot 1193 1315 1324 $8329 - $8779  $8949 1.9%
Funding Sources: ' o o ‘
General Fund......................... B S Y. 88212 88662 887 - 15%
Reimbursements. . .........co.coviiiiiiiiiiiiiiiiiiiianeianiennns 7 - 17 185 325

Foundation................. T U T SO S (81,165) * (81,244) (81,244) —
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"The $170,000 increase in total expenditures proposed for 1989-90
reflects several workload changes, and baseline adjustments needed to

maintain the ‘museum’s current level of activity. These changes are
detailed in Table 2.

Table 2
Museum of Science and Industry
Proposed 1989-90 Budget Changes
(dollars in-thousands) .
“ General Fund and

. , Reimbursements
1988-89 Expenditures (Revised) ...........oooviiiiiiiiiiiiii e $8,779
Baseline Adjustments: TR

Allocation for employee compensation...........c.cccveiervenieiinienenn., preees 303
Decrease in cost of staff benefits................... L ) —-58
Telephone rate reduction. ........c....c.oo.ooenee FTOTOPN e e RS &1
- Reappropriation, Armory roof Tepair ..........coociirieveniiiiiniiiieniiienaans . 141
One-time study, Exposition Park master plan ........... ey aaeraaes —120
Other One-HME COSES. .. .. vvvieirierriietiniien et ieriaeteereererreasranens —119
Subtotal, baseline ad_]ustments ................................................... ($132)
Workload Changes: ' -
Add staff—manager of education ...........iccviviriviniiiniiii e 36
Redirect temporary help/consultant services ...............cocovieiiieniian... —36
Museum research analyst................... PPN e reenraa 38
Subtotal, workload adjustments .............ocoeiiiiii ($38)
1989-90 Expenditures (Proposed).................. [ e $8,049 -
Change from 1988-89: : ’ ' '
Amount............ N . $170
Percent .. ....ovvinieiniiiiiiii i TR 1.9%

ANALYSIS AND RECOMMENDATIONS
We recommend approval

Our analysis indicates that the proposed expenditures for the museum
are appropriate. :

Reappropriation (ltem 1100-490)
We recommend approval.

The Legislature approved $256,000 in the 1988 Budget Act for roof
repairs at the museum. Of this amount, $115,000 was spent in the current
year for this purpose. This item would ‘extend the museum’s authority to
spend the remaining $141,000 of the 1988 appropriation until June 30,
1990.

Our review indicates that the reappropriation item is appropriate
because it would allow the Legislature to fund projects' which are
consistent with its priorities.
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State and Consumer Servnces Agency ‘
DEPARTMENT OF CONSUMER AFFAIRS

Items 1120-1655 from various

funds e Budget p. SCS 5
Requested 1989-90 .........cccoiverncorenisibonesivsessiinsisemersrensessassisnessassens $156,334,000
Estimated 1988-89 149,910,000
ACEUAL TO87-88 ....evvrrrrreererreirertrerenrriessessessesesressesssssssessesseseesessessenns 125,656,000

Requested increase (excluding amount IR ’

for salary increases) $6,424,000 (44.3 percent) ’ v
Total recommended rediuction .............ceeeriorensin. reveerereres 175,000
Recommended transfer from various special funds to .

General Fund ... st enes 8,700,000
Recommended transfer from Consumer Affalrs Fund ‘to- B

varlous special funds ... e e * 800,000
1989-90 FUNDING BY ITEM AND SOURCE ‘
Item—Description : Fund Amount
1120-001-704—Board of Accountancy Accountancy '$5,555,000
1130-004-706—Board of Architectural Examiners .= Architectural Examiners 13;152,000
1140-006-001—State Athletic Commission ~ General ) : 774,000
1140-006-492—State Athletic Commission Boxer’s Neurological Examina- . ... 173,000 .

tion Account o
1150-008-421—Bureau of Automotive Repair Vehiclé Inspection and Repair 49,683,000
1160-010-713—Board of Barber Examiners ‘Barber Examiners 899,000
1170-012-773—Board of Behavioral Science Ex- Behavmral Sc1ence Exammers y 2,148,000
aminers B . S st
1180-014-717—Cemetery Board Cemetery 318,000
1200-016-157—Bureau of Collection and Investl- Collection Agency 812,000
-...gative Services . ‘ : R R
1210-018-769—Bureau of Collectlon and Investl- Private Investigator and Ad- 3,598,000 -
gative Services juster
1230-020-735—Contractors’ State License Board  Contractors’. License 27,022,000 .
1240-022-738—Board of Cosmetology Cosmetology Contingent 3,642,000
1260-024-741—Board of Dental Examiners State Dentistry 2,844,000
1270-026-380-—Board. of Dental Examiners . Dental Auxiliary . : 758,000
1280-028- 395~ Bureau of Electromc and Apph- Electronic and Apphance Re- T 1 272, 000 _
ance Repair . pair -
1300-030-180—Bureau of Personinel Services ' Bureau of Personnel Services 405,000
1330-036-750--Board of Funeral Directors and - Funeral Directors and Embalm- 535,000
Embalmers ers N
1340-038-203-—Board of Registration for Ceolo- Geology and Geophysics 260,000
gists and Geophysicists o
1350-040-001—State Board of Guide Dogs for General 74,000
the Blind : '
1360-042-752—Bureau of Home Furnishings and Bureau of Home Furnishings 2,381,000
Thermal Insulation : -~ ~andThermal Insulation
1360-042-753—Bureau of Home Furnishings and Bureau of Home Furnishings 48,000
Thermal Insulation and Thermal Insulation, Dry
Cleaning Account
1370-044-757—Board of Landscape Architects Board of Landscape Architects 455,000
1390-046-758—Board of Medical Quality Assur- Contingent Fund of the Board 15,407,000

ance

of Medical Quality Assurance
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1390-047-175—Board of Medical Quality Assur-
1400?(;14(:8?108—Board of Medical Quality Assur-
1410a(;15%e208—Board of Medical Quahty Assur-

14203(;15C2€759;Board of Medlcal Qualxty Assur-
l430a(;1504€280—-Board of Medlcal Quahty Assur-
1440a(;15%e295—Board of Medical Quality Assur
1450a(;15%e310—Board of Medical Quality Assur-
1455a(;l5($:)e319—Board of Medical Quality Assur-
1460a(;16c08376—B0ard of Medical. Quahty Assur-
1470a(%c2e260—Board of Exammers of Nursmg

Home Administrators

1480-064-763—Board of Optometry
1490-066-767—Board of Pharmacy
1495-067-297—Polygraph Examiners Board
1500-068-770—Board of Registration for Profes-
sional Engineers and Land Surveyors
1510-070-761—Board of Registered Nursing
1520-072-771—Certified Shorthand Reporters
Board
1530-074- 399—Structura1 Pest Control Board

1530-074-775—Struét'ura1‘ Pes__t Contrg.')l Board

1540-076-406—Tax Preparers Prograni

1560-078-777—Board of Exammers in Vetennary
Medicine - -

1570-080-118—Board of Exammers in Vetermary
Medicine

1590-082-779—Board of Vocatlonal Nurse and
Psychiatric Technician Examiners

1600-084-780—Board of Vécétiona.l Nurse and
Psychiatric Technician Examiners

1640-086-001—Division of Consumer Services
1655-090-702—Support, Department of ‘
Consumer Affairs ’

Total Budget Act Appropnatlons
Statutory Appropriations e

Certified Shorthand Reporters Board

Total, Statutory Appropriations
Reimbursements

Total, All Expenditures

STATE AND CONSUMER SERVICES / 85

‘Dispensing Opticians
Acupuncturists
Hearing Aid Dispensers
Physical Therapy :
Physician’s Assistant
Podiatry

Psychology

Respiratory Care

Speech Pathology ‘and Audiol-
ogy Examining Committee
Nursing Home Administrator’s
State License Examining -
Board
State Optometry )
Pharmacy Board Contingent
Polygraph Examiners
Professional Engineers and
Land Surveyors - :
Board of Registered Nursmg
Shorthand Reporters

Structural Pest Control Educa-
tion and Enforcement
Structural Pest Control

" Tax Preparers

Veterinary Examiners’ Contm-
gent

Animal Health Techmclan Ex-
amining Committee

Vocational Nurse and Psychiat-
ric Technician Examiners,
Vocational Nurse Account.

Vocational Nurse and Psychiat- )

ric Technician Examiners,
Psychiatric Technicians Ac-
count

General

Consumer Affairs

Transcript-Reimbursement -

173,000
558,000
© 995,000

" 400,000

407,000 -

736,000
1,031,000
601,000
244,000
368,000

. 499,000
3,007,000
41,000
3,784,000
- 7,616,000
435,000
196,000
9,038,000
809,000
782,000
105,000

2,984,000

711,000

1,400,000
1,724,000

153,089,000

= 303,000

303,000

2,049,000
$156,334,000
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SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS

1.

10.

11.

Consumer Affairs Fund. Recommend adoption of Budget
Bill language directing the department to transfer $2.5
million from the Consumer Affairs Fund to the General
Fund ($1.7 million) and various special funds ($800,000) in
order to reduce its fund reserve to a more reasonable level.

. Departmentwide Computer Project. Recommend adoption
‘of supplemental report language to (a) direct the depart-

ment to give priority to the development of the automated
enforcement system and (b) require quarterly progress

Items 1120-1655

Analysis
page
88

89

reports on the implementation of the advanced computer .

project.

. Potential Fund Deficiencies. Recommend that by March 31,

1989, four specified agencies report to the fiscal committees

on the steps taken to ensure sufficient reserves in their

respective fund balances.

.. Excessive Fund Reserves. Recommend that, by March 31,

91

92

1989, the State Athletic Commiission, the Board of Optome-

try, and the Structural Pest Control Board report to the fiscal
committees on their plans for reducing the reserves in their
respective funds to more reasonable levels.

.-Bureau of Autornotive Repair. Recommend adoption of

Budget Bill language to transfer $7 million from the Vehicle
Inspection and Repair Fund to the General Fund because an

excessive fund reserve is not needed.
Bureau of Automotive Repair. Reduce Item 1150-008-421 by

Budget Bill language directing the board to lower its fees in
order to reduce its fund reserve to a more reasonable level.

. Contractors” State License Board. Recommend the redirec-

tion of $878,000 requested for permanent staff and con-
tracted arbitration services to fund the extension of 22
limited-term positions for one year in order to reduce the
complaint backlog and provide time to assess long-term
staffing needs. .

. Contractors’ State License Board—Moreno Valley. Recom-

mend adoption of supplemental report language directing
the board to continue one limited-term investigator position
at the San Bernardino office to handle complaints.

Board of Medical Quality Assurance. Reduce Item 1390-
046-758 by $100,000. Recommend reductionin funds pro-
posed for the Physician and Surgeon Incentive Loan Pro-

-.gram because the program has expired.

Board of Medical Quality Assurance. Recommend the board

report on its plans to address unassigned complaint cases in
the budget year. Further recommend adoption of supple-
mental report language directing the board to assign and
investigate immediately all cases identified as having a
potential for patient harm.

92

93,

'$75,000. Recommend reduction in funds proposed for ran-
. dom roadside inspections to correct for overbudgeting. . .
. Contractors’ State License Board. Recommend adoption of

93
%
96

97

97
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GENERAL PROGRAM STATEMENT

The Department of Consumer Affairs (DCAf is respons1b1e for pro-
moting consumerism and protecting the public from deceptive and
fraudulent business practices. The department has five major compo-
nents: (1) 40 regulatory agencies, which.include boards, bureaus, pro-
grams, committees and commissions; (2) the Division of Admlmstratlon
(3) the Division of Technology; (4) the Division of Investigation; and (5)
the Division of Consumer Services. Each of the department’s constituent
licensing agencies is statutorily independent of the department’s control.
Only five bureaus and one program are under the direct statutory control
of the director. -

Regulatory Agencies. Each of the 40 regulatory agencies is responsible
for licensing and regulating an occupational or professional group in
order to protect the general public against incompetency and fraudulent
practices.

The Division of Administration provides centralized fiscal, personnel
legal, and facilities maintenance support services, on a pro rata bas1s, to
all of the constituent agencies.

The Division of Technology provides data processing services to the
constituént. agencies on a distributed cost basis. :

The Division of Investigation provides investigative and inspection
services to most constituent agencies. Several %)oards and bureaus
however, have their own inspectors and investigators.

The Division of Consumer Services is responsible ‘for statew1de
consumer protection activities, which include research and advertising
compliance, representation and intervention, and consumer education
fmd information. This division also ] prepares cOnsumer protectlon legls-
ation.

The department has 1,886.4 personnel-years in the current.year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes’ $156.3 million from various funds, including
reimbursements, for support of the department and its constituent
agencies in 1989-90. This ‘is $6.4 million, or 4.3 percent, more than
estimated expenditures in the current year. '

Of the total expenditures proposed for 1989-90, $20.4 million is for
support of the four divisions. The remaining $135.9 million is for support
of the various boards and bureaus. Table 1 presents the department’s total
expendltures for the pr10r current and budget years.

4—78859
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DEPARTMENT OF CONSUMER AFFAIRS—Continved
- B o Table 1~
Department of Consumer Affairs
- Budget Summary
1987-88 through 1989-80
{dollars in thousands)

Expenditures

Percent

Personnel-Years , Change
Actual - Est. . Prop. Actual  Est. . Prop. From
1987-88 1988-89 1989-90 1987-88 1958-89 1989-90 1988-89

Boards and Bureaus....... Geecie 1L4BLT 01,6272 1,648.6° $109,.947  $131,408 $135959 3.5%
Divisions: ’ : : i
Consumer services........... . 403 388 388 2,134 2,550 2,569 0.7
Administration .................. 125.0 126.3 132.3 6,501 6,855 7,386 . - 17
Investigation .................... 57.7. 608 703 - 3242 3409 4313 265
Technology.......c..ocovvveenins 265 333 395 2,318 3,649 438 2.1
Building and maintenance. ..... — — = 1514 _ 2,039 1,724_ —154
Subtotals, divisions............ (2495) (259.2) . (280.9) ($15,709) ($18,502) ($20,375) - (10.1%)
Totals .oovvvveriniiiiiiiieninenee, 1,701.2 1,8864 - 19295 $125656 $149910 $156,334 4.3%
Funding Sources : e . : R :
General Fund.......... U SR vl 32062 . $2220  $3248 13%
Consumer Affairs Fund ........................ L514 . 2039 1724 —154
Various Special Funds of the Boards and Bureaus................ 119383 143409 - 149,420 42

ROIBBUTSEMENLS 1.+ s eeeeesoeesessesrssssesansesenessn 2607 g2 2942 312

ANALYSIS AND RECOMMENDATIONS
DIVISION OF ADMINISTRATION
Excess Reserve in Consumer Affairs Fund Not Needed - :

We recommend that the Legislature.adopt Budget Bill language
directing the Department of Consumer Affairs, in conjunction with the
Department of .General Services, to transfer $2.5 million from the
Consumer Affairs Fund to the General Fund ($1.7 million) and
various special funds ($800,000) from which rents have been paid to the
department (Item 1655-090-702). _ ' ' ‘

The Department of Consumer Affairs, with the approval :of the
Department of General Services (DGS), leases space in its headquarters
building to several of its constituent agencies ang to other state agencies
(such as the Board of Equalization). Lease revenues are deposited in the
Consumer Affairs Fund to pay expenses for buildings operation, mainte-
nance and repair. ’

Our analysis indicates that the Consumer Affairs Fund will have a
reserve of $4.1 million as of June 30, 1990, after building operation and
minor capital outlay costs totaling $1.8 million are paid. (This reserve
reflects a deletion of $450,000 for major capital outlay per our recommen-
dation [please see analysis of Item 1655-301-702]). This reserve will be
more than adequate to cover total capital improvement expenses of $1.2
million anticipated for 1990-91 and 1991-92. In addition, the amount will
likely continue to grow because annual lease revenues are expected to
exceed maintenance and operating expenses by 8 percent to 12 percent
annually over the next three years.

Consequently, there is no need for maintaining a reserve of the
projecteg magnitude in the fund. Accordingly, we recommend that $2.5
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million be transferred from the fund—including $1.7 million to the
General Fund and $0.8 million to various special funds from which the
rents were paid. This transfer ‘will leave an adequate reserve to cover
anticipated capital improvement expenses for the next two years. The
(fiollowing Budget Bill language would be consistent with our recommen-
ation:

The Department of Consumer Affairs shall transfer by June 30, 1989, $2.5
million from the Consumer Affairs Fund to the General Fund and to the special
funds from which the rents were paid over the past three years, in amounts
determined by the Department of Consumer Affairs and approved by the
Department of General Services. _‘

Departmentwide Automation Project ,

. We recommend that the Legislature adopt supplemental report
language directing the Department of Consumer Affairs to (1) give
priority to the development of an automated enforcement system and
(2) submit quarterly progress reports on the department’s automation
project to the chairpersons of the fiscal committees and the Joint
Legislative Budget Committee (Item 1655-090-702).

In 1985-86, the Legislature approved a department proposal to imple-
ment, in four phases, an advanced computer system to provide increased
data processing services to all of the department’s constituent agencies.

Phase I of the new system to automate the license issuance and renewal
processes was initially scheduled for completion in April 1987. Since
1985-86, a total of $3.5 million has been appropriated for completion and
operation of this phase of the project. However, the most recent estimate
is that Phase I will not bé completed until about April 1989. This two-year
delay resulted from a combination of increased project costs, loss of staff,
and contract approval delays. .

"While Phase I is still being implemented, the department plans to
begin development of Phase II in February 1989. Phase II will automate
the (1) complaint tracking system and (2) license application processing
systern. The planned completion date is June 1990. © '

Our review indicates that automation of the complaint tracking system
is essential for boards and bureaus to implement an effective enforce-
ment program and resolve. consumer complaints on.a timely basis.
Currently, most boards-and bureaus have manual systems and only a few
have automated systems. In general, the existing systems are not capable
of providing effective and timely information to management and to
consumers.

Given the delays experienced in the implementation of Phase I, the
plan to complete both the enforcement and application systems in Phase
II by June 1990 appears optimistic. To the extent the department is
unable to meet the target completion date for both components of Phase
II, we believe that priority should be given to the installation of an
automated enforcement and complaint tracking system. In addition, we
think that the Legislature should be kept informed of the status of this
project given its history of delays. :

~Accordingly, we recommend the Legislature adopt the following
supplemental report language directing the department to give priority
to the automated enforcement system and to submit quarterly progress
reports on this project to the Legislature:

The Department of Consumer Affairs shall give first priority to the develop-

ment and completion of an automated enforcement system in Phase II of the
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DEPARTMENT OF CONSUMER AFFAIRS—Continuved
department’s automation project. The Department of Consumer Affairs also
shall submit to the chairs of the fiscal committees and the Joint Legislative
Budget Committee quarterly reports on the progress of the departmentwide
automation project. These reports shall include: (1) the status of tasks to be
completed in the period, (2) an explanation for deviations from the schedule,
and (3) the resources expended on the project.

BOARDS AND BUREAUS

Our analysis indicates that the proposed 1989-90 budgets for a number
of boards, bureaus; and committees raise no significant fiscal issues that
warrant separate write-ups in this Analysis. Many of these entities have
requested increases that simply offset the effects of inflation on their
current programs. Others have requested additional funding for program
and workload increases which our review shows to be justified. Table 2
displays staffing and expenditures for those boards, bureaus, and commit-
tees whose budgets we recommend be approved as submitted.

Table 2
Department of Consumer Affairs
Boards, Bureaus, and Committees
Recommend Approval as Budgeted
1989-90
{dollars in thousands)

FExpenditures*

Percent
Personnel-Years Change

Actual  Est.  Prop. Actual Est.  Prop. From

Item Number  Description 1987-88 1988-89 1989-9) 1987-88 1988-89 1989-9%0 1988-89
1120-001-704 Board of Accountancy®.................... 36 282 4714 $3678 $4522 $5514  23.3%
1130-004-706 Board of Architectural Examiners.......... 281 307 306 2783 3427 3157 -79
1140-006-001 State Athletic Commission®................ 129 138 138 826 94 947 36
1160-010-713  Board of Barber Examiners........... SR 136 134 129 802 84 900 6.6
1170012773  Board of Behavioral Science Examiners. . ... 216 210 40 1389 194 2174 130
1180-014-717 Cemetery Board ............covvveivenenes 46 44 44 218 %21 38 09

Bureau of Collection and Investigative )

Services: i
1200-016-157  Collection Agencies .............vuveunns 99 131 120 616 807 819 L5
1210-018-769  Private Investigators..................... 468 497 49 396 4494 498 130
1240022738  Board of Cosmetology®.................... 42 45 408 314 3425 3663 69
1260-024-741 Board of Dental Examiners................ 296 - 350 . 336 2503 2911 2907 -0l
1270-026-380 Board of Dental Examiners—Dental

Awdliary ... 96 . .83 80 .65 . 751 762 15
1980-028-325 Bureau of Electronic and Appliance Repair. 147 145 136 L1100 1173 1272 84
1300-030-180 Bureau of Personnel Services®............. 46 44 44 531 464 405 -127

1330-036-750 Board of Funeral Directors and Embalmers. 55 83 82 406 541 539 04
1340-038-205 Board of Registration for Geologists and S

Geophysicists ......c.oovvrirneniiiiiinnns. 42 35 39 28 259 - 260 04
1350-040-001- " State Board of Guide Dogs for the Blind.... 03 05 - .06 a7 4 4 805
1360-042-752 Bureau of Home Furnishings and Thermal

Insulation. .........c.ocviiiiiiniiiiiiinis 206 336 361 2213 2254 2429 18
1370-044-757 Board of Landscape Architects............. 36 35 35 405 451 455 09
1390-047-175  Dispensing Opticians.................. Lo 100100 10 133 189 I3 24
1400-048-108 Acupuncturists..................... PO 54 15 79 £ 526 565 74
1410-050-208 Hearing Aid Dispensers ................... 27 33 33 20 39 29 -32
1420-052-759 Physical Therapy...........c..ooevevnnnn. 33 37 36 B9 400 40 5.0

1430-054-280 Physicians Assistant................ooivin. 37 34 34 315 362 410 113:3
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1440-056-295 Podiatry.............covveviviniiiiininns 39 36 36 65 76 T4 .34
1450-058-310 Psychology ..o, 12 17 81 1033 1162 108 81
1455-059-319 Respiratory Care.............ococoeennns 59 5.7 5.6 557 640 627 -20
1460-060-376 - Speech Pathology and Audiology .......... 31 3l 31 282 954 256 08
1470-062-260 Board of Examiners of Nursing Home - : -

: " Adrministrators .. ..o 3T 44 39 39 34 39 13
1480-064-763 Board of Optometry©...... e 44 5.3 42 406 394 435 104
1490-066-767 Board of Pharmacy........................ 03 38 30 2626 3081 3051 10
1495-067-297 Polygraph Examiners Board................ 15 15 08 4 8 41 -54
1500-068-770 Board of Registration for Professional

Engineers and Land Surveyors............. 20 411 459 334 3648 3788 38

1510-070-761 Board of Registered Nursing............... 515 643 708 5629 - 6658 8130 - 221

1520072771 Certified Shorthand Reporters Board . ...... 31 42 47 . 5% 58 T BT

1530-074-775  Structural Pest Control Board®............. 81 210 29 2135 2104 2936 63

1540-076-406 - Tax Preparers Program.................... 49 52 58 34 82 84 44
" - Board of Examiners in Veterinary Medicine:

1560-078-777 - Veterinarians ............ et 48 47 .53 601 78 819 118
1570-080-118  Animal Health Technicians ....x......... 11 14 14 8 18 105 19
o Board of Vocational Nurse and Psychiatric _ .
N Technician: S . )
1590-082-779 - Vocational Nurse..........c..covvenee. 204 331 349 2214 278 3037 89
1600-084-780 -~ Psychiatric Technician................... 3.6 39 46 516 798 - TIl -109

4 The expenditure amounts include reimbursements.
> The bureau and the boards face potential fund balance problems in 1989-90.
¢ The boards will have large reserves in their funds in 1989-90.

Potential Fund Deficiencies

We recommend -that specified boards and bureaus report to the fiscal
committees by March 31, 1989 on the steps they are laking to ensure
sufficient reserves in their respective funds.

Generally, special funds that derive revenues from licensing activities
should maintain a prudent reserve sufficient to cover any contingencies
and unanticipated reduction in revenue collections. As a general rule, an
amount equal to about three months’ operating expenses (or 25 percent
of annual expenditures) should be maintained. In addition, current law
requires that the Board of Medical Quality Assurance maintain a reserve
equal to four months, or 33 percent, of its annual expenditures. Our
analysis indicates that some of the special funds established for the
various boards and bureaus are likely to have fund balances during
1989-90 that fail to meet these standards.

Table 3
Department of Consumer Affairs
Boards and Bureau With
Potential Fund Deficiencies in 1989-90
(dollars in thousands) _
1989-90 Fund
Balance as

) ’ Proposed a Percent of
Fund Balance Expenditures 1989-90

Item Number  Board/Bureau 1988-89  1989-90 1989-90*  Expenditures®
1120-001-704 Accountancy.................... $1,682 $947 $5,555 170%
1240-022-738  Cosmetology.................... 1,515 819 3,642 225
1300-030-180  Personnel Services.............. 101 2 405 05
1390-046-758 - Medical Quality Assurance..... 4,194 1,385 15,407 9.0

* Expenditures are net of reimbursements.
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Table 3 shows the fund conditions for those boards and bureau that do
not appear to have adequate reserves. These agencies may run into cash
flow problems during the budget year as a result. Thus, the agencies
should determine what steps they need to take to avoid the potential of
such problems. Accordingly, we recornmend that these boards and
bureau report to the fiscal committees by March 31, 1989 on steps they
are taking to assure that the balances in their funds w1ll be sufficient to
meet their cash flow needs during 1989-90.

Fund Reserves Exceeding Statutory Ceiling

We recommend. that the State Athletic Commission (Item 1140-
006-492), the Board of Optometry (Item 1480-064-763), and the Struc-
tural Pest Control Board (Item 1530-074-775) report to the fiscal
committees by March 31, 1989 on their plans for reducing the reserves
in their respective funds to more reasonable levels.

Current law prohibits any agency within the department to have, at
the end of any flscal year, unencumbered reserves in an amount Wthh
exceeds the agency’s operating expenses for the next two fiscal years.
Additionally, agencies must reduce their fees during the following fiscal
year to comply with this requirement. Our analysis indicates that the
following funds will -have reserves on June 30, 1990 whmh exceed
projected disbursements for two years:

o Athletic Commission—the Boxers’ Neurological' Examination Ac-

. count in the General Fund will have an excess reserve of $204,000.

¢ ‘Board of Optometry—the Optometry- Fund- will have an -excess
reserve of $103,000.

o Structural Pest Control Board—the Structural Pest Control Fund will
have an excess reserve of $252,000.

Accordingly, we recommend that the Athletic Comrmss1on the Board
of Optometry and the Structural Pest Control Board report. to the fiscal
committees by March 31, 1989 on their plans for reducing the excessive
reserves in théir funds.

BUREAU OF AUTOMOTIVE REPAIR
Transfer Smog Check Fee Reserve to-General Fund

We recommend that the Legislature adopt Budget Bill language to
transfer 37 million from the Vehicle Inspection and Repair Fund to the
General Fund as of June 30, 1990 because an excessive fund reserve is
not needed (Item 1150-008-421)

Beginning in March 1989, the Bureau of Automotive Repair (BAR) will
increase by $1 the fee it charges for a Smog Check inspection certificate.
Currently, the fee is $5, anc% it is allowe§ statutorily to be raised to a
maximum of $6 (and adjusted for inflation). This fee is paid by motorists
with vehicles registered in nine air quality districts: Los Angeles, Ventura,
San Diego, Fresno, San Francisco, Sacramento, Kern, San Joaquln and
Tulare. Revenues generated comprise about 77 percent of total fevenues
in the Vehicle Inspection and Repair Fund (VIRF).

Our review indicates that with a fee increase the VIRF- will have a
sizeable reserve of $20.2 million as of June 30, 1990. This reserve is equal
to nearly 38 percent of the bureau’s operating costs. In addition, we
estimate that this reserve will likely continue to. grow because. (1)
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projected revenues will exceed proposed expenditures by 19 pércent in
the budget year and (2) the number of certificates sold has grown an
average of 6 percent annually over a three-year period.

We estimate that about $10 ‘miillion of the projected reserve at the end
of the budget year is attributable to revenues generated by the Smog
Check certificate fee paid by the general public. In the past, excess funds
generated by these fees have been transferred into the General Fund. In
fact, the budget proposes a similar transfer (of $10 million) in the current
year. Consequently, to avoid the accumulation of a large reserve in future
years, we recommend that the Legislature adopt Budget Bill language
transferring $7 million from the VIRF to the General Fund as of June 30,
1990. This transfer- would leave a reserve of about $13 million, or 25
percent of the bureau’s operating costs. The following language would be
consistent with this recommendation:

Notwithstanding Section 44061 of the Health and Safety Code, the Office of the

State Controller shall transfer $7 million of reserve funds from the Vehicle

Inspection and Repair Fund to the unappropriated surplus of the General
Fund as of June 30, 1990.

Smog Check Roadside Inspections are Overbudgeted =

We recommend a réduction of $75,000 from the Vehicle Inspection
and Repair Fund to correct for overbudgeted expenditures for random
roadside inspections- (Item 1150-008-421).. - ' SR

The Bureau of Automotive Repair (BAR) conducts random roadside
vehicle smog check inspections ‘in various air quality districts. The
purpose of these inspections is to detect and deter the tampering of smog
equipment on vehicles. The BAR is proposing to: spend. $110,000 to
contract with the California Highway- Patrol (CHP) to eonduct these
inspections in the budget year. . o cr

Our review shows that the requested amount is overbudgeted. Accord-
ing to the CHP, it entered into a contract with the bureau for $22,500 in
1987-88, but no contract has been negotiated for the current year and
none is planned for the budget year. The BAR, on the other hand,
indicates that it plans to contract for $34,000 of CHP services in the
current year. Based on the bureau’s expenditures for CHP services in
prior years, our analysis indicates that $35,000 will be sufficient for
contract services in the budget year rather than the $110,000 proposed by
the bureau. Accordingly, we recommend a reduction of $75,000 from the
Vehicle Inspection and Repair Fund to correct for overbudgeting.
CONTRACTORS’ STATE LICENSE BOARD L
Contractors’ License Fund Reserve Continues to Grow , : :

We recommend that the Legislature adopt Budget Bill language
directing the Contractors’ State License Board to lower its fees in order
that its fund reserve by June 30, 1990 is not more than six motths, or 50
percent, of operating expenses (Item 1230-020-735). :

The ‘Contractors™State License Board (CSLB) is projected to have a
fund reserve of $41.5 million as of June 30; 1990. This is equal to 153
percent of proposed expenditures for the budget year. Table 4 displays
the ‘growth of the reserve from 1985-86 through 1989-90. The table sﬁows
that-annual revenues exceeded costs.from 1985-86 through 1987-88 and
this trend is projected to continue in both the current and budget years.
As a result, the reserve at the end of 1989-90 will be double the amount
at the end of 1985-86. :
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Table 4
Contractors’ State License Board
Contractors’ License Fund -
Growth of Year-End'Reserve
1985-86 through 1989-30
(dollars in millions)

Percent

Change
Actual Est, Prop. From
) ‘ 1985-86  1986-87 1987-88  1988-89  1989-%0  1985-86
Revenue........coovvvvvvvinirnniinnnns $23.3 $245 - $30.7 $32.5 $347 49%
Expenditures.........coocveveenninnnnn 19.1 208 247 296 - 210 41
Year-end reserve............o..oeeeen. 208* 245 309° 338 415 100

Reserve as percent of expenditures...  109% . 117% - 126% 114% 153%

# Includes reserves carried over from 1984-85.
® Includes a $0.4 million adjustment to the 1986-87 year-end reserve.

Based on past experience, we anticipate that the reserve will continue
to grow at about 20 percent annually beyond 1989-90. While special funds
should maintain a prudent reserve, a reserve of over 150 percent of
operating expenses is excessive. In our report Summary of Recommended
Legislation (please see page 7), we recommend that the existing
statutory reserve ceiling be reduced to six months of operating expenses
for .agencies with annual operating expenses exceeding -$1 million.
Consistent with that recommendation, fees charged by the CSLB ought
to ‘be lowered in the budget year in order to reduce the size of the
reserve. Accordingly, we recommend adoption of the followmg Budget
Bill language

"The Contractors’ State License Board shall reduce its fees to levels that result
. in a reserve of no more than six months, or 50 percent, of its annual operating
expenditures by June 30, 1990.

More Staff Needed to Reduce Complmni Backlog

We.recommend that the $878,000 in the Contractors’ License Fund
requested for permanent staff and for contracted arbitration services be
redirected to extend 22 limited-term positions through .the budget year
in order to reduce the Contractors’ State License Board’s complaint
backlog and provide adequate time for the board to assess its long-term
staffing needs (Item 1230-020-735).

In 1987-88, the Contractors’ State Llcense Board (CSLB) was allocated
$1.7 million’ for 24 limited-term positions to address an anticipated
backlog of 12,800 complaints against its licensees. The objective was to
reduce the backlog over a two-year period to a level that leaves an
acceptable inventory of cases.

Table 5 dlsplays the board’s complaint backlog over a ﬁve-year penod
As shown in the table, the board was able to resolve 30,200 complaints in
1987-88—more than the number of complaints received during the year.
As a result, the CSLB reduced the number of complaints pending at year
end by 2,400.
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Table 5
Contractors’ State License Board
* Complaints Pending at Year End.
1985-86 through 1989-90

- Actual Est. - - Prop.
Complaints 1985-86 1986-87 1987-88 1988-89 1989-9%0
Received............coovvvnninn. ST 28,500 27,700 27,800 28,500 28,100
Closed ..o 26,900 26,900 30,200 30,200 98,630
Pending at Year End......................... 12,000 12,800 10,400 8,700 8,170

Staff to Handle Complaints Will Decrease. In 1989-90, the 24 limited-
term positions will expire. Instead of continuing these positions, the
budget requests $878,000 to reduce the backlog by: I
o Converting 10 of the positions to permanent status at a cost of

$497,000. The board projects that the 10 positions would be able to
handle about 1,700 complaints a year. Consequently, the board
anticipates to resolve about 28,600 complaints in 1989-90. ,

o Contracting with an arbitration service to handle 1,000 complaints at
a cost of $381,000. ‘ ‘ ‘

Few Complaints Handled Through Arbitration. Chapter 1311, Stat-
utes of 1987, appropriated $450,000 to the board for the implementation
of an arbitration program, beginning in July 1988. Our review shows that
the ‘board has earmarked $350,000 of that amount to contract for
arbitration services for 1,000 complaints in the current year. However,
only 12 complaints had been submitted for arbitration and about $1,000
had been spent as of November 1988. Based on this level of activity, we
anticipate that at least $330,000 of the appropriation contained in Chapter
1311 would continue to be available to gmd arbitration services for
additional complaints in the budget year. - _

In addition to this large amount, that will be available in 1989-90, the
board is requesting $381,000 to fund arbitration services for another 1,000
complaints. However, based on the low number of complaints handled
through arbitration in the current year, the board’s target is very
optimistic. Instead, we estimate that only about 30 rather than 1,000
complaints would be handled through the proposed arbitration contract
in the budget year. As a consequence, about 28,630 total complaints will
be handled in the budget year by the board’s staff and through arbitration
rather than the 29,600 complairits estimated by the board. This would
result in about 8,170 cases still pendin% at the end of 1989-90.

Our analysis further shows that the board alternatively could increase
the number of complaints it resolves in the budget year by redirecting
the $878,000 requested to extend for one year 22 ‘of the limited-term
positions. Assuming these positions would continue to handle the same
number of complaints as they currently do, approximately 29,100 com-
plaints could be dealt with in the budget year, leaving 7,700 pending cases
at the end of 1989-90. R v

Extending these positions for one more year also would provide the
board with time to complete its-current study to assess its: field office
staffing needs. When this study is completed in September 1989, the
board will be in a better position to determine the extent it should
increase its permanent staff. Accordingly, we recommend that the
$878,000 requested for converting 10 limited-term positions to permanent
and contractual arbitration services be redirected to fund the continua-
tion of 22 limited-term positions for one more year. ‘
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If the Legislature wishes to reduce the complaint backlog even further,
it may choose to extend all 24 limited-term positions in the budget year.
This would require that the board’s budget be augmented by $80,000
from the Contractors’ State License Fund. This increase in funding to
continue the remaining two limited-term positions would result in the
handling of an additional 200 complaints andp would reduce the backlog to
about 7,500 cases at the end of 1989-90 : : .

Enforcemenl Activities in Moreno Vclley

. We recommend that the Legzslature adopt supplemental report
language directing the Contractors’ State License Board to continue the
one_limited-term deputy investigator position at the San Bernardino
district office (Item. 1230-020-735). .

In the 1988 Budget Act, the Legislature adopted supplemental report
language requiring the CSLB to report on its ability to respond in a
timely manner to complaints from the Moreno Valley area in Riverside
County. The language also requires the Legislative:-Analyst to review this
report and make appropriate recommendations- for augmentatlon or
reallocation to the board’s 1989-90 budget.

Report by CSLB. There are two offices in the San Bernardmo District
of CSLB—a district office in Colton in San Bernardino County and a
branch: office in Rancho Mirage in Riverside County. Each office has
three investigators that investigate complamts from Riverside County
The board’s report indicated:

» About 50 percent of all complamts recelved by the dlstrlct ongmated
from Riverside County. Of these, about 38 percent are from the
Moreno Valley and other communities in western Riverside County.

 The median time for closing complaints in the district was 225 days
1r;f11986-87—about 88 days more than the tlme taken by other field
offices

- o In 1987-88, the board added one hmlted term deputy 1nvest1gator

-+ and one permanent consumer service representative to the Colton

office to reduce the district’s complaint backlog. ‘

' Analysts Review. Our review indicates the. followmg

o The delay of two to three months in complaint handling in the
Colton office is due to a backlog in- complaint screening.. This
:function is generally done by consumer services representatives.
e The two positions added in 1987-88 were able to reduce the
~  complaint backlog by about 330: cases. However, the limited-term
investigator position will expire on June 30, 1989 and the board has no
. plan-to maintain that position in the ‘Colton office.
- o While the board recommends relocating the Rancho Mirage office to
an area which is undergoing rapid growth (such as Moreno Valley),
- there is insufficient information to determine at this time whether a
“relocation of the office would enhance the board’s ablhty to handle
complaints.

" Recommendation. Because the board is currently assessing. its staffmg
needs and field office locations, we think that any decision to relocate the
branch office should await the completion of this assessment, due in
“September 1989. However, in ordeér to continue its effort to reduce the
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complaint backlog, the board should maintain its current staffing level.
Thus, consistent with our previous recommendation that the board
extend 22 limited-term positions through the budget year, we recom-
mend that the Legislature adopt the following supplemental report
language to continue the limited-term investigative position in the
Colton office.

The Contractors’ State License Board shall allocate one lumted-term deputy

_investigator to the San Bernardino district office in Colton.

BOARD OF MEDICAL QUALITY ASSURANCE
Physician and Surgeon Incentive Loan Progrcm Sunsetted .

We recommend a reduction of $100,000 from the Contingent Fund of
the Board of Medical Quality Assurance because the Physician and
Surgeon Incentive Loan Program has expzred (Reduce Item 1390-
046-758 by $100,000).

Chapter 1313, Statutes of 1980 (as amended by Ch 1502/85), established
the Physician and Surgeon Incentive Loan program to prov1de loans to
physicians in order to encourage and assist them in starting or expanding
medical practices in geographical areas determined to be deficient in
physician services and primary care specialties. Under the program, the
Board of Medical Quality Assurance (BMQA) was authorized to award
loans totaling $100,000 annually. This program expired January 1, 1989.

As required under the law, we reviewed this program and submitted a

-report to the Legislature on its activities. In our report, we concluded
that the program had a minimal effect on increasing the number of
_physicians in these deficient areas. Consequently, we recommended that
: the program not be extended in its current form.
- According to the ‘Department of Consumer Affairs, however, the
board’s proposed budget contains $100,000 to fund the loan program in
1989-90. Because the program has expired, we recommend that $100,000
be reduced from the Contingent Fund of the Board of Medical Quality
Assurance.

Complaints Not Assigned for investigation

We recommend that the Board of Medical Quality Assurance report
to the fiscal committees by April 15, 1989 on how the board plans to
address the number of unassigned complamt cases in the budget year.

. We further recommend that the Legislature adopt supplemental report
language directing the board to assign and investigate immediately all
cases u)ientzf' ied as having a potentzal for patzent harm (Item 1390-

- 046-758

The Board of Medical Quahty Assurance (BMQA) mvestlgates com-
plaints against physicians and surgeons and various other health practi-
tioners such as podiatrists, psychologists and hearing aid dispensers.
"Currently, BMQA “has 44 investigator and three limited-term assistant
investigator positions to investigate complaints. For 1989-90, the budget
proposes to maintain the same staffing level as in the current year.

The BMQA categorizes complaints according to whether they involve
harm to patients. Those cases "identified as clearly having patient
harm-—such as sexual abuse of patients or cases involving gross negli-
gence on the part of the licensed physicians and other licensed health
practitioners—are assigned to be investigated immediately. However,
our review shows that many cases are not assigned to be investigated
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promptly. These cases include (1) complaints against physicians and
surgeons which have a potential (but not definite) patient harm, (2)
complaints against physicians and surgeons but without patient harm
and (3) complaints against all other non-physician/surgeon licensees
(such as psychologlsts hearing aid dispensers, etc.) w1th or without
potential harm.

Many Cases Unassigned. Our review indicates that, as of December
1988, about 789 complaints had not been assigned for investigation. Chart
1 shows that the length of time these cases remain unassigned varies. Of
the 789 complaints not assigned, 499 (63 percent) are categorized by the
board as complaints against physicians and surgeons having a potential
for patient harm. About 65 percent of these cases with a potential patient
harm have been unasmgnecf for a minimum of three to six months. To the
extent these complaints may involve bodily harm to patients, the delay in
investigation impedes BMQA'’s ability to provide effective and efflc1ent
protection to the public. :

Chart 1

Board of Medical Quallty Assurance
Length of Time Complaints Have Been Unassigned
For Investigation

'} December 1988 Comlaint | t bhysici g
NUMBER O : _Complaints against physician
COMPLANTS | surgeons: _

180 - Il With potential harm
1860 4 Without potential harm
140 - Complaints against all other
licensees:

120 1 D With or without potential
100 . harm

80+

604

401 =

204

6109 .. 9to12 Over 1
months months year

3106
months

Up o 3
months

Unassigned Cases an Ongoing Problem. Our review further shows
that the number of unassigned cases will ‘continue to be high inthe
budget year. This is because BMQA anticipates that, of the projected
2,900 new investigative cases, about 652 to 800 cases will be- unassigned by
year-end

Because a majority of these cases may have a potential for physical
harm to the public, a significant delay in investigating these cases is
undesirable and inconsistent with the board’s stated mission. As the board
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is not requesting additional staff in the budget year, it is not clear how it
intends to reduce the delay in investigatin‘% complaint cases. Therefore,
we recommend that BMQA report to the fiscal committees by April 15,

1989 on how it plans to address the grojected number of unassigned cases

in 1989-90. In order that the board places high priority on those cases with
a (fotential for patient harm, we further recommend that the Legislature
adopt the following supplemental report language directing BMQA to
first assign and investigate all cases identified as having that potential:
The Board of Medical Quality Assurance shall first assign and investigate
gnmediately all cases that are categorized as having a potential for patient
arm.

State and Consumer Services Agency .
DEPARTMENT OF FAIR EMPLOYMENT AND HOUSING

Item 1700 from the General

Fund and Federal Trust Fund - Budget p. SCS 94
Requested 1989-90.......o.mveervererroerrse ceese oo $13,187,000
Estimated 1988-89 .........coenreirereererrrennisrerstsseiorensnssessssosssssnes 12,506,000
ACEUAL 18687 +.eooeveeereeeeeseeeeeessssesssseseeessssssssssmsesesessssssssneeseessesss 12,591,000

Requested increase (excluding amount
for salary increases) $681,000 (4-5.4 percent)
Total recommended redUCHION.......vcveveiienvireeeeeeesteeee e None

1989-90 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount
1700-001-001 General $11,108,000
1700-001-890 Federal Trust 2,066,000
Reimbursements 13,000

Total $13,187,000

GENERAL PROGRAM STATEMENT '

The Department of Fair Employment and Housing (DFEH) enforces
laws which promote equal opportunity in housing, employment, and
public accommodations. These laws prohibit discrimination on the basis
of race, religion, creed, color, national origin, ancestry, sex, marital status,
physical handicap, medical condition, and age. ‘

_ The department consists of two divisions:
e The Enforcement Division is responsible for investigating and
enforcing the state’s antidiscrimination statutes relating to employ-
ment, housing, and public accommodations.

o The Administrative Services Division provides administrative sup-
port to the department, including accounting, budget, personnel,
contract compliance and legal services. This division is also respon-
sible for the development of policy, educational programs, and
legislative affairs. . : )

The department has 240 personnel-years in the current year.
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ANALYSIS AND RECOMMENDATIONS
We recommend approval.

The budget proposes total expenditures of $13.2 million for support of
the DFEH in 1989-90. This is $681 000, or 5.4 percent, above estimated
current-year expenditures. This increase primarily is due to the salary
adjustment granted state employees in the current year. It also reflects:
(1) "an increase of two positions for $105,000 to process increased
discrimination complaints and (2) a decrease of $97,000 due to an
increase in estimated salary savings.

The budget requests an appropriation from the General Fund of $11.1
million, or 6.5 percent above estimated current-year General Fund
expendltures Reimbursements are proposed at $13,000, and federal
sggg%rt is proposed at $2.1 million — the same amounts estimated for
1 9

Table 1
Department of Fair Employment and Housing
Budget Summary i
1987-88 through 1989-90
(dollars in thousands) -

Expenditures .
- ~Percent
Personnel-Years " . Change
' Actual Estimated Broposed Actual Estimated Proposed From
Program 1987-88 1988-89  1989-90 1987-88 - 1988-89 1989-90 1988-89
Enforcement...................... 201.6 204.0 2000 ~ $10,702 $10,630 $1L167 51%
Administrative services........... 350 360 360 1,889 ~ 1876 . - 2020 7.7
Totals.......oocovvrieenninnennns 236.6 2400 2360 $12391 $12,506 $13,187 54%
Funding Source . . o .
General Fund ......................cccoeinn.. e i $10511 810427 $11,108  65%
Federal Trust Fund .............cociiiniiiiiiiiiiiiiiiiins 2062 2066 2066 —

Reimbursements.............ccccveiiiiiiiiiiiiiiiii e 18 13 3 =

* Not a meaningful figure.

Table 1 shows that General Fund appropriations finance approximately
84 percent of the department’s expenditures, while federal funds support
about 16 percent. Federal support of the state s antidiscrimination
act1v1ty in employment is linked to an ongoing “work-sharing agree-
ment” between DFEH and the federal Equal Employment Opportunity
Commission (EEOC). Under this agreement, the federal government
reimburses DFEH for processing cases which, although filed with the
state, are subject to the jurisdiction of EEOC. The reimbursement covers
only ‘those cases which are filed pursuant to federal law. In 1988-89 the
reimbursement rate is $400 per EEOC case. The DFEH antlclpates $1.9
million from the EEOC in 1989-90. :

Under similar terms, the department also maintains a work: sharing
agreement with the federal Department of Housing and Urban Devel-
opment - (HUD) for enforcement of fair housing standards. Prior to
1987-88, HUD provided reimbursements for housing-related enforcement
at the rate of $600 per case. Currently, HUD provides a lump sum award
based on the prior year’s workload. The amount of the award for federal
fiscal year 1989 is .$211,000. .
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Our analysis indicates that. the expendltures proposed for DFEH are
appropriate. )

. State and Consumer Services Agency
FAIR EMPLOYMENT AND HOU’S»IN‘_G-COMMISSION

Item 1705 from the General

Fund o " Budget p. SCS 96
Requested-'1989-90.........................................l...;‘-;.f......‘....' ...... vt $713,000
Estimated 1988-89 : “ - 851,000
Actual 1987-88.......cccoerevreerereennniion feererenereniitonensineiania it aseesens - 789,000

Requested decrease (excluding amount ' :

for salary increases) $138,000 (—16 percent)
Total recommended reduction........c.ceeeeinns RN . None
‘ ‘ » - Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS - page

1 Staffing Reductions. Recommend that the Department of 102
Finance and the commission advise the fiscal committees
during budget hearings on: (a) how the commission can
~accommodate its workload with reduced staff and (b) how it
w1]l meet its statutory mandates.

GENERAI. PROGRAM STATEMENT

The Fair Employment and Housing Commission (F EHC) establishes
overall policies for implementing the state’s antidiscrimination statutes.
State law prohibits discrimination in employment, housing, and public

d) tions ‘on the basis of race, religion, creed, color, national
or1§1n ancestry, sex, marital status, physical handicap, medical condition
age...

"The commission -is composed of seven members appointed by the
Governor to four-year terms. The FEHC’s primary responsibility is to
hear formal accusations issued by the Department of Fair Employment
and Housing against a party alleged to have committed unlawful
discrimination, and to issue decisions in these cases. The FEHC also: (1)
assists the Attorney General when commission decisions are appealed to
the superior and appellate courts, (2) conducts fact-finding hearings on
selected matters involving illegal dlscrlmmatory activity, (3) promulgates
regulations and standards to implement the state’s antidiscrimihation
statutes, and (4) prepares and submlts legal briefs in cases involving
issues related to the commission’s Jurlsdlctlon

The commission has 12.5 personnel-years in the current year.

OVERVIEW OF THE BUDGET

The budget proposes an appropnatlon of $713,000 from the General
Fund to support the FEHC in 1989-90. This is a net decrease of $138,000,
or 16 percent, below estimated current-year expenditures. The decrease
reflects the phaseout of four positions for a savings of $171,000 in 1989-90.
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FAIR EMPLOYMENT AND HOUSING COMMISSION—Continued
ANALYSIS AND RECOMMENDATIONS

Proposed Staff Reduction

We recommend that the Department of Finance and the commission,
durmg budget hearings, advise the fiscal committees on (1) how the
commission can accommodate its workload with reduced staff and (2)
how it will meet its statutory mandates.

The budget proposes to eliminate four of the commission’s existing 12.5
positions for an annual savings of $236,000 to the General Fund. This
reduction would be phased in“over a two-year period: 2.7 positions and
$171,000 in 1989-90, and an additional 1.3 positions and $65,000 in 1990- 91

‘These include three attorneys and one clerical staff position.

‘The budget justifies the reduction on the basis that (1) the commis-
sion’s workload has declined and (2) the commission.is inappropriately
rewriting decisions proposed _:by'administrative law judges acting on its
behalf. Reducing the commission’s staff is expected to eliminate the

rewrites. Our review indicates that this justification is flawed in two

respects.

First, the commission indicates that. its workload is increasing—not
decreasmg While the number of decisions annually rendered by the
commission in recent years has decreased slightly, its other workload has
remained constant. The commission indicates that the decrease is
temporary and that it will review s1gn1ﬁcantly more cases in 1989-90 than
it has in recent years. This appears to be supported by an increase in the
number of complaints received by the Department of Fair Employment
and Housmg, some portion of which will be substantlated and passed to
the commission for resolution.

- Second, the proposal incorrectly assumes that the commission should
not rewrite decisions proposed by administrative law judges. Our review
indicates that the commission is statutorily responsible for doing so if it
disagrees with-the proposed decision. It appears that the commission, in
the absence of its own staff, could send proposed decisions back to the
administrative law judges for a rewrite, but, it is not* clear that the
proposal allows for this alternative. Absent such an alternative, the

. commission would not be able to meet its statutory obligations.

Consequently, we recommend that the Department of Finance and
the commission advise the fiscal committees during budget hearings on:
(1) how the commission can accommodate its workload with reduced

“staffand (2) how it will meet its statutory mandate to resolve housing and

employment discrimination cases.
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State and Consumer Serwces Agency _
OFFICE OF THE STATE FIRE MARSHAL

Item 1710 from the General - ‘
Fund and various funds Budget p. SCS 98

Requested 1989-90 ...o.vvvvoerrersmrsersnrsneen S e $11,402,000
Estimated 1988-89 ......ccooviveevieenecernienreeeenans riieieeeererenneseaiataies 11,080,000
SACEIAL LO8T-88. ..cviviviiiiicisistieesenseesersossesssssssessesssisssessonsesssses i 10,093,000

. Requested increase . (excluding amount
for salary increases) $322,000 (+2.9 percent) » o
Total recommended reduction .........ivvmnniisiiens None

1989-90 FUNDING BY ITEM AND SOURCE

Item—Description ’ - Fund Amount
1710-001-001—Support Generil ‘ ..$4,603,000
1710-001-198—Support _ _ California Fire and Arson 1,385,000
; o Training
1710-001-199—Support California Fireworks Licensing 271,000
1710-001-209—Support : Hazardous Liquid Pipeline . 1,095,000
) . Safety .
1710-001-890—Support ‘ Federal Trust 120,000
Reimbursements - 3,928,000

Total . . : © $11,402,000

GENERAL PROGRAM STATEMENT

The Office of the State Fire Marshal is responsible for protecting hfe
and property from fire: It does this by:

. e Developing, maintaining and enforcing safety standards for all
. state-owned/occupied structures, all educational and institutional
facilities, public assembly facﬂltles organized camps, and buildings
- over75 feet in height.
¢ Developing, maintaining and enforcing controls for portable fire
extinguishers, automatic fire extinguishing systems, explosives, fire-
works, decorative materials, fabrlcs wearmg apparel and hazardous
liquid p1pehnes
o Training and certifying fire service personnel for hre flghtmg, fire
prevention and arson investigation activities.

The office has 167.4 personnel-years in the current year."

OVERVIEW OF THE BUDGET REQUEST

‘The budget requests $11.4 million for support of the Office of the State
Fire Marshal in 1989-90. This is an increase of $322,000, or 2.9 percent,
above estimated cutrent-year expenditures. The 51gn1f1cant change in the
office budget for 1989-90 is an increase of $208,000 (2.8 personnel-years)
from reimbursements by the Office of the State Architect to meet an
increase in school plan checkmg workload

ANAI.YSIS AND RECOMMENDATIONS
We recommend approval.
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OFFICE OF THE STATE FIRE MARSHAL—Continued

The proposed budget is consistent w1th the ofﬁce s mission and appears
reasonable. :

FRANCHISE TAX BOARD

Item 1730 from the General - o o
- Fund and various funds . Budget 'p.: SCS 102

Requested 1989-90 ...........cceeeennnie O SRS ' $184,534,000
Estimated 1988-89 .......cccooveienneennnnnns veseseersasresesesiessensensniseneons 167,745,000

CACtAl 1987-88 ..iuoirerieeiinniernnreteiorneivrenisnssennenad ivereersessstenisneerans 153,551,000
Requested increase (excluding amount . :
for salary increases) $16,789,000 (+10 percent) . I
Total recommended reduCHON ...........oeeeeeereeereeesereeesreseeseseenes 4,844,000

1989-90 FUNDING BY ITEM AND SOURCE

Item—Description Fund “ ¢ Amount

1730-001-001—Support "= General $175,454,000
8640-001-001—Support co General (Political Reform Act) - = - ", 136,000
1730-001-200—Support Fish and Game Preservation 21,000
1730-001-800—Support U.S. Olympic Committee 19,000
~1730-001-803—Support SR State Children’s Trust - e 20,000
1730-001-823—Support California Alzheimer’s Disease . 29,000
and Related Dlsorders '
. : . Research :
1730-001-905—Support California Election Campalgn . 17,000
1730-001-983—Support . \ California Seniors 18,000
Statutory Appropriation—Support Delinquent Tax Collection 5,303,000
Statutory Appropriation—Support Vietnam Veterans’ Memorlal - 27,000
a ' ‘ ' Account :
Reimbursements — . 2,490,000
Total "+~ T e : $184,534,000
B . Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS .. bage

1. Audit and Collections Programs. Reduce Item 1730-001-001 . 108
by $4 million. Recommend reduction of $4 million and 120 -
personnel-years from the General Fund because the work-
loads at issue have previously been funded by the Leglsla-
ture. NS

9. Water’s-Edge Audits. Reduce Item 1730-001-001 by $6‘50000 110

. Recommend deletion of $650,000 and 15 personnel—years

. from the General Fund because the hiring of water’s-edge
~auditors is remature and the hiring of ad(itlonal legal staff

. is not justifie

3. Processing Workload Reduce ~Item 1730-001-001 by 112
$194,000. Recommend reduction of $194,000 and 10.6
personnel-years due to revised estimates of :the number of - .
income tax returns to be processed. .
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GENERAL PROGRAM STATEMENT

The Franchise Tax Board (FTB) is responS1b1e for admlmstermg
California’s Personal Income Tax (PIT), Bank and Corporation (B&C)
tax, Senior Citizens’ Property Tax Asmstance Program, and the Political
Reform Act audit program.

The PIT and B&C tax programs administered by the board account for
nearly 57 percent of total General Fund revenues. In 1989-90, these
programs are projected to produce revenues of $22 billion, 1nclud1ng
$16.4 billion from the PIT and $5.6 billion from the B&C tax. Approxi-
mately $19.9 billion of these revenues are accounted for by voluntary
self-assessments by taxpayers, while the remaining $2.1 billion will be
raised from assessments issued by the board’s audit, collections and filing
enforcement programs.

The board consists of the Director of Finance, the chairman of the State
Board of Equalization and the State Controller. An executive officer is
charged with administering the FTB’s day-to-day operations, subject to
supervision and direction from the board. The FIB has 3, 604 personnel-
years in the current year: .

OVERVIEW OF THE BUDGET REQUEST

- Total expendltures by the FTB are proposed at $184.5 million for the
budget year, which is $16.8 million, or 10 percent, more than estimated
current-year expenditures. The budget request includes funding for 3,850
personnel-years in 1989-90. This is 246 personnel-years (6.8 percent) more
than is estimated for the current year.

The budget proposes an appropriation of $175.5° m11hon from the
General Fund, which is an increase of $16.6 million, or 10 percent, over
estimated General Fund expenditures for the current year.

During 1989-90, the board also expects to receive $2.5 million  in
reimbursements from other agencies, $1.1 million as a transfer from the
Political Reform Act (Item 8640), $5.3 million from the Delinquent Tax
Collection Fund, and $151,000 from various special funds.

Table 1 summarizes the level of expenditure and personnel-years for
each of FTB’s major programs in the prior, current and budget years.

Expenditures by Program. As Table 1 shows, the PIT program
accounts for the largest single portion of the board’s budget (70 percent
of the total budget request). Most of the remaining expenditures are
attributable to the B&C tax program (27 percent). The FTB’s activities
under the. Political Reform Act (PRA) and Homeowners and Renters
Ass1stance &HRA) %ams account_ for a relatively small amount (2
percent) of its total budget. In addition to the funding for these
mandated programs, a portion of the FTB budget (1 percent) is used for
su port of services which the board prov1des on a contractual basis to

ler agencies. | . :
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FRANCHISE TAX BOARD—Continved
- Table 1
Franchise Tax Board
Budget Summary
1987-88 through 1989-90 -
(dollars in thousands)

Expenditures
: . Percent
Personnel-Years : Change
Actual — Est. Prop.  Actual . Est. Prop.  from
Program 1987-88 1988-89 1989-9%0 1987-88 - 1988-89 1989-90 1958-89
Personal Income Tax.............. 2,143 2,365 2,568  $105,871 $115892 $128,428 = 10.6%
Bank & Corporation Tax.......... 765 887 932 42241 46533 50,662 94
Homeowners and Renters . ’

Assistance ... ..ol 38 38 36 ~ 2,016 1,886 1874 -06
Political Reform Act............... 2 17 17 1,178 1,088 1,136 44
Contract Work ........c...cenee. 38 47 47 2,245 2346 . 2434 . 38
Administration (Distributed) ..... 49 250 250 - (1,346) (1L685) (1238) 60

TotalS.....cvovviererersieneenn, 3248 3604 3850 $153551 $I67.745 $184534  100%
Funding Sources s
General Fund ................... .. 3183 3523 3769 8150106 $158885 $175454 104%
Reimbursements................... 38 47 47 2323 2402 2490 - 37
Political Reform Act (General : .

Fund)......................... 22 S 17 17 1063 - 1088 1,136 44
Delinguent Tax Collection Fund . - 10 10 —- 5229 5303 14
Fish and Game Fund. ............. 1 1 1 10 19 21 105
Vietnam Veterans’ Memorial v s

Account......... e 1 1 1 10 2% 27 38
US. Olympic Committee Fund ... 1 1 1 5 18 19 56
State Children’s Trust Fund ...... 1 1 1 10 19 2 5.3
California Alzheimer’s Disease ’ ’

and Related Disorders : o ‘ .

Research Fund................ 1 1 1 12 C % 29 - 115
Federal Trust Fund. ............... — _—— 1 — — L—
California Election Campaign c

Fund....... e, - 1 1 4 - 16 17 63
California Seniors Fund .......... - 1 1 7 17 . 18.. 59

Source of Funds. Table 1 also shows that nearly all of the FTB budget
(about 95 percent) is supported directly from the Geéneral Fund. These
funds are used for the PIT, B&C and HRA programs. The PIT program
also receives support from the Delinquent Tax Collection Fund ($5.3
million) -which finances an enforcement program that assigns PIT
collection accounts to private collection agencies. The Delinquent Tax
Collection Fund is supported by the delinquent taxes actually collected
by the agencies. ‘ ' ‘

The funding for the board’s PRA audit program is provided under a
separate budget item (Item 8640). Expengitures for contract work are
financed by reimbursements charged to other government agencies.

In addition, the FTB budget includes funding from the California
Election Campaign Fund, the U.S. Olympic Committee Fund, and
related funds which are provided to the board in order to cover its costs
of processing voluntary contributions made by taxpayers to special
programs supported by these funds.

General Fund Expenditures. Table 2 shows how much the FTB plans
to spend from the General Fund for various functions.
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Table 2
Franchise Tax Board
Program Functions Supported by the General Fund ®

T i 1989-90
{(dollars in thousands)
- PIT Program B ¢ C Program HRA Program Total
‘Budgeted " Budgeted Budgeted Budgeted
- Fxpendi-  Percent” Expendi- Percent  Expendi-  Percent Expendi-  Percent
Function o tures of Totel tures  of Total  tures  of Total” " limes” of Total
Processing/Taxpayer e
Assistance ............... $47,476 386% $10,946 216% $1,874 1000% = $60,296 34.4%
Audit. oo 33,933 216 26,354 520 - - 60,287 343
Collections...............: .. 31910 %9 11,051 - 218 - — o 42961 . 45
Filing Enforcement.......:... 9655 79 9% - 20 — — 10,651 61
Exempt Corporations......... - —_ 1,315 26 - — 1315 07
Administration (Distributed).. (8754 _ — (3% _— (40 _— - _(gUn —
Totals.......coovvvnivnnenns $122974  1000% $50662  1000%  $1,874 100.0% $175,510vb 100.0%
Percent of General Fund v » o
- Expenditures............ 700% e 289% L% - 100.0%

* Exclusive of Political Reform Act activities. v o
b This amount is $56,000 higher than the General Fund appropriation ($175,454,000) because it reflects
$56,000 in reimbursements from the contract work program for general administrative expenses.

About two-thirds of the board’s General Fund budget is for two FTB
funetions — processing and auditing tax returns. As Table 2 shows, 34
percent of the FTB’s total General Fund budget is for return processing
and taxpayer assistance and 34 percent is for audits. About 25 percent is
for collecting delinquent taxes (collections function) and 6 percent is for
programs to make sure that individuals and businesses file tax returns
(filing enforcement). o ' ;

Proposed Changes to the Budget. Table 3 identifies the changes that
account for the proposed increase of $16.8 million in the FTB’s budget. It
shows $16.5 million in program and workload adjustments, in addition to
about $300,000 in increased baseline expenditures. The relatively minor
net baseline adjustment is primarily the result of increased baseline costs
related to salary increases, merit salary adjustments, and price increases

$7.8 million), offset by baseline reductions associated with the funding of
the board’s current-year deficiency ($7 million). For purposes of this
table, we have reflected $1.2 million of the proposed increase in audit
funding as the cost of merit salary adjustments, in order to reflect the
actual purpose and ultimate use of these funds.
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FRANCHISE TAX BOARD—Continued
Table 3 .

Franchise Tax Board
Proposed 1989-90 Budget Changes
(dollars in thousands)

. - Reimbursements,
‘ General - Transfers, and
. : . . _ Fund Special Funds Total
1988-89 Expenditures (Revised)..........c...c..t. $158,885 % $8,860 $167,745 .
Baseline Adjustments: .
Current-Year Deficiencies: - . :
Return processing.........oocovvivivninennnes —4,923 . — ‘ —4,923
Audit workplan.................co - —1,261 ) — —1,261
-~ Research activities ................... SUTTON -840 — -~ —840
Personal Services: . Lo
Salary inerease ...........cviviiveeneinennnnns . 5748 135 ¢ : 5,883
Merit salary adjustment ....................... 1,156 - — 1,156
One-time COStS...........ocoiiiiiiiiiininninnnns 753 38 =191
Price inCrease.........vovvvvvvnveennereieninnennn 682 123 © 805
Property tax adjustment ........................ 295 — 295
Subtotals, Baseline Adjustments................. ($104) ($220) ) ($324)
Workload Adjustments: ) . ) B . .
Return processing and taxpayer assistance..... 6,402 o —_ - 6402
Program Changes: . .
Audit workplan.................. e, i 4,594 - — 4,594
Enforcement workplan. ...................e 4521 —_ S 4,591
Research activities...............ccooviieinesins 948 - 948
Subtotals, Program Changes ............... et T (810,063) R =) : ($10;063)
1989-90 Budget Request . $175454 - $9080 $184,534
Change from 1988-89: . ' ] o
AMOUNE....o.oviiiitiiiiiiiiiiv e naraenns $16,569 $220 - $16,789

Percent e e s 10.4% 25% ' 7 710.0%

a Excludes amount funded under the Pohtxcal Reform Act ($1, 088000) ThlS fundmg is reﬂected as a
transfer.

ANALYSIS AND RECOMMENDATIONS

We recommend approval of the following proposed budget change
which is not discussed elsewhere in this analysis:

"o A General Furd increase of $948,000 to augment the FTB’s research
staff. This augmentation will enhance the board’s revenue-estimating
capabilities and finance various studies including a detailed review of
recent capital gains activity.

Audit and Collections “Augmentations” Fund the Board's Redirections

We recommend that the board’s budget requests for additional audit
and collections personnel be reduced by $4 million and 120 personnel-
zears because the Legislature has already provided funding to the

o%d t)o handle these workloads. (Reduce Item 1730-001-001 by $4
million

The FTB’s budget requests a total of $10.3 million from the General
Fund to augment its audit and collections programs by 163 and 117
personnel-years, respectively. The board also received $1.3 million in
current-year deficiency funding for its audit and collections programs.
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Included in its budget-year request is $4 million to finance 74 personnel-
years for the board’s audit workplan, and 46 personnel-years for FTB’s
collections workplan. The budget requests also fund workload related to
“water’s-edge” audits (see issu¢ below), a shift in workload from the

board’s self-assessment division to its collections program, and the board’s
. budgeét-year costs for merit salary adjustments. ,

Our review of the FTB’s budget requests for its audit and collections
workplans has raised significant coricerns. Our analysis indicates that for
the budget year, the board has redirected approximately 200,000 staff
hours (114 personnel-years) previously authorized by the Legislature for
the FTB’s audit and collections workplans to other “mandatory” func-
tions both within the audit and collections programs, and to programs
outside these units. ' ‘

Specifically, the board indicates that these hours have been used to staff
the testing and implementation of its taxpayer information automation
system (33 personnel-years), additional audit staff training (22 personnel-
years), workload processing (22 personnel-years), audit program admin-
istration (19 personnel-years), water’s-edge audit program development
. (13 personnel-years), and various other functions outside the audit and
collections programs (5 personnel-years). Only a very limited portion of
these activities are revenue producing. _ »

. Table 4 illustrates ‘the number of audit and collections staff hours
previously funded, the total hours redirected, and the additional number
of direct staff hours requested for the budget year.

Table 4

" Franchise Tax Board
Direct Audit and Collections Staff Hours
Administratively Redirected

1989-90 . .
Collections Audit . Totals
Total direct hours proposed in 1989-90
workplan.............coo 433,461 556,056 989,517
Direct hours funded in the 1988-89 o
_ budget......copiiiiniiieienanns 468,519 542,991 1,010,810
" Direct hours administratively v
" redirected...........eeeenee. . —105,739 —96,023 —201,762
Direct hours available for 1989-90 . )
workplans PRI 362,780 446,268 809,048
Additional direct hours proposed in _
. 1989-90 budget .......... FUTTR 70,681 109,788 180,469

As the table indicates, the board. requests about 180,000 additional
direct staff hours, plus support staff, to perform an audit and collections
-workload which is projected to be 21,000 direct audit and collections
hours less than the level of current-year workloads funded by the
Legislature in the 1988 Budget Act (1,010,810 hours versus 989,517 hours).
-.Given this projected decline in workload and the level of resources the
Legislature has previously provided to the board for these specific
purposes, any further program augmentations generate significant bud-
get policy concerns. ‘ _
~Magnitude of redirection circumvenits legislative oversight. The
Legislature has traditionally funded the board’s audit and collections
programs to the point where incremental program costs generate
incremental revenues in a ratio of $1 to $5. Legislative approval of
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additional audit and collections resources has been made on the presump-
tion that these funds would be expended in revenue-producing functions.
Instead, the board has elected to redirect approximately 20 percent of its
available audit and collections staff hours to other functions — functions
for which the funding has not been subject to legislative review, and that
generally are not revenue producing. Such significarit shifts of resources
away from authorized programs circumvent the Legislature’s efforts at
budget oversight and restrict its ability to prioritize spending across all
state programs. _

In addition, these shifts have occurred despite $7 million in current-
year deficiency funds provided to the board for mandatory activities, and
a $6.4 million augmentation which will fully fund FTB’s mandatory
functions associated with workload growth in the budget year. ‘

Therefore, at this time, given that the Legislature has already approved
staffing levels and corresponding funding in excess of the auci)it and
collections workload levels anticipated for the budget year, we see no
reason to augment these programs further. Accordingly, we recommend
that the audit and collections budget requests be reduced by a total of 120
personnel-years, and $4 million from the General Fund. While the
activities funded by the board’s redirections may be of high priority to
the FTB, this shifting of resources has been undertaken without appro-
priate legislative review. '

Water's-Edge Audit Implementation Plan Needs Refinement

We recommend that the board’s. request related to the implementa-
tion of its water’s-edge audit plan be reduced by $650,000 and 15
personnel-years because the request for audit personnel is premature
and the legal staff augmentation ‘is not justified. (Reduce Item 1730-
001-001 by $650,000).

Chapter 660, Statutes of 1986 (SB 85) substantially revised California’s
“unitary” method of apportioning the income of multinational corpora-
tions for purposes of determining their bank and corporation tax
liabilities. The changes made by Chapter 660 in the unitary method
generally allow multinational corporations to elect to exclude the income
and apportionment factors associated with their foreign operations in
determining their taxable income under the unitary method. This is
generally referred to as corporations making the “water’s-edge” election.

The auditing of corporations which make the water’s-edge election can
be significantly more complicated than the “traditional” audit of multi-
national corporations. While maintaining the complexities of world-wide
combined reporting, the water’s-edge rules give rise to a host of difficult
new audit issues. The most important and complex of these new issues is
the proper pricing of intercompany sales of goods. Additional issues
involve foreign' subsidiary dividends, interest expenses incurred -on
foreign investments, the calculation of water’s-edge election fees, and the
review of domestic disclosure spreadsheets. :

Under the provisions of Chapter 660, corporations may first make the
water’s-edge election for tax years beginning on or after January 1, 1988,
Given the usual time frame for filing corporate tax returns and FTB’s
normal audit cycle, this means that the first year in which significant
water’s-edge audit activity will take place will be 1991-92. However, the
complexity of the new issues involved, and the fact that no comparable
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program exists in other states or at the federal level, means that the board
must take certain steps in advance of the first water’s-edge audits to
develop the program capacity to perform these functions.

The board’s implementation plan. The FTB proposes a three-year
plan for developing the required water’s-edge audit capacity. This plan
calls for the addition of a total of 95 positions, 35 of which would be added
in the budget year, 23 positions in 1990-91, and 37 positions in 1991-92.

The board’s 35 positions proposed for the budget year consist of (1) 12
positions plus support staff for continued development of the water’s-
edge audit program, (2) eight new audit positions plus support staff for
the board’s international audit program, and (3) two attorney positions
plus support staff primarily for “implementing water’s-edge legislation.”
We recommend approval of the first component of FTB’s proposal
consisting of 12 positions plus support staff. We have several concerns
regarding the proposed new auditor and legal support positions.

Training of new auditors premature. The FTB proposes to add eight
new audit positions plus support staff to its international audit program in
order to begin “staﬂging up” for anticipated water’s-edge audit workload
which essentially begins in 1991-92. It is the board’s intention to. use this
personnel for “simple” audits initially, and then gradually increase the
complexity of their workload so that this staff is prepared by 1991-92 to
perform more complex water’s-edge audits. The proposed hiring of audit
staff directly into the international audit program is in contrast with the
board’s normal audit program policy of placing new hires in the personal
income. tax audit program where they gain their initial experience, and
then transferring successful auditors into the more complex corporate
audit program. Experienced audit staff in the corporate unit are gener-
ally the pool of personnel from which the international audit program
obtains its staff.

We believe that the hiring of new. audit staff into the international
audit unit is premature at this time, because there will be no significant
water’s-edge related audit work to perform in the budget year. The FTB
already has a substantial number of experienced professional audit staff
available to fulfill this staffing need. For 1989-90, the board’s budget
proposes funding for over 450 personnel-years devoted to FTB’s corpo-
rate audit program. If in 1990-91 the Legislature determinés that
additional water’s-edge audit positions are justified, the required person-
nel could be recruited’ from the corporate audit program, with the
transferred staff then replaced by new corporate auditors.

In addition, we believe that the hiring of any further audit personnel
into the international audit program is premature to the extent that
significant uncertainty exists as to the level of water’s-edge audits which
will be required. The board’s implementation plan and its staffing request
assumes that over 1,000 California corporations will make the water’s-
edge election for the 1988 income year. However, a significant number of
final corporate returns for the 1988 income year will not be filed until
October 1989. Until these returns are filed, the board will have no reliable
data upon which to base its workload estimates. Given that the board
already has sufficient - institutional capacity to provide experienced
auditors to the water’s-edge audit program, we believe that the more
prudent budget course would be to eliminate the funding of new auditors
in the budget year, and instead assess again the board’s direct audit
workload requirements in the 1990-91 budget. At that time, the board
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should have a more reliable estimate of water’s-edge workload require-
ments, as well as the benefit of further program development efforts.

Legal staff augmentation not justified. The board proposes to aug-
ment its legal staff by two attorney positions plus support personnel to
assist in the further development of water’s-edge tax policy, review
training materials, provide support to audit staff during water’s-edge
audits, and to respond to water’s-edge audit protests.

We acknowledge that enactment of Chapter 660, as well as recently
enacted water’s-edge clean-up legislation, Ch 989/88, has involved signif-
icant resource commitinents by the legal staff of FTB. In addition,
substantial staff time during the current and prior fiscal years was
devoted to the development of the recently published regulations which
implement the water’s-edge legislation. However, it appears that the
board’s legal workload associated with this issue has already peaked. We
anticipate that legal workload related to new water’s-edge legislation, or
the refinement of existing water’s-edge regulations, will require Jess legal
staff time in the budget-year than has been expended during the past two
years on the basis ofg previous activity. , ' o

Also,"we note that any significant audit support ‘activities or' protest
workload associated with the water’s-edge program should riot occur for
several years until water’s-edge audits actually take place, and related
audit adjustments are proposed. Accordingly, additional legal resources
related to the water’s-edge program are not justified at this time:

Therefore, we recommend that the board’s request for implementation
of the water’s-edge audit program be reduced by 15 personnel-years and
$650,000 from the General Fund. This reduction will prevent the
premature hiring of certain audit personnel, and eliminate unjustified
additional legal staff, -

Revised Estimates Indicate Lower Woirkload Growth
We recommend a reduction of $194,000 and 10.6 personnel-years due
to. revised projections of the number of tax returns to be processed.
(Reduce Item 1730-001-001 by $194,000). B
. The 1989-90 budget for FTB requests an increase of $6.4 million to
accommodate the expected workload growth for various return process-
ing, taxpayer assistance and other tax administrative activities. -‘This
amount.consists of approximately $3.7 million for processing returns and
other tax documents, and about $2.7 million for other related taxpayer
e(xjssistance functions such as the board’s toll-free Telephone Information
enter. . . ) o
The amount included in the FTB budget for workload growth is based,
in part, on the estimated volume of tax réturns to be received and
processed during the budget year. As shown in Table 5, the board projects
that it will process approximately 14.9 million returns during 1989-90. This
represents an increase of 525,000 returns, or 3.7 percent, over the
estimated processing volume for the current year. However, the FTB’s
budget documents indicate that the board does not expect to process all
of the returns it estimates it will receive in- the current year. The board
indicates that its budget-year workload volumes include a “carryover” of
130,000 personal income tax returns from 1988-89. Thus, the volumes
shown in Table 5 illustrate the number of returns the board expects to
process in the respective fiscal years, not the number of returns which the
FTB will receive.



Item ‘1730 STATE AND CONSUMER SERVICES / 113

" Table 5
.Franchise Tax Board
Tax Return Volumes
1987-88 through 1989-90
(Number of returns in thousands)

Number of Returns Processed Change from
A Actual — Estimated Projected 1958-89
Type of Returns 1987-88  1988-89  1989-90  Number  Percent
Personal Income Tax..............coeveninnns 13,078 13,501 14,067 566 42%
Bank and Corporation ....................... - 535 624 592 -32 =51
Homeowners and Renters................... %4 4 .23 =9 =37
Totals.....ovoiiiiiriii 13,867 14,366 14,801 525 3.7%

~The FTB’s projections are based primarily on estimates of various
economic and demographic variables that are believed to affect the total
volume of returns filed by California taxpayers. Given the timing of the
budget process, the board had to develop.these projections using
economic data available during-July 1988. Since then, however, the
economic outlook has changeci and current projections for. certain
variables differ from those used by FTB to estimate tax return volumes.
Based on more recent economic data, it appears that the number of tax
returns filed will be lower than the estimate used to develop the FTB’s
budget- request. Using the economic data contained in the budget
document, we estimate that 14,406,000 returns will be filed in 1988-89, and
that 14,641,000 returns will be filed in 1989-90, which is a total -of 210,000
returns less than the board’s projections for these two years. This
difference is due primarily to a revised projection of changes in unem-
ployment, which is one of the factors usedp to estimate tax return volumes.
Pr8e§/ious economic data appear to have understated unemployment for
1988. . v -
The lower estimate of return volumes should reduce both the antici-
pated carryover of current-year returns into 1989-90, and the number of
returns received by the board in the budget year. Given the reduced level
of carryover returns and. the lower estimate of return volumes for the
budget year, the proposed increase in funding for workload growth is
overstated by 10.6 personnel-years and $194,000. Accordingly, we recom-
mend: that the board’s budget request be reduced by.these amounts.
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For state police training activities.

Requested 1989-90 $461,192,000
Estirnated 1988-89 ... - 436,230,000
ACEUAL 198788 ....oiveveereeersemeesesrassssiessessssimssssssssssssssesssssssssens 404,575,000
Requested increase (excluding amount for :
salary increases) $24,962,000 (+5.7 percent)
Recommended reductions from the General Fund ........ e 5,182,000
Recommended reductions from special funds for L
transfer to General Fund 2,985,000
Total General Fund: Savings © 8,167,000
Recommended additional reductions from special funds i 6,895,000
Becommendatlon pendmg ...... reretegaisaerersnntsssnsnasatenssaesersdedenens 6,640,000
1989—90 FUNDlNG BY ITEM AND SOURCE
Item—Description ’ : Fund Amount:
*1760-001:001—Departmentwide. For dlrect sup- General - * $20,356,000 -
.- port of department operations: :
1760-001-002—Departmentwide. For maintain- - General (Property Acquisition 2,203,000
-ing and improving properties (1).acquired Law Account- .
under the Property Acquisition. Law or (2) :
declared surplus prior to disposition by the , v
state. ) ' i .
1760-001-003—Departmentwide. For maintain- General (Motor Vehicle Park- 4,056,000
ing, protecting, and admxmstermg state ’ ing Facilities Moneys R
parking facilities: - "Account
1760-001-006—Office of State Architect. For ver- - General- (Access for- = - 908,000
ifying that plans of structures‘purchased Handicapped Account) :
with state funds are accessible for use by
the physically handicapped. . s i
1760-001-022—Office of Telecommumcahons _General (State Emergency - ~ 917,000 .
For support of Emergency Telephone Telephone Number Account)
Number program. R
1760-001-026—Departmentwide. For payment of ~ General (State Motor Vehicle
claims and operating expenses resulting Insurance Account)
from the Motor Vehicle Liability Self-
Insurance program.
—Budget Act Appropriation 1,890,000
—Government Code Section 16379 9,205,000
1760-001-120—Office of State Architect. For di-  Architecture Public Building 4,334,000
rect support of specified plan checking ser- (School Building Program
vices. Account)
1760-001-122—Office of State Architect. For Architecture Public Building 4,457,000
support of hospital plan checking. (Hospital Plan Checking Ac-
count)
1760-001-344—Office of Local Assistance. For State School Building Lease- 9,933,000
support of State School Building Lease- Purchase
Purchase program.
1760-001-397—Office of California State Police. California State Police 42,000
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$980,000 (11.9 gersonnel—years). Recommend reduction in
requested number of prison construction inspectors, because

1760-001-450—Departmentwide. For support to  Seismic Gas Valve Certification 83,000 ;
test and certify gas valves. i
1760-001-465—Departmentwide. For support of ~ General (Energy Resources 1,293,000 i
energy assessment programs. Program Account)
1760-001-602—Office of State Architect. For Architecture Revolving 17,961,000 i
support of operations. : |
1760-001-666—Departmentwide. For provision Service Revolving 316,897,000
of goods and services to agencies. . f
1760-001-739—Office of Local Assistancé. For State School Building Aid 769,000 |
support of State School Building Aid pro- 1
gram, ‘ |
1760-001-961—Office of Local Assistance. For ~ State School Deferred Mainte- 330,000 !
support of State School Deferred Mainte- nance
nance program. v :
1760-011-602—Departmentwide. For support of  Architecture Revolving 1,269,000
activities other than the Offices of State
Architect and State Parking.
1760-101-022—Office of Telecommunications. General (State Emergency 57,085,000
For reimbursement of local costs of imple- Telephone Number Account
menting Emergency Telephone Number :
program, as authorized by Ch 443/76
1760-490-—Office of State Architect. Reappropri-  Special Account for Capital 5,000,000
ation for asbestos abatement, PCB equip- Outlay
ment replacement, and underground take
removal. :
—Education Code Section 8493—Office of Lo- Child Care Capital Qutlay 53,000
cal Assistance. For support of child-care
programs. v
—Business/Profession Code Sections 16379.6 = California Fairs Insurance 2,151,000
and 16379.7, Insurance and Risk Manage-
ment. For support of operations.
Total $461,192,000
. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
1. Office of the State Architect. Hazardous Materials, State 122
- Facilities. Recommend that the programs for remediation of
hazardous conditions involving PCBs, asbestos, and under-
ground tanks be budgeted under separate Budget Bill items.
. Office of the State Architect. Reduce Item 1760-001-602 by 123
$2.9 million (38 personnel-years). Recommend deletion of
OSA project management and control services, because
these services should be provided by the Office of Project
Development and Management (OPDM).
a. Recommend addition of Budget Bill language to limit the
number of ;l)ersonnel-years in OSA which provide basic
architectural and engineering services.
b. Recommend that OPDM, prior to budget hearings, spec-
ify what resources it will require to assume full responsi-
bility for managing the state’s capital outlay program.
¢. Recommend Budget Bill language which would give
OPDM more control over use of Architecture Revolving
Fund monies by OSA.
. Office of the State Architect. Reduce Item 1760-001-602 by 126
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requested staffing level is not justified by prison construction
schedules. ‘

4. Office of the State Architect. Reduce Item 1 76'0-001-001 by 127
$4,827,000 (4 personnel-years and project funds) and Item
1760-001-666 by $80,000 (1 personnel-year). Recommend
deletion of the OSA asbestos abatement program in accor-
dance with recommendations for state asbestos abatement
programs contained in our Perspectives and Issues. :

5. Office of the State Architect. Underground Tanks. Withhold 127
recommendation on $2 million from the General Fund and -
$4 million reappropriated from the Special Account for
Capital Outlay, pending receipt of updated cost information °
and an updated plan for installing permanent leak monitor- ~
ing systems in state-owned underground tanks. .. : S

6. Office of Local Assistance. Reduce Item: 1 760-001-344 by 129
$1,410,000 (28.4 personnel-years). Recommend deletion of a
program for allocating asbestos abatement funds which is
not necessary under the current policies of the State Alloca-
tion Board.

7. Office of Local Assistance. Reduce Item 1 760-001-001 by 129

« $326,000 (3.8 personnel—years) Recommend deletion of an. .-
inadequate program for review of federally required asbes-
tos management plans. If the Legislature wants a substantive
‘review of these plans, OLA should specify, prior to budget
hearings, the resources required for such a review. N

8. Office of Real Estate and Design Services. Reduce Item 131
1 760—001-002 by $646,000. Recommend deletlon of funds for -
new “proactive asset management program” pending (a)
enactment .of enabling legislation and .(b). completion of
i:omputerlzed property inventory mandated by pr1or legis- _
ation

9. Office of Energy Assessments: Reduce Item 1760-001-666 by - 133
$822,000. Recommend reducing funds because (a) cost of
new program for centralized procurement of natural” gas
($348,000) ‘can be funded within department’s existing ex--
penditure authority and (b) a further reduction ($474,000) is
warranted - to eliminate overbudgetmg of consultant
contracts.

Further recommend Budget Act language directing (a) -
department to provide a progress report on -new program
and (b) Department of Finance to identify savings resulting
from program and transfer savings to appropriate funds. -

10. Office of Buildings and Grounds. Transfer from Building 135
Rental Account (BRA) to General Fund. Recommend
transfer from BRA:to General Fund of $2,985,000 of savings
resulting from recommended reductlons of BRA expendi-
tures.

11. Office of Bmldmgs and Grounds. Reduce Item 1760- 135
001-001 -by $29,000 and Item 1760-001-666 by $546,000. '
Delete funds for a new asbestos monitoring/maintenance -
program. because statewide standards for®monitoring, em-
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ploy;e training and program organization need to be devel-

ope

12. Office of Buildings and Grounds. Reduce Item 1760- 137
001-666 by $75,000. Recommend reducing funds for a special
repair project to eliminate overbudgeting for inflation.

13. Office of Buildings and Grounds. Reduce Item 1760- 138
001-666 by $2,421,000. Recommend deleting funds for two
‘special repair projects, the need for which the department
has not substantiated. ' »

14. Office of Buildings and Grounds. Withhold recommendation = 139
on $640,000 requested under Item 1760-001-666 for special
repair projects at the San Francisco State Office Building/-
Annex pending clarification of (a) the department’s plans to

~vacate tenants and proceed with major seismic and other -
- ‘code-related renovations of buildings and (b) the relation-
" ship of special'repair projects to those activities.

GENERAL PROGRAM STATEMENT

The Department of General Services (DGS) was created by statute in
1963 to increase the overall-efficiency and economy of state government
operations. It does this by: (1) providing support services on a centralized
basis to operating departments; (2) performing management and support
functions as assigned by the Governor and as specified by statute; and (3)
establishing and enforcing statewide administrative policies and proce-
dures.

The department performs these functions through two major pro-
grams: property management services and statewide support services.

The department has 4,269.2 personnel-years in the current year. -

OVERVIEW OF THE BUDGET REQUEST

The budget proposes expenditures of $461.2 million from various funds
to support activities of the Department of General Services in 1989-90.
This is $24.9 million, or 5.7 percent above estimated current-year
expenditures. -

Deparfmenlal Expenditures by Program

The programs with the largest proposed budget-year: expendltures are
Telecommunications ($129 million), Buildings and Grounds ($65.7 mil-
lion), Building Rental ($51.5 million), Procurement ($51.1 million), and
State Printing ($43.7 million). Table 1 shows department expenditures,
by program, for the past, current, and budget years.

" As Table 1 indicates, the s1ngle major change in proposed program
expendltures is the $10 m1lhon increase in telecommunications expendi-
tures. The increase is due primarily to a one-time increase to purchase
new microwave equipment for chent agency pro_]ects v
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' Table 1
Department of General Services
Distribution of Program Expenditures
1987-88 through 1989-90
(dollars in thousands)

Change from 1988-89
‘ . Actual Est. Prop. ER .
Program ) Lo 1987-88 . 1988-89  1989-90 Amount  Percent
Property Management Services:
Architectural consulting and construction . s
SEIVICES. . .uereneninens e reerree e $47,982  $41414  $43620 $2,206 5.3%
Building rental.......... [T . 45,087 48877 51,490 2613 - 53
Building standards:.................oc..ll " 514 606 - 533 -73 -120
Buildings and grounds................... " 59,198 64200 ° 65,781 1,581 2.5
Energy assessments.....c....oceeieneninnns 2,241 3224 ¢ 3614 390 12.1
Facilities planning and development ..... 2,168 2,279 2,406 121, 5.6
Local assistance ...........ccovveviinenninns 8,431 10,598 11,430 832 79
Real estate and design services ........... 8,466 8,105 9,517 812 9.3
Subtotals, Property Management Ser- : P -,
VICES vveeniiininarinetciereaenneinnes ($174,087) ($179,903) ($188,301)  ($8,488) (4.7%)
Statewide Support Services: ‘
Administrative hearings ................... $5,489 $5,800 - $6,000 110 1.9%
Fleet administration ........... SR et 22,920 26,289 24904 . 1,385 -53
Insurance and risk management .......... 10,974 13,497 14,239 742 5.5
Legal 5ervices...c..c.vvveerniuieneennnnnns 1,420 1,368 . 1418 50 3.7
Management technology and planning ... 7,680 7430 . 7909 . 479 64
Procurement..........ccoeuvuunnee..! eeene 146,208 47,623 51,127 3,504 ‘14
Records management.............c....une 2,847 2,469 2,642 173 7.0
Small and minority business.............. . 1,425 1,508 - 1593 - 85 5.6
State POHCE. . . uivvrvrretinnreeenieannes 21,864 22,183 23,540 1,357 6.1.
State printing ............evurenininnenanns 40,019 41,118 43,708 2,590 6.3
Support services ........ocoiiiiiininiinn, 14,698 14,590 15,533 943 6.5
Telecommunications..............cvvueuens 104,621 - 118,978 129015 - 10037 . 84

. Subtotals, Statewide Support Services ..  ($279,465) ($302,943) ($32i,628) ($18,685) (62%)
Administration: :

Administrative services..........c......... $3,94 $3,719 . $3,904 $185 5.0%
“Executive......c...ienniinan s Cevveeraeeennes 1,567 1,652 1716 - 64 39
Fiscal services..........cocvviviiierenennnnns 6,078 6,264 6,587 323 52
Subtotals, Administration................ ($11,589) ($11,635) _($12,207) ($572) (4.9%)
Totals, All Programs ......................... $465141  $404,481 520,996  §27,745 5.6%
Distribution of Intrafund Services........... 60566 —58251 .~ —61,034 —2783 —4.8%

Total Net Expenditures...................... $404,575 - $436230- $461,192  §24.962 5.7%

Funding Sources for. Departmental Expenditures

The department is funded by two types of appropriations. The
department’s direct support appropriations are for. specific purposes
(such as maintenance and security for the Capitol complex). Its revolving
fund appropriations, on the other hand, permit the department to spend
specified revenues. These revenues, “earned” by providing services and
products to client agencies, are budgeted initially for operating expenses
within the support budgets of the state agencies. The DGS receives the
revenues when the client agencies purchdase goods and services. The
department pays its personnel costs and operating expenses by using the
“spending authority” provided by its revolving fund appropriations.

Table 2 presents a summary of the department’s tbtaf)expendimres, by
source of fund, for the prior, current, and budget years. The table
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indicates that 27 percent of the department’s costs are funded by direct
support, with.the balance—73 percent—supported from “earned” reve-
nues.
Table 2 )
Department.of General Services B
Total Expenditures, By Source of Funds - .. :
1987-88 through 1989-90
(dollars-in thousands)

= Percent
. - Actual Est. Prop. of Total
Funding Source ) 1987-88 - 1958-89 1989-90 1989-90
Direct Support: - ‘ ‘
General Fund................ e $9,103 $22,040 $20,356 44%
General Fund (Special Accounts) ............ 82,210 79578 ' 81,264 17.6
Architecture Public Building Fund ........... 7,109 9,927 8,791 19
Energy Resources Programs Account......... -+ 1,206 1,224 1,293 - 0.3
State School Building Aid Fund..............." = 435 623 - 769 02
State School Building Lease-Purchase Fund.. 7,294 8219 9,933 21
California Fairs Insurance Fund .............. 1,520 2,050 2,151 0.5
Various Special Funds/Accounts .............. 1098 751 508. 01
Subtotals, Direct Support ................... ($109,975) ~  ($124412) ($125,065) (21.1%)
Revolving Funds: - S : : ) :
Architecture Revolving Fund ............... $14,967 $13,975 . $19,230 o 42%
Service Revolving Fund....................... 278,216 297,226 316,897 68.7
Surplus Personal Property Revolving Fund .. 1,417 617 — =
Subtotals, Revolving Funds ........ e (8294600) © (S31LBIS)  ($336,127) (72.9%)
Total Expenditures................. e o $404 575 $436,230 $461,192 100.0%

Program Distribution of Departmental Personnel
Table 3 identifies the allocation of staff among departmental functions
for the prior, current, and budget years. It shows that 4,328.7 personnel-
years are proposed for the budget year—a net increase of 60.3 personnel-
years (1.4 percent) above the current-year level. About 46 percent of the
department’s staff are budgeted in property management services, and
about 49 percent in statewide support services, with the balance in
adm1mstrat10n
Table 3
Department of General Services
Distribution of Personnel-Years, By Program
1987-88 through 1989-30

Personnel-Years . =~ Percent

£ Actual . - Est Prop.. . - of Total
Program " 1987-88 1988-89 1989-90 1989-90
Property Management Services: : e i
" Architectural consulting and construction . :

T UUSBIVICES teiiiniieiiiie i 321.8 319.9 348.5 -8.1%
Bulldmgsta.ndards..........................;.. 7.0 7.0 - 8T 0.2
Buildings and grounds..............cccooennis 1,219.0 - 1,2272 - 12253 - - 282
Energy assessments.......... e 113 11.0 119 7 03
Project management and development. ...... 280 321 21 - 07

“Local assistance ........c..oceevveeriniienininin. 160.0 215.3 -219:3 8l
Real estate SEIVICES .........vvvrvenriieeiinnns g 1181 1405 1436 _33

Subtotals, Property Management Services..  (1,865.2) (1,953.0) (1,9876) . (459%)
Statewide Support Services: . ‘ ) '
Administrative hearings ..............oc.eeeun. 544 614 . 614 T 14%
Fleet' administration ...............ceeeeeevnnn. 147.7 © 1493 1494 335
Insurance and risk management.............. 24.2 25.0 209 0.5

5—78859
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Legal SEIVICES. ... vvriitieereeresueeeisieins 201 195 195
Management technology and planning ....... 125.3 130.7 130.7
Procurement.............ocevnnee 272.2 279.4 280.3
Records management.......... e S 369 387 416
Small and minority business...... 213 .- - 235 24.3
State police...........ccvvenvnviiennns ¢ - 3876 © 40L0 403.8
State printing ............ooveininn Vv o 4058 - 4083 408.3
Support Services .....ouviuiiiiiiiieniiienniaen, 191.0 19L.7 191.7
Telecommunications............ovvviveniienen S 410 364.3 382.1
Subtotals, Statewide Support Services...... (2 003.5) (2,092.8) (2,114.0)
Administration: . _ _
Administrative Services.............ovevvnnnes 76.1 67.1 . 700.
Executive ...c.vovevireiiniieeieerneenennenn, 228 24.0 240
Fiscal Services........vevvveriveniiiiiinniinnes v 1318 1323 133.1 o
Subtotals, Administration.................... (230.5) (2234) (227.1)
TOAIS ..o 40992 42602 43087

Proposed Budget-Year Changes

05
3.0
6.5
1.0
0.6
9.3
9.3
44
_88

' (48.8‘%‘)_

C . 16%

06.
3l

E

- 100%

Table 4 shows the changes in the proposed 1988 89 budget resultmg
from baseline adJustments worklead changes, and. program changes.

"Table 4
Department of General Services ..

Proposed 1989-90 Budget Changes" ‘

(dollars in thousands)

Genéral Special = Revolving
- ' Fund -~ Funds Fund Total
1988-89 Expenditures (Revised): . 22,040 - $102372° - $311818 - -$436,230
Distribution of Intrafund...................... e r =t 58S 58,251
Total Expenditures ............... vrien i - $22,040 $102,372" - $370,069 ‘$494,481
Baseline Adjustments: ‘ . . ‘ B
-Salary increase adjustment ....... 0.0 L8189 . $663 " $6,091 -$6,943
Pro rata charges ........ocociininiiiinininnns —_ —-123 —1,204 =1,327
Price INCTEASE. . ..vuvrenrriienrneenrienriennes - 290 3471 3,761
Miscellaneous adjustments. .. ... O Y > 3,119 —40,754 —40,057
Subtotals, Baseline Ad_]ustments ....... PRI (—$2,233y - ($3,949) - - (—$32,396)  (—$30,680)
Workload Changes: B AR S
Administration ........coiceiiiiiiiiiienen — — $154 $154
Management Technology and Planmng ...... — - 416 416
Support Services viv..ovviiniiiiiiiiiiiiniiid — —_— 1,394 1,394
Fleet Administration ..........cecevierenennns — — . 263 . 263
State Printing ........ccooveiiiniiiniiiinnn —_ — 1,650 - . 1,650
Procurement ...ii..ccoeeiinreiiiiiiniiniinnie . — — 9917 - 9917
Fiscal Services:.......ocvvvevrvieerinenrnnnnnnes — _ 124 - 124
State Police ....... e eeerienaeereeireeranrans : —_ — . 348 348
Records Management .............. - - 9T 97
Small and Minority Business . - - 106 - 106
Telecommunications ......... rereeeieereeneas — R 5,086 » 5,086
Buildings & Grounds ......... : $230 — 11,116 11,346
Real Estate & Design ......... - —_ - $16 263 279
State Architect .........coccvviiiiiiiiinnnn.. — 14,574 — 14,574
Local Assistance .........ocevveeviiinaeinnennsne 290 2,064 — 2,354

Subtotals, Workload Changes ............... ($520)  ($16,654)

($30,934)

(848,108)
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Program Changes:
Insurance and Risk Managemerit. (Workers’

Compensation) .............veuvivirrereenss. — — —$119 - $119
Telecommunications (Planmng for Transpor-

tAEON) .ot — — 367 367
Telecommunications (Mlcrowave '

© EQUIPMENt) L. e - - 7,616 7,616
Buildings and Grounds(Asbestos Mainte- .

MANCE) eovisenreenerertirintieereineenenens $29 - 546 575
Buildings & Grounds (Intrafund)............. — — 518 518
Real Estate & Design (Asset Management) .. - $696 — 696

" Real Estate & Design (Asbestos Notifica- ,
CoHONS). —_ — 25 25
""Energy Assessments (Centralized Natural v

Gas Purchases) .............ovvviviinnnn - - 348 348
State Architect (FAX and CADD Equip- B v
ment)........ PP — - 148 - . 148
Project Development and Management - . o

(Data Processing) .........cooviviiniiinnis — — 2,823 51
Local Assistance (Asbestos Accreditation).... - 92 -— .92
Local ‘Assistance (Space Savers) .............. — (60) — o (60)

__ Subtotals, Program Changes ’ ($29) ($964) _($9,34) ($10,317)
Total Expenditures............covvviivnerinienenns $20,356 . $123,939 $377,931 $522,226
Distribution of Intrafund...................... E— — —61,034 —61,034
1988-89 Expenditures (Proposed) ............. $20,356 $123,939 $316,897 $461,192
Change in Net Expendltures from 1988-89
CAMOUNE L. e —$1,684 $21,567 $5,079 $24,962
Percent........coconviiniiimniniinininns Wivevees -7.6% " 211% 1.6% 5.7%

‘The budget does. not include additional funding for merit salary
adjustments. The department intends to finance. the costs of merit salary
adjustments through higher salary savings.

ANALYSIS AND RECOMMENDATIONS
PROPERTY MANAGEMENT SERVICES

‘The property management services program has responsibility for
planning, acquisition, design, construction, maintenance, and operation
of state-owned facilities for state offices and employees. The seven
agencies which carry out this program are: Office of Project Develop-
ment and Management, Office of the State Architect, Office of Local
Assistance, Building Standards Commission, Office of Energy Assess-
ments, Office of Real Estate and Design Services, and Office of Buildings
and Grounds.

We recommend approval of the followmg budgets not discussed
elsewhere in the analysis:

¢ Office of Project Development and Management.
e Building Standards Commission.

OFFICE OF THE STATE ARCHITECT

The Office of the State Architect (-OSA) provides five major services:

s Architectural/engineering (A/E). consulting for state construction
projects;

« :Construction inspection for state projects;

+ Project management and accounting for state construction projects;
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e Plan checking and inspection pursuant to state statutes concernin,
access for the handicapped, earthquake safety for schools an
hospitals, and earthquake and fire safety for state-owned or leased
fire stations, police stations, and emergency communication centers;

« Mitigation of hazardous conditions in state-owned facilities (asbestos
abatement, PCB removal, and repair, removal and monitoring of
underground tanks).

The budget proposes $43.6 million for support of OSA activities in
1989-90. This is an increase of $2.2 million, or 5.3 percent, above estimated
1988-89 expenditures. The budget request, however is $2.8 million, or 7
percent, above the amount actually appropriated for OSA in the 1988
Budget Act. This is because the Governor’s estimate of current year
expenditures includes $460,000 of proposed deficiency spending and
$179,000 for proposed increases in employee compensation. The office has
319.9 personnel-years in the current year,

Major changes in the OSA budget for 1989-90 are:

e An increase of $6,001,000 (72.6 limited-term personnel-years) to
prov1de inspection services at state prison construction sites;

« An increase of $140,000 in operating expenses and equipment to test
the effectiveness of computer assisted design and drafting for certain
A/E tasks.

e A reduction of $2,243,000 that reflects the workload-related expira-
tion of 35.6 limited-term personnel years.

o A reduction of $569,000 (eight personnel-years) that reflects
workload-related staff reductions in OSA’s toxics programs.

We recommend approval of the OSA budget, except for the items
noted below. We also recommend changes to improve the effectlveness
and efficiency of the state’s capital outlay program. :

Hazardous Materials Programs Should be Budgeted Separately

We recommend that each hazardous materials mitigation program
for state facilities—PCBs, asbestos, and underground tanks—be bud-
geted as a separate item (1760-012-001, 1760-022-001, and 1760-017-001
respectively.

The 1989 Budget Bill includes a total of $10,355,000 under Item
1760-001-001 for programs to remediate hazardous conditions involving
PCBs, asbestos and underground tanks at state facilities. Budget docu-
ments provided by the department indicate the following spendmg plan
for these funds:

+ $2,613,000 for PCBs.
¢ $2,915,000 for underground tanks.
o $4,827,000 for asbestos.

In effect, however, the budget provides a pool of funds for abatement of
hazardous conditions in state acilities, and permits apportionment of
funds among the three hazardous material programs at the dlscretlon of
the administration.

This proposal is contrary to the Leglslature s actions in past years. In
the 1987 and 1988 Budget Acts, the Legislature treated these programs as
three separate items, %ecause they are three separate programs. Each
program, over the relatlvely short history of hazardous material abate-
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ment in state facilities, has faced a unique set of issues and difficulties.
The programs target three different materials, use three different
technologies, and operate under three different regulatory systems. They
are independently managed, and their projects are independently sched-
uled. We see no advantage to modifying the way the Legislature treated
funding for these programs in the 1988 Budget Act.

Accordingly, we recommend that each hazardous material mitigation
program be budgeted as a separate item displaying the costs for personal
services and operating expenses/equipment with language similar to that
in the 1988 Budget Act.

As discussed below, we are withholding recommendation on the
expenditures proposed in the budget for asbestos abatement and under-
ground tank repair/removal, and recommending deletion of funds
proposed for asbestos abatement.

Office of Project Development and Munugemeni (OPDM), Not OSA,
Should Manage the State’s Capital Outlay Program.

We recommend a reduction of $2.9 million (38 personnel-years)
under Item 1760-001-602 from the Architecture Revolving Fund to
delete OSA project management and control services, because these
services should be performed by the department’s Office of Project
Development and Management (OPDM). In addition, we recommend
Budget Bill language to limit the number of personnel-years in- OSA
that provide architectural/engineering services.
~ We further recommend that OPDM, prior to budget hearmgs, specify
for the Legislature what additional resources it will require to assume
full responsibility for managing the state’s capital outlay program.

Finally, we recommend Budget Bill language that would- give
gPIO)]S‘){i more control over use of Architecture Revolving Fund monies

Yy

Prior to 1986-87, OSA had overall responsibility for control of the state
capital outlay project delivery system. As a result of OSA’s poor manage-
ment of the program, however, projects approved by the Legislature
were consistently delivered late or at a cost that was over the budget.
Consequently, in the 1985 and 1986 Budget Bills, the Legislature included
language—subsequently - vetoed by the Governor—that required the
Department. of General Services to form a capital .outlay control unit
separate from OSA. This unit was to perform the followmg project
management tasks:

o Assist departments in developmg appropriate conceptual designs
and cost estimates for proposed projects; -

e Contract for project design-and engineering services with either
OSA or private consultants (based on cost of services and OSA
workload requirements);

o Contract for construction services;

¢ Develop and maintain project schedules

o Communicate with client departments, Department of F inance, and
design and construction contractors;

¢ Maintain the legislatively approved cost and scope of prOJects

This chan afe was designed to improve the efﬁmency and effectiveness of
the capital outlay program. Operationally, the capital outlay control unit
was to assume all project management responsibilities and OSA was to
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provide architectural/engineering (A/E) services by interagency agree-
ment on a cost and workload basis, similar to agreements with private
consultants. The OSA, therefore, would have incentives to perform its
A/E work in a more tlmely and cost effective manner. The capital outlay
control unit was to be responsible for assuring that all phases of project
design and construction were completed on time and within the budget
approved by the Legislature.

In 1986-87, the Department of General Services acted to form the
Office of PrOJect Development and Management (OPDM). The OPDM
was to have substantially the same responsibilities as the capltal outlay
control unit specified by the Legislature in the previous Budget Bill
language. After a two-year transition of responsibilities (from OSA to
OPDM), OPDM was to manage all state capital outlay pro_]ects by
1988-89.. :

OSA Still Exerccses Substantzal Control QOver the. State Capztal
Outlay Process, Despite Legislative Intent and Administrative Reorga-
nization. The transition of project management responsibility from OSA
to OPDM has not occurred. OSA continues to act more as the state’s
capital outlay manager than as the state’s A/E consultant and construc-
tion inspector. For. example:

e« The OSA continues to manage the substantlal majority of state
capital outlay projects, from preschematic development: through
construction. - The “OSA’s project ‘'management workload includes
major statebuildin, tg programs in the Department of Correctlons and
the Department of Parks and Recreation.

o The OSA remains the administration’s lead agency for project
development. The OSA, not OPDM, takes the% ad in reviewing
proposals submitted by departments and in developing schedules,
scope, and budget information for review by the administration and
the Legislature. For example, the OSA prepared documentation for
the recently proposed $140 million renovation of two state office
buildings in San Francisco with no- meaningful partlclpatlon by
~OPDM.

o The OSA handles v1rtually all pubhc contractmg for the state capltal
outlay program. It has 12.1 personnel years devoted to this function,
while OPDM has one.

e The OPDM does not manage any project for Wthh OSA is the AlE
consultant. If OSA designs a project, OSA retains control of schedul-
ing, changes in scope and. cost, project review and administration,
and communication with: departments contractors,-and the Legxsla—
ture. According to OSA, one third (25.2 personnel-years) of the
resources budgeted for its Architecture and Engineering Unit Wlll be
used for project management.

¢ The OPDM does not yet have a management mformahon system
capable of supplying the data necessary for tracking.progress and
expenditures for all capital outlay projects. Consequently, OPDM
depends on OSA to generate its quarterly capital out?ay status report
for the Legislature.

o Finally, OSA may draw funds from the Architecture Revolving Fund
to fund design and construction of prOJects w1thout obtammg
approval from OPDM. - -



Item 1760 STATE AND CONSUMER SERVICES 7/ 125

The state, therefore, currently suffers the administrative inefficiency of
two agencies attempting to perform the same management function. The
OPDM manages some projects, but should manage all. OSA manages
most projects, but shoulg manage none. Although OPDM has existed:for
two years, our recent conversations with capital outlay personnel in
various departments indicate ' confusion about which agency, OSA or
OPDM, is ultimately responsible for the development and management
of capital outlay projects. : . : :

Changes Needed to Improve the Effectiveness and Efficiency of the
State’s Capital Outlay Program. In order to improve delivery of the
state’s capital outlay projects administered by:the Department of General
Services, we recommend the following changes.

‘1. Reduce the OSA Budget by $2.9 million and 38 personnel years to
delete all project management and control services performed by OSA.
This action would delete. (a) 25.2 personnel years in the A/E Unit, which,
according to OSA, are devoted to management of capital outlay. projects,
(b) 1.6: personnel-years in the same unit; devoted to preparation of
budget packages (preliminary cost estimates and design information for
the Department of Finance and the Legislature), and (c) 11.1 personnel-
years in the Contract Services Unit, devoted to .obtaining external
contracts for project design and construction.:We-believe it is essential
that OPDM petform these functions if the capital program is to become
more efficient ‘and effective. e : »

Our recommendation does not affect the 50 personnel-years that OSA
indicates are required for basic A/E work in 1989-:90. The Budget Bill,
however, does not include a long-standing provision under Item 1760-
001-602 which limits the number of basic A/E staff in the budget year to
the number required by OSA to accomplish its projected-A/E workload.
This provision, which first-appeared in the 1972 Budget.Act, required
‘OSA to maintain a prudent but reasonably constant level of in-house staff
to perform basic A/E services, thus preventing abrupt hiring: of state
employees in peak capital outlay periods and abrupt layoffs in slower
periods. Consequently, we recommend that the following provision be
added to Item 1760-001-602: : :

+ The staff assigned to basic architecture and engineering services within:the
- 'Office of the State Architect shall not exceed 50 personnel years during the
-+ 1989-90 fiscal year. : .

Prior to.budget hearings, OPDM should advise the Legislature of an
additional - résources it will need in the budget year to assume full
responsibility for management of the entire state capital outlay program,
including all projects which OSA currently manages: :

2. Adopt Budget Act language requiring interagency agreements
between OPDM and OSA. To assure that design services provided by
OSA are more timely, cost effective and responsive to the state’s needs,
OSA should enter into  interagency agreements with- OPDM. These
agreements ‘should be similar to contracts with private consultants for
simildr-services. Progress payments for work performed would then be
made through OPDM to OSA, as is the practice for private consultants.

Currently, moneys. appropriated for capital outlay projects are depos-
ited in-the Architecture Revolving: Fund (ARF), upon approval by the
Department of Finance.. The OSA charges its costs to-the ARF, and
receives funds for-design services without any. accountability for work
accomplished. In addition, OSA makes payments to construction contrac-




126 / STATE AND CONSUMER SERVICES Ttem 1760

DEPARTMENT OF GENERAL SERVICES—Continued

tors from the ARF without obtaining authorization from OPDM, even
though the projects were to be under OPDM’s management. Conse-
quently, OPDM is unable to effectively track and control expenditures by
OSA on a project-by-project basis.

* To properly manage the state’s capital outlay program, OPDM must
have control over payments from the ARF to all providers of design
services, including OSA. The OSA should receive payments from the
ARF on the same contractual basis as other A/E providers, subject to the
timeliness and quality of its work. Consequently, we recommend that the
Legislature adopt the following provision under Item 1760-001-602:

The Office of Project Development and Management, in consultation with the
Office of the State Architect, shall detérmine which projects the Office of the
State Architect will design using in-house professional staff. The projects shall
be selected taking into consideration the projects which the State Architect
determines the Office of the State Architect can accomplish within the time
frames established for 1989-90 and the professional staff assigned to basic and

- nonbasic architectural and engineering services by Item 1760-001-602 of this
act.

The Office of Project Development and Management shall negotiate a fee for

services with the Office of State Architect for each project assigned to that

office. The Office of Project Development and Management shall enter into an
interagency agreement with the Office of the State Architect which sets forth
the project schedule and the fees for each phase of the project. The Office of

Project Development and Management shall make project payments to the

Office of the State Architect, based on a set percentage completion of each

k Ehase‘ of each project. No payment from the Architecture Revolving Fund shall

e made to the Office of the State Architect without written authorization by

- the Office of Project Management and Development. The interagency agree-

ment and ' payment: schegule for each project shall be similar to those

negotiated Ey the Office of Project Development and Management with
private architectural/engineering consulting firms.

Repeal Government Code Section 14950, which requires the Governor
to appoint a State Aichitect with the approval of the Senate. This action
requires a statutory change. We have therefore included a detailed
discussion of it in our Summary of Recommended Legislation. As long as
the State Architect remains a Governor’s appointee, it will be difficult for
the Director of General Services, another Governor’s appointee, and the
Director of OPDM, a Career Executive Assignment (CEA) position, to
effectively exercise control over QSA’s role in the capital outlay process.
The Legislature could remove this difficulty by making the State
Architect a CEA position, to be appointed by the Director of General
Services. . -

Too Many Inspectors Requested for Prison Construction,

We recommend.a reduction of $980,000 (11.9 personnel-years) under
Item 1760-001-602 from the Architecture Revolving Fund, because
construction of three new state prisons will start later than estimated
by OSA. , .

The budget requests $6 million (72.6 limited term personnel-years) to
provide construction inspection services for seven new state prisons. The
Department of Corrections, however, indicates that construction at three
of the seven (Wasco, Delano, and Imperial County) will begin later than
estimated in developing this request. Our recommended reduction is
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based on the most recent schedules available from the Department of
Corrections and the workload projections submitted by OSA for these
three Srisons. '

In addition, the Department of Corrections indicates that construction
of two other prisons, both located in Los Angeles County; may begin later
than estimated by OSA. We anticipate that the construction schedules for
these two prisons will be more firmly established prior to budget
hearings.

Asbestos Abatement Program Should be Turgeied to Demonsirqied Health
Risks

We recommend reductions of $4,827,000 (four personnel-years and
abatement project. funds) under Item 1760-022-001 from the General
Fund, and $80,000 (one personnel-year) under Item 1760-001-666, from
the . Service. Revolving Fund, based on recommendations for state
asbestos abatement programs contained in our Perspectives and Issues.

The budget requests $4,907,000 to support an asbestos abatement
program for state-owned buildings operated and maintained by General
-Fund agencies. In our 1989-90 Perspectives and Issues (“State Asbestos
Abatement Programs”), however, we recommend that the Legislature
fund asbestos abatement projects only when concentrations of airborne
asbestos are 0.1 fibers per cubic centimeter or higher. Establishment of
such a standard would enable the Legislature to set funding priorities for
asbestos abatement in cases of demonstrated health risk. The department
has not identified any projects which exceed the 0.1 fibers per cubic
centimeter standard.

Underground Tanks: Updated Tank Monitoring Plan Needed

We withhold recomimendation on $2 million (operating expenses and
equipment) under Item 1760-017-001 from the General Fund, and
reappropriation of $4 million under Item 1760-490 (appropriated
under Item 1760-017-036 of the 1987 Budget Act from the Special
Accountdfor Capital Outlay), pending receipt of updated cost informa-
tion and an updated plan for installing permanent leak monitoring
systems in state-owned underground tanks. S

The budget requests $2 million for installation of automated leak
monitoring systems in 335 state-owned underground tanks which contain
fuels or other hazardous substances.. In addition, the budget requests
reappropriation of funds appropriated for the underground tank program
in the 1987 Budget Act, including $4 million which OSA plans to spend for
inflti?llation of leak monitoring systems in 670 additional state-owned
tanks.

Under federal EPA regulations, the state must replace existing single-
walled underground tanks by the end of 1989-90, orinstall EPA-approved

ermanent leak monitoring systems in or around the tanks. The Legis-
ature, in the 1987 Budget Act, provided $5 million for installation of such
systems for 815 state-owned tanks. The OSA has not yet installed any of
the funded systems. This delay has occurred for two reasons. First, under
state law, prior to installing monitoring devices, county authorities must
approve a leak detection plan. The OSA indicates that it encountered
significant delays in receiving the necessary approvals, but has now
received approvals from about 60 percent of the counties. Second, OSA
delayed installation of these systems until it completed (in November
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1988) a cost-effectiveness study of automated leak monitoring systems. At
this time, OSA anticipates that it will spend $500,000 before the end of
.1988-89 to install lea]g monitoring: systems on 80 state-owned tanks in
three counties.

The OSA’s cost estimates are based on an assumptlon made in 1987 that
counties would require ground water and soil monitoring as the primary
leak detection methods. In view of the delay in this program, coupled
with recent changes in the technology available for leak detection and
the willingness of many counties‘to accept alternative leak détection
methods, OSA should review its original proposal and cost estimates.

.In ‘order to expedite this program ang set priorities with:the funds
avallable OSA should provide the-Legislature with an updated plan for
tank monitoring, based on actual leak’ getection agreements between the
state and the counties. This plan should include the estimated number
and type of'leak detection systems necessary to comply with federal; state
and county regulations, a description of any other steps which. the state
must take to comply with state and federal mandates concerning existing
underground tan];:s and a description. of how and when any such. steps
should be taken. We understand that this information is available to OSA,
and should require minimal effort to compile. In addition, prior to budget
hearings, bids received on monitoring systems to be mstalled in the
current year should be available. This competitive bidding information
will aid OSA in reviewing the current cost estimates. . .

OFFICE OF LOCAL ASSISTANCE

The Office of Local Assistance (OLA) provides administrative support
to the State Allocation Board: It has primary responsibility: for adminis-
tering. several programs which provide funding to local public school
districts for acquisition and development of school sites, construction of
new school buildings, and reconstruction or maintenance. of existing
school buildings. The OLA also administers programs which fund the
placement of portable classrooms, construction of child care facilities,
.abatement of asbestos in school. facﬂltles and installation of air condltlon-
'ing in year-round schools.

The budget requests $11,430, OOO for OLA in 1989-90. This is an increase
of $832,000, or 7.8 percent, above estimated 1988-89 expenditures. The
budget request, however, is $1,614,000, or 16 percent higher than
expendltures actually approved by the Leglslature in the 1988 Budget
Act. This is because the Governor’s estimate of current year expendltures
includes $782,000 in proposed deficiency spendmg The major changes in
‘the OLA budget for 1989-90 are:

e An increase of $1,556,000 (31.3 two-year limited term personnel-
years) to admlmster allocatlon of funds prov1ded by Proposition 79
for asbestos abatement and air conditioning in public K-12 schools.

e An increase of $326,000 (3.8 limited term personnel-years) to con-

_ tu}llue lrev1ew of federally required asbestos management plans for

...schools ;

"« Anincrease of $273,000 (5.7 three-year limited term personnel-years)
to administer the Emergency Portable Classroom Program at the
increased funding level provided by Ch 1299/87 (SB 115).

e A reduction of $1,220,000 based on a workload-related explratlon of
26.6 limited-term personnel-years .
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Asbestos Program Not Justified Under Current Abatement Policy

We recommend a reduction of $1,410,000 (28.4 personnel-years)
under Item 1760-001-344 from the State School Building Lease-Purchase
Fund to delete the proposed staffing level for allocating asbestos
abatement funds, because it is not necessary under the current policies
of the State Allocation Board. '

The budget requests $1,410,000 (28.4 personnel-years) to allocate bond
revenues potentially set aside under Proposition 79 to fund asbestos
identification and abatement in K-12 public schools. The administration

.plans to establish this program in the current year through deficiency
spending of $486,000 from the State School Building Lease-Purchase
Fund.- ' : :

Background. Proposition 79 permits the State Allocation Board to set
aside up to $100 million from $800-million in bond revenues to assist K-12
public ‘schools with asbestos identification and abatement. The OLA is
responsible for reviewing applications from school districts for these
funds, to assure that proposed projects meet funding criteria established
by the board. The OLA also reviews applications for funding of asbestos
abatement from the Asbestos Abatement Fund (AAF). The AAF is
funded solely by transfers from the General Fund, and has received no
new appropriation of General Fund monies since 1986. ’

' Current Board Policy Does Not Require the Proposed Staffing.
Proposition 79 does not provide any clear guidance as to how the board
should allocate funds for asbestos identification and abatement. The
current policy of the board is to provide Proposition 79 asbestos funds to
school districts only when a school has been.closed by order of the
Department of Industrial Relations (DIR) or by court order, because .of
an indoor asbestos hazard. In such cases, the board will provide 75
percent of the cost of removing asbestos containing materials. Over the
past five years, one school has been closed by DIR or the courts because
of an asbestos hazard: : _ .

- The current policy of the board, therefore, will require OLA to review
very few, if any, new applications for asbestos abatement funding. This
workload could easily be absorbed, on a priority basis, by the OLA staff
who administer the Asbestos Abatement Fund. Consequently, we recom-
mend deletion of the proposed staffing. _ ‘

- Recommended Policy on State Funding for Asbestos Abatement. In

‘our 1989-90 . Perspectives and Issues (“State Asbestos Abatement
Programs”), we recommend that the Legislature fund asbestos abate-
ment projects only when coneentrations of airborne asbestos are 0.1 fibers
per -cubic centimeter or higher. Establishment of such a standard would
enable the Legislature to set funding priorities for asbestos abatement in
cases of demonstrated health risks. .

State’s Review of AHERA Asbestos Management Plans Is Incdéqbuié

We recominend a reduction of $326,000 from the General Fund (3.8
personnel-years) under Item 1760-001-001 to delete an inadequate OLA
program to review AHERA asbestos management plans. If the Legis-
lature wants -a substantive review of AHERA plans, OLA should
specify, prior to budget hearings, the resources which would be
required. S : ‘ .
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- The budget requests $326,000 (3.8 personnel-years).to continue OLA’s
nonsubstantive review of federally required asbestos management plans
for K-12 schools into the budget year. .. . .

Background: AHERA and the State’s Response. The federal Asbestos
Hazard Emergency Response Act (AHERA) requires all K-12 schools to
conduct asbestos surveys of school facilities, and prepare an asbestos
management plan to address any asbestos containing material that is
identified. In addition, AHERA requires a state agency designated by the
Governor to receive all management plans. A school must implement its
plan if the state agency does not disapprove the plan within 90 days after
receipt. In California, the Governor has designated OLA as the agency to
receive and review management plans. The OLA received a General
Fund appropriation of $1.1 million (19 personnel-years) in the 1988
Budget Act to review AHERA management plans. Congress, however,
recently acted to extend the deadline for completion of AHERA man-
agement plans from October 12, 1988 to May 9, 1989. OLA anticipates that
it will receive approximately 7,000 management plans, half of the total
amount to be reviewed, at the last minute. Consequently, OLA expects
some plan review workload to extend into the budget year. _

.. Administration Ignores Legislature’s Concerns About the Quality of

OLA Plan Reviews. In October 1988, the Director of Finance notified the
Legislature that he intended to approve a request from OLA to
accomplish review of virtually all asbestos management plans under
contract with the Franchise Tax Board (FTB). We learned at that time
that OLA is performing a nonsubstantive review of the plans. The review
consists only of making sure that all required pieces of the plan are
present, and that all the blanks in certain OLA forms are properly filled
in. The Chair of the Joint Legislative Budget Committee notified the
director that he did not concur with the FTB contract, and requested that
the director notify him of what steps OLA would take to assure a
substantive review of the management plans. In December 1988, how-
ever, the director gave notice that he intended to approve a budget
revision to let the FTB contract proceed, in spite of objections from the
Legislature. :

- Proposed Program Does Not Merit Funding: The $326,000 requested
by OLA would continue the current OLA plan review program into the
budget year, including the contract with FTB. While the nonsubstantive
review of the management plans does not violate the letter of related
federal regulations; such a review (1) does not justify expenditure of
further General Fund monies, (2) neglects a significant opportunity for
the state to assure that accurate, consistent information is available to
support school district applications for funding under the provisions of
Proposition 79 pertaining to asbestos, and (3) gives the false impression to
schools that the state has reviewed and approved management plans on
their substantive merits.

None of the functions that OLA and FTB perform under the current
review process are specifically required by fegeral regulation. Moreover,
there is no more benefit to the state under this process -than if the
management plans were: simply received by OLA, as required, and
permitted to sit unexamined for 90 days until school districts must
 implement them. Under these circumstances, we recommend deletion of
the $326,000 for the proposed continuation of this review program.
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If the Legislature wants a substantive review. of the AHERA manage-
ment plans, as we believe was its intent in appropriating funds last year,
then OLA should provide the Legislature, prior to budget hearings, with
an estimate of the resources required to review the quality of the
AHERA management plans from public K-12 schools it has yet to
examine. We suggest that review of the plans, at a minimum, should
include steps to:

‘e Verify the qualifications of management planners and asbestos
inspectors retained by school districts to produce management plans;

o Assure consistency of recommended abatement actions with asbestos
conditions which are reported to exist in a school; ‘ :

« “‘Assure that the more than 25 asbestos consultants involved statewide
in producing management plans for schools undertake asbestos
assessments and develop plans using comsistent guidelines and

- criteria. - , : S

OFFICE OF REAL ESTATE AND DESIGN SERVICES

The Office of Real Estate and Design Services (OREDS) acts as the
state’s agent in acquiring and selling real property, identifying surplus
state property and managing acquired property prior to its transfer to
other departments. In addition, OREDS is responsible for providin
well-planned, functional and economical quarters in- state owned an
leased facilities to accommodate agencies’ space needs.

The budget proposes $9.5 million in 1989-90 for support of OREDS. This
amount consists of $7.3 million from the Service Revolving Fund and $2.2
million from the Property Acquisition Law Account in the General Fund.
This is an increase of $812,000, or 9.3 percent, above estimated. current-
year expenditures. Most of the increase in the budget ($696,000) is for a
proposed new “Proactive Asset Management Program,” which is dis-
cussed below. The other significant budget chanfes. are (1) a $154,000
augmentation for increased planning/leasing workload and (2) a $125,000
augmentation to cover increased rent for OREDS headquarters in
Sacramento. The terms of the lease signed by OREDS in 1986 provide for
escalating rent payments which make the proposed augmentation nec-
essary. The lease terms are consistent with the notification provided to
the Legislature, pursuant to Government Code requirements, prior to
signing the lease. : ~ -

Proactive Asset Munuge’rheni Program

We recommend a reduction of $646,000 under Item 1760-001-002 to
delete a proposed asset management program which is premature
because (1) enabling. legislation has not been enacted and (2) a
computerized property inventory mandated by prior legislation has
. not been completed. :

The Proposal. The budget includes $696,000 under Item 1760-001-002
(Property Acquisition Law Account) for a new “Proactive Asset Man-
agement Program.” This amount includes $50,000 for a study of poten-
tially necessary modifications to a computerized property inventory
being developed by the department pursuant to prior legislation. Under
the proposed program, OREDS staff would be augmented by 4.5 positions
to more aggressively identify and manage under-utilized state properties
and, by leasing and selling tﬁese properties, increase state revenues. The
department would rely heavily on consultant services to carry out the
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program. The proposal includes $310,000 for consultant contracts, includ-
ing contracts for financial analysis, EIR preparation, site planning and
marketing. : : : v
Background. The department’s proposal is meant to build upon
legislative direction to improve state property utilization/management
embodied in Ch 444/86 and Ch 907/86. Chapter 444 directed the
department to carry out a pilot project of identifying under-utilized state
property within a geographic region to be determined by the depart-
ment. As part of the pilot project, the department was to hire a-private
consultant to evaluate opportunities for proactive asset management
within the project area. The legislation required the department to
submit the consultant’s evaluation/recommendations to the Legislature.
The consultant’s report,. submitted. to the Legislature in July 1988,
concluded that there were significant opportunities for revenue genera-
tion from state property in the project area (the City of San Diego and
surrounding communities). Among other things, the consultant recom-
“mended that the state establish a public corporation to manage and
develop the state’s real property assets. The public corporation envi-
sioned by the consultant would have a broag grant of authorityfor
managing, developing and disposing of property, would have a non-civil
‘service staff and would make extensive use of contracted consulting
services. The department neither endorsed nor rejected the consultant’s
recommendations ‘when it submitted the consultant’s report to the
Legislature. The budget proposal, however, does not include the estab-
lishment of a public corporation or the use of non-civil service staff.
Chapter 907 directed OREDS to develop a centralized computer
inventory of state properties by January 1, 1989 and to prepare a report
by -that date of aﬁ surplus properties and other properties with no
identified current or projected use. The legislation also requires the
Auditor General to report to the Legislature by January 1, 1990 on the
department’s compliance with the legislation. At the time this analysis
was prepared; the department was one year behind schedule in prepar-
ing the inventory, with estimated completion by January 1990.
Proposal is Premature. Although the department is behind schedule in
its development of a statewide property invertory, our review indicates
that the department has been conscientious in its attempts to implement
Ch 444/86 and Ch 907/86 and to improve the state’s management of real
property. We also believe that the state needs a more aggressive asset
management program. However, the specific- form that such a program
should take, what type of entity should administer it, and the authority
over the use/disposition of state property that the Legislature should
delegate to this entity, ‘are significant policy issues that need to be
addressed in enabling legislation considered by appropriate policy, as
well as fiscal, committees. Moreover, as a practical matter, completion of
the statewide property inventory is a prerequisite for any successful asset
management program. o : :
_In view of the above, the budget’s proposal to commence an asset
management program in 1989-90 is premature. We therefore recommend
..a reduction of $646,000 under Item 1760-001-002 to delete the program
from the budget. This recommendation would leave $50,000 in the
budget for the proposed study of potentially necessary modifications to
the computerized property inventory. In our report on recommended
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legislation issued in January 1989, we recommend that ‘legislation be
enacted to establish a property asset management program.

OFFICE OF ENERGY ASSESSMENTS S o

. The Office of Energy Assessments (OEA) is responsible for improving
‘the efficiency of state operations by developing cost-efficient energy
programs. The budget proposes $3,614,000 for support of OEA in 1989-90,
consisting of $931,000 from the Energy Resources’ Programs Account
'(ERPA) in the General Fund and $2,683,000 from the Service Revolving
Fund ' (SRF). This is an increase of $390,000, or 12 percent, above
estimated current year expenditures. However, the amount requested for
'1989-90 exceeds actual 1987-88 expenditures by $1,373,000, or 61 percent.
Part-of the: incr“ease~£l$290,000) is due to a proposed new ‘program
whereby OEA would administer centralized procurement of natural gas
for state facilities. The remainder of the increase above 1987-88 expendi-
tures is due primarily to overbudgeting, of consultant contracts. Both of
these increases are discussed below.

Budget Increase Not Needed to Fund “"Ne'w Program

We recommend a reduction of $822,000 in Item 1760-001-666 because
(1) the cost of the proposed program for ceniralized procurement of
natural gas ($348,000) can be funded within the department’s current
level of expenditure authority and (2) a further reduction ($474,000) is
warranted to eliminate overbudgeting of consultant contracts.

We further recommend that the Legislature adopt Budget Bill
language directing (1) the department to provide a progress report on
the new. program and (2) the Department of Finance to identify
savings resulting from the program and transfer the savings to the
General Fund and other funds, as appropriate. : -

Natural Gas Procurement Proposal. The budget proposes $348,000
under Item 1760-001-666 for OEA -and the department’s Office . of
-Procurement to jointly administer a new program of centralized procure-
ment of natural gas for up to 75 state facilities. Under the proposal, OEA’s
staff would be increased by one" position and its budget would be
augmented by $290,000, including $220,000 for consultant contracts. The
remainder of the proposed augmentation ($58,000) would fund an
additional position in the Office of Procurement. Both positions would be
limited-term to June 30, 1991. o oo

The department is: proposing centralized natural gas procurement to
take advantage of recent regulatory changes that have made the market
for natural:gas sales more open and competitive.. Prior to the regulatory
changes, state facilities had to buy natural gas from local utilities at rates
‘set by the Public Utilities Commission." The reiulatory changes permit
facilities to purchase gas from alternative suppliers at negotiated rates.
The elimination of the local monopoly of utilities creates the ogportunity
to negotiate reductions in natural gas prices.. According to the depart-
ment, the proposed centralized negotiation/purchases of natural gas
would save the state an estimated $3 million annually (about 5 percent of

“current natural gas purchases). =~ - : , :

' Overbudgeting of Consultant Contracts. Our review indicates that the
gas procurement proposal has merit. We recommeénd, however, that the
program be funded within the department’s current level of expenditure
authority. The department has more than adequate spending authority
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without the- proposed augmentation because OEA' has consistently
overbudgeted for consultant contracts. As Table 5 shows; during the last
three fiscal years for which actual data are available (1985-86 through
1987-88) OEA has overbudgeted consultant contracts by $3.1 million. In
1987-88 the overbudgeting totaled $950,000. The OEA proposes spending
authority for contracts of $2.7 million in 1989-90. This proposed amount
for contracts exceeds 1987-88 expenditures by $1.3 million and is $1.2
million more than OEA has ever spent for contracts in a fiscal year. By
consistently overbudgeting in OEA, the department has additional
spending authority within the Service Revolving Fund that would be
available for transfer to other programs, w1thout any requlrement for
leglslatlve review. - - - i

Tabl_e 5 .

"~ Department of Genéral Services

Office of Energy Assessments
Consultant Contracts
1985-86 through 1987-88
(dollars in thousands)

198586 198687 1987-88

Budgeted ... el e " $2,406 $2,406 $2,406
Expended................ e et © 1,018 ‘1,542 : '1,456
AmountOverbudgeted ...... $1328 o Y. i $950 "

Apart from the consultant contracts assomated with the gas ‘procure-
ment proposal, the nature and extent of OEA’s work to be carried out
-under consultant contracts in the budget year has not changed materially
from prior years. We therefore recommend reducing Item 1760-001-666
by $822,000—the amount by which OEA consultant contracts were
overbudgeted. in 1987-88 :($950,000) less: the amount needed for the
non-contract portions of-the gas procurement proposal ($128,000).  This
“would still leave the department with:a 21 percent increase above the
amount expended. in 1987-88 for OEA consultant contracts and the
‘additional funds needed for the non-contract portions of the gas procure-
‘ment proposal.

Language Needed to Guzde Program Implementatzon In order to
assure that (1) savings generated by the gas procurement program
accrue to appropriate funds: and :(2) the Legislature receives the
information-it needs to assess the benefits 'of continuing the program, we
recommend adoptlon of the followmg supplemental report language:

~ The amount approprlated for support of the Department of General Services
under Item 1760-001-666 includes $348,000 to estaghsh a natural gas centralized
procurement program to be jointly administered by the Office of Procurement
“and the Office of Energy Assessments. The Department of General Services
shall report to the chairs of the fiscal committee in each house and the chair of

~ the Joint Legislative Budget Committee by January 1, 1991 on the status of the
program, including program expenditures, savings. generated by the program
for each client department, ang recommendations for continuance, termina-
tion, and/ or revisions to the program. The Department of Finance shall report
to the chairs of the fiscal commlttee in each house and the chair of the Joint
Legislative, Budget Committee by January 10, 1990 and January 10, 1991. This
report shall identify, by client department and funding source, ‘actual and
estimated savings in natural gas expenditures resulting from the program. The



Item 1760 STATE AND ‘CONSUMER SERVICES / 135

report also shall document the corresponding expenditure reductions included
in the Governor’s annual budget. . -

OFFICE OF BUILDINGS AND GROUNDS

The Office of Buildings and Grounds (OBG) is responsible for main-
taining state office buildings and grounds under the jurisdiction of the
Department of General Services. In addition, the office provides custo-
dial and maintenance services, as requested, in buildings owned by other
agencies. o : X . :

The budget proposes total expenditures of $65.8 million for support. of
OBG in 1989-90. This.is an increase of $1.6 million, or 2.5 percent, above
estimated current-year  expenditures. - The budget request, however,
represents an increase of $3.2 million, or 5.1 percent, above the current
year budget approved by the Legislature. This is because estimated
current year expenditures include $1.6 million of deficiency authoriza-
tions requested by the Director of Finance. The proposed. budget growth
includes $1.4 million in 1989-90 (and $827,000 in tﬁe current year). for
inflationary price increases for utilities. The budget also includes $575,000
in 1989-90. (and $809,000 in the current year) for a new asbestos
monitoring/maintenance program. » :

Trangfer of ‘S'dyingé from Building Rental Ai‘:cpimi to G‘eneral Fund
We recommend the transfer from the Building Rental Account to the

'General Fund of $2,985,000 of savings resulting from our recommended

reductions to the Building Rental Account portion of the OBG budget.

- Of the $65.8 million proposed for expenditure by OBG in 1989-90, a

total of $46.4 million is from the Building Rental Account (BRA). The
primary source of revenue into the BRA is rerit paid by state agencies for
office space owned by the Department of General Services. All agencies
renting office space from OBG will pay rent in 1989-90:0of 92 cents per
square foot per month. Funds for these rental payments are incorporated
into each agency’s 1989-90 budget. s : '

- In our analysis of the OBG budget below, we make a number of
recommendations which, if adopted; would reduce BRA expenditures.
Since BRA revenues would not be affected, the reduced amount of
exgenditures would generate a corresponding -surplus in the BRA. In
order to maximize the Legislature’s flexibility in meeting statewide needs
we recommend transferring the savings. resulting from our recommen-
dations ($2,985,000) from the BRA to the General Fund.

Asbestos Monitoring/Maintenance ‘ .

We recommend reducing Item 1760-001-001 (General Fund) by
$29,000 and Item 1760-001-666 (Service Revolving Fund) by $546,000 to
delete a proposed asbestos monitoring/maintenance program. We
further recommend transferring the Building Rental Account portion
of the Service Revolving Fund savings ($489,000) to the General Fund.

The budget includes $575,000 for OBG to train and equip maintenance
personnel to conduct asbestos monitoring and perform repair and
maintenance projects which involve asbestos-containing materials. This
amount consists of $29,000 from the General Fund under Item 1760-
001-001 and $489,000 from the BRA plus $57,000 in reimbursements under
Item 1760-001-666. In a letter submitted December 28, 1988, pursuant to
Section 27.00 of the 1988 Budget Act, the Director of Finance advised the
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Legislature of his intent to authorize deficiency expenditures in the
current year totaling $809,000 for the start-up of this new program.

Department Has Not Substantiated Need for Program of this Mag-
nitude. Our review indicates that the department is proposing a main-
tenance program for asbestos without first defining the specifics of the
problem it is designed to address. Specifically, it has not (1) based its
request on a survey conducted by the Office of the State Architect of the
asbestos conditions in buildings served by OBG or (2) identified the
number/frequency of maintenance activities which would disturb
asbestos-containing materials. Absent such- information, the need for
additional training and equipment funds is unclear. Moreover, there are
no statewide standards in place for asbestos monitoring/maintenance on
“which the Legislature can basé an evaluation of this program (or similar
programs which may be proposed by other departments). In view of the
above, we recommend that the Legislature not fund at this time the
proposed monitoring/maintenance program. : -

"In our 1989-90 Perspectives and Issues (“State Asbestos Abatement
Programs’(’} we recommend that the Legislature establish a task force
that would, among other things, recommend 'statewide standards for
asbestos monitoring/maintenance programs, The proposed task force,
which would include representatives from the Department of General
Services, would report to the Legislature in the fall of 1989 on standards
for asbestos monitoring, training of maintenance employees, types and
quantities of special equipment, and organization of asbestos programs.

If the Legislature acts to form the recommended task force and adopt
_standards for asbestos monitoring/maintenance programs, an OBG pro-
-posal consistent with these standards would merit legislative consider-
ation as part of the 1990-91 Budget. In the meantime OBG can take the
following actions being taken by other departments: (1) use existing
special repair funds to conduct necessary repairs which involve disturb-
ing asbestos-containing materials, (2) use registered asbestos contractors
where existing equipment and staff training are insufficient to conduct
such repairs in accordance with state and federal regulations, and (3)
provide asbestos equipment and training for employees on -a. priority
basis, using existing operating expense and- equipment. funds.

Special Repairs ’ ‘ _

The budget includes $5.1 million for 41 special repair projects. Special
repairs are projects that continue the usability of a facility at its original
designed level of service. (In contrast, capital outlay projects include new
construction and alterations, extensions and improvements of existing

structures.) . :-
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A. Projects for Which We Recommend Approval

Table 6

Department of General Services
Office of Buildings and Grounds
1989-90 Special Repair Projects
Projects for Which We Recommend Approval
(dollars in thousands)

Department
Request
- Number of and Analyst
Type of Project - Projects Recommendation

1, Heating, ventilation, air conditioning repairs.................. 14 : $674
2. Roof repairs/replacement ......... e o1 : 46
3. Electrical repair and load test................ PP 2 : 32
4. Parking lot/sidewalk repairs ................. TP 4 97
5. Painting and window/drapery replacement................... 4 309
6. Floor and carpet replacement ...........c...ovviivinnrinnee. 1 20
7. Install security systems ....... SO PRSI 2 : 23
8. State Capitol projects..........coovvveiiiiiiinninnin S 3 - "~ 6l
9. Miscellaneous ...........cveeveiiiniinennins frrerereaeae e 3 94
Totals......coovvrnnindnii PN 34 $1,356

. 'We recommend approval of $1,356,000—consisting of $100,000 in Item
1760-001-001 and $1,256,000 in Item 1760-001 -6‘6‘6—-requested for 34
projects outlined in Table 6.

Our review of the 34 special repair projects shown in Table 6 indicates
that each repair is necessary to ensure the viability of a state bu11d1ng or
the safety and comfort of its occupants.

B. Project for Which We Recommend Reduced Fundmg

We recommend a reduction of $75,000 in Item 1 76‘0-001-6‘6‘6‘ and
approval in the reduced amount o };f $568,000 for the first phase of
retrofitting gas turbine engines at the Central Plant.

The budget requests $643,000 for the first phase of retrofitting the six
“gas turbine engines at the Central Plant in Sacramento. These engines
~power about 75 percent of the Central Plant’s cooling capacity, which

provides air condp tioning to 5.5 million square feet of state office spacein
.downtown Sacramento; including the Capitol. The department proposes

“to retrofit two turbine engines» each year over the next three years, with
an estimated cost of $435,000 beyond the budget year. (Costs in the first
year are higher to cover the purchase of accessory equipment needed for
all six engines.) The retrofits are needed because the manufacturer has
informed the department that parts and service will no longer be
available for the turbines, which were installed in the Central Plant in
1968. According to the manufacturer, the retrofits will extend the useful
lives of the turbines by 20 years.

" We agree that the retrofits are needed. The budget request, however,
adds $107,000 to the amount quoted by the manufacturer in December
1987, assuming that the cost will rise by 20 percent between the time of

"the estimate and commencement of the work—Ilittle more than a year
and a half. The department has not specified why inflation in this case
should outpace what is anticipated for construction projects generally
over the same period (about 6 percent). We therefore recommend a
reguctlon of $75000 to ehmmate excessive budgetmg for anticipated

--inflation .
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C. Projects for Which We Recommend Deletion .

We recommend deletion of $2,421,000 requested under Item 1760-
001-666 for two prajects the need for which the department has not
substantiated.

We recommend deletion of funds for the following two projects at the
state office building located at 751 N Street, Sacramento:

"o $2,126,000 to replace/upgrade the heating, ventilation and air condi-
" tioning (HVAC) system, and
e $295.000 to replace 270 dual-paned windows.

This building, occupied by the Employment Development Depart-
ment (EDD), was completed and occupied in 1983. The HVAC system is
served in part by solar collectors suspended above the slanting face of the
building’s south side (facing “N” Street). The windows proposed for
replacement are also located on this side of the building.

HVAC System. According to the department, the current HVAC
system fails to perform to design specifications. The'def)artment also
indicates that the amount of supplemental steam supplied from the
central plant to the building is higher than anticipated l[))ecause the solar
collectors do not perform according to design. Among the other problems
cited by the department are poor ventilation and inadequate cooling
temperatures within the building. Moreover, the Director of EDD has
advised the department that the current conditions are not tolerable and
must be improved. - - R ’ '

According to the documentation submitted to the Legislature with the
budget request, the department (based on a consultant’s study) proposed
to solve the problem by replacing major components-of the existing
system with a different type of. solar collection system and new air
conditioning chiller units. According to department staff, however, this
proposal was abandoned before-the budget was published. Instead, the

department is awaiting the results of yet another consultant’s study (due
w%zlﬁQLLQBQ) which will examine several alternative solutions. Thus,
according to staff, the $2,126,000 request in the budget is merely a
“placeholder.” : : . _ -

Based on information received from the department, it is obvious that
the building occupants are.dissatisfied with the interior conditions and
some_improvements.are necessary. On the other hand, the same infor-
mation indicates that, except for one instance when there was an
equipment failure, the interior temperatures during the summer were
within the normal range of the state’s indoor temperature standard. The
information also_appears to indicate that building ventilation would be
adequate if various adjustments and minor modifications are made to the
ventilation system. Consequently, at the time this analysis was prepared,

the department had not substantiated the need to extensively modify the
HVAC system in the manner requested. Thus, based on available
information, we recommend deletion of the $2,126,000. . .

If, based on the consultant’s report and a thorough reevaluation of the
HVAC system, the department finds that major improvements are
necessary, a submittal to the Legislature detailing the needs would

~warrant consideration. In this event, we recommend that the department
give serious consideration to the alternative of expanding the chiller
capacity of the Central Plant and connecting the building to the Central
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Plant’s system. This would not only provide a reliable cooling system, but
could at the same time provide additional chiller capacity that will be

‘needed at the Central Plant to provide cooling to new state buildings

currently under design.

. Replacement of. Wi_ndozbs. The budget fe uests $295,000 to replace 270

dual-paned windows on the slanting south side of the building. According
to the department, faulty seals have allowed moisture inside the panes,
causing “unsightly and unsanitary” conditions. According to the depart-

- ment’s documentation for this project, the faulty seals appear to be.due
‘to “an inherent design error and/or manufacturer’s error.” )

The department has not been able to justify this proposal on other than
an aesthetic basis. Specifically, the department has not substantiated that

D. Projects for Which We Withhold Recommendation

either an unsafe or unsanitary condition exists; Moreover, if the situation
is due to design and/or manufacturer: error, it should be the designer
and/or manufacturer’s responsibility to correct the problem. Finally, the
department has not identified what changes will be made so that the
same condition will not occur with replacement of the windows. Conse-
quently, it is not clear that the proposed expenditure would be effective.

Accordingly, we recommend deletion of the $295,000 requested for

window replacement. : A

We. withhold recommendation on. $640,000 requested in Item 1760-
001-666 for four projects at the San Francisco State Office Building and
Annex pending clarification of (1) the administration’s plans to vacate
tenants and proceed with major seismic and other code-related reno-
vations of the buildings and (2).the relationship of the special repair
projects to those activities.

As shown in Table 7, the budget includes $640,000 under Item
1760-001-666 for four special repair projects at the San Francisco State
Office Building and adjoining Annex. : . :

Table 7

Department of General Services
) 1989-90 Special Repair.Projects -
..San Francisco State Office Building and Annex
(dollars in thousands)

Project ) . _ . Department Request
L Replace 100f .......vueenininiiiii $454
2. Grout removal/repaint €XteriOr. ... .. ovvvrniiiniiiiitinnii i 167
3. Sidewalk repair.........oooiiiiiii . 11
4. Carpet replacement................ooeviiniinn, P 8
TOtAl c.oveveeeeeveeeee s s ' $640

The department’s five-year capital ouflay plan. ‘includes a. major

. renovation project at the San Francisco State Office Building and Annex,

involving seismic retrofitting and other alterations to meet various code
requirements. The scope of the project is extensive. Its estimated cost,
mguding costs to lease space for. state tenants displaced during the
renovations, exceeds $140 million. At a hearing of the Joint Legislative
Budget Committee in December 1988, the department’s director and
staff testified that renovations are needed because the building and annex
do not meet code requirements intended for the safety of building
occupants. ¢ R
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 Given the uncertainty on renovating the building and whéther tenants
will vacate, two of the special repair ‘groj'ec'ts—roof replacement and
exterior grout removal/painting—may be premature or even unneces-
sary. At least one of the other projects—carpet replacement—would be
unnecessary if state tenants are to be vacated. In view of the above, the
department needs to'clarify (1) its plans to vacate tenants and proceed
with major renovations and (2) the relationship of the special repair
projects to those activities. Pending this clarification from the depart-
ment, we withhold recommendation on-the $640,000 requested for
special repairs at the San Francisco buildings. - . o

STATEWIDE SUPPORT SERVICES I

EVALUATION OF PROCUREMENT AND CONTRACT TRAINING. .
Chapter 1226, Statutes of 1985, required the Director ‘of General
Services to establish training programs ?or state personnel working in the
areas of goods procurement and service contracting. The Office of
Procurement within the DGS is to provide procurement training and the
Department of Personnel Administration (DPA) is to provide training in
service contract management. The legislation further required the DGS
to report to the Legislative Analyst on the effectiveness of the programs.
The Legislative Analyst was required to evaluate the programs on the
basis of those reports as well as interviews with employees who had

- participated in the training classes. ‘

In this analysis we evaluate the effectiveness of these two training
programs by applying the following two criteria: : .

1. Is the training provided to all those who need it (those with primary
responsibility within their departments for procurement and contract-

.ing), and

- 2. Do those who attend the training classes learn what they need to
know to perform their job in compliance with state policy and legal
requirements.

To answer the first question, we reviewed attendance statistics pro-
vided by DPA and DGS, and conducted a survey of randomly selected
state agencies to determine whether or not those performing procure-
ment and contract duties had taken the respective training classes. To
answer the second question, we relied on review of course content,
personal evaluation by participants, and an assessment of the quality of
participants’ work.

Evaluation of Contracis Training
Is the Training Provided To All Those Who Need I1?

The State Training Center within the DPA offers a four-day class
entitled “Managing the Service Contract Process” six to.eight times a
year. The class is available to all departments on a voluntary basis at a cost
of $285 per student ($365 in Los Angeles). S

Chapter 1226 states that the intent of the.Legislature is for the
employee in each state agency who has the primary responsibility for
preparing and administering contracts to receive: training.. The -atten-
dance data provided by DPA did not indicate either:job titles or duties of
those taking the course. We were able to determine, however, that most
employees responsible for contracts in departments which use substantial
contract services had taken the training course. Of the fifteen agencies
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with the most contract activity in the state, all but one had sent
employees to the training class. Training center personnel indicated that
students with all levels of responsibility, from clerical to managerial,
currently take the class.

~ Table 8 shows that 290 employees from 54 agencies (out of a total of 115
state agenc1es) have taken the class since its 1nceptlon in 1986-87.

Table 8 :
Department.of Personnel Administration
State Training Center
Employees and Agencies
Represented at Contract Training
1986-87 and 1987-88

Number of - Number of
Employees Agencies
Trained Represented
1986—87 ...... R T PP 114 35
1987:88.............. vt e banesreeetageneraraes s 176 3
Total...oveisiiie i 290 54¢

‘2 The agencies represented do not add to 54 because some agencies sent students in both 1986-87 and
1987-88.

Our telephone interviews of class part1c1pants and other contract
employees selected at random indicated that all contracts personnel were
aware of the course. None reported that the class was unavailable to them
due to cost or other reasons. Those who had not taken the class had
received on-the-job training from more experienced coworkers or super-
visors and by reading the State Administrative Manual.

Do Class Participants Learn What They Need to Know to Perform Their
Jobs in Conformity With State Policy and Legal Requirements?

Course Content. Based on-our review of the curriculum and conversa-
tions with participants, the course appears to be very comprehensive.
The major topics are:

e Procedures and techniques for contract solicitations, award and
-management;

o Four phases of contractmg,

¢ Mandatory and suggested solicitation language;

¢ Developing bid evaluation procedures; and

¢ Conducting cost analysis.

+Both students and training personnel thought the class was technically

rigorous and offered an intensive review of the purpose and procedures

of state contracting. -

- Participant Evaluations. In wrltten evaluations, students have consis-
tently rated the course very favorably. On a scale of zero to 10 (where 10
was most favorable), students in' 1986-87 gave the course an average
rating of 8.9; ratings for the eight courses in 1987-88 dropped slightly to an
average of '87. These evaluations were verified through a telephone
‘survey which revealed that students thought the course rated highly on
such factors as meeting its stated objectives and instructor effectiveness.
When asked how the course could have been improved, the answer most
frequently given was that more specialized instruction specific to a
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particular type of contracting problem (such as EDP services) should be
provided. . _

These responses corresponded to comments from training center staff
who identified two problem areas. First, they found it difficult to offer
detailed instruction on specialized areas in contracting requested by
some of their students due to lack of time. Second, some students had
trouble understanding the material due to the amount and complexity of
the information presented. This was especially true of those who had
been on the job for a short time or did not have a strong educational
background. n '

Outside Assessment of Impact on Work Performed. The report on
effectiveness of contract training prepared by DGS provided statistics on
contract performance for all state agencies. The performance measure
used in the report is the number of drafting (substantive) errors General
Service’s legal staff found in their regular contract review. The report also
contained information on the number of contracts written and the
number of students trained for these same departments.

Table 9 shows that in 1986-87 the average drafting error rate among
those agencies that sent employees to training was significantly lower (5.5
percent) than the average drafting error rate for all agencies (104
percent). The average drafting error rate for participating agencies with
the most contract activity was 9.6 percent, also lower than the statewide
average. In 1987-88, however, the average error rate for those agencies
that sent employees to training was higher (13.4 percent) than that of all
state agencies (12.1 percent). The average 1987-88 error rate for partic-
ipating agencies with the most contract activity (11.5 percent) was lower
than the statewide average. , v v

-Table 9

Department -of General Services
Office of Legal Services .
Average Drafting Error Rates Among State Agencie
1986-87 and 1987-88

Participating
Participating Agencies With Most
All Agencies Agencies Contract Activity
1986-87. .. e e 10.4% . 55% C 9.6%
1987-88. ..o 12.1% 134% 11.5%

Among the 1987-88 participating agencies there were two with espe-
cially high drafting error rates. (44 percent and 51 percent). Personnel at
the state training center indicated that both of these agencies had been
negotiating contracts during that year that were much larger and. more
complex than anything they had written previously; and had requested
special help from the center in writing the contracts. If the average error
rates for these two agencies are removed from the participating group
(38 total in the group), the error rate for participating agencies fa.%ls to 7.9
percent, well below the statewide average. : .

Our evaluation of the contracts training program, based on review of

drafting error rates, participant evaluations, and results of the telephone
survey, is that the class is helpful to those who write and manage state

‘contracts, and improves the quality of those contracts. Our review further
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indicates, however, that employees working with large and complex
contracts need help with specific problems that cannot be included in a
general class.

Evaluation of Procurement Tralmng

The Office of Procurement within the DGS offers a general one-day
class on state policies and legal requirements for procurement. The class
is offered free of charge once a quarter, usually in Sacramento but also
occasionally in Los Angeles. In addition, the Office of Procurement offers
special training classes to individual state agencies upon request. These
individual classes have been conducted in Fresno, San Francisco, Santa
Rosa, Redding, San Luis Obispo, Los Angeles, R1versxde and Chino.

Most state agencies are required to do their purchasmg through the
Office of Procurement when purchasing goods valued at more than
$10,000. (Goods valued at more than $10,000 require a formal compehtlve
bid process while those valued at less than $10,000 require onl
informal, telephone b1d rocess.) Some agencies that often make arge
purchases are granted “delegated” authority, however, to do their own
grocurement for goods valued at up to $100,000. In order to obtain

ele%ated authority, an agency is required to send its procurement
ees to the procurement training class.

To ate, 1,376 employees from 100 state agencies have participated in
the procurement training program. Procurement personnel state' that
agencies desiring training for their employees currently have to wait
approximately elght weeks until a class is available. Telephone interviews
with employees working in procurement within departments selected at
random indicated that a%l of those questioned were aware of the class and
thought that it was available to them. In a survey conducted by the Office
of Procurement, responses from 92 departments indicated that 83
percent knew the classes were available.

Do class participants learn what they need to know to perform ‘their jobs
in conformity with state policy and legal requirements?

Course Content: Our review of the course outline 1ndlcates that the
procurement training covers the following topics: _

¢ Competitive bidding, legal re(ﬁnrements and state procedures

e Procurement processes and scheduling

o Quality control.

e Vendor prequalification.

¢ Materials management.

o State preference programs.

¢ Prompt payment procedures.

Participant Evaluations: Following the training classes, the Office of
Procurement asked participants to evaluate the class on a “scale of one to
10 (10 being the highest score) with respect to the followmg

- 1. Overall quality of instruction.

2. Usefulness to their work.

3. Amount of information that was new to them: - '

The students gave the course an average ranking of 8.4 on the ﬁrst two
questions and 5 on the third. The favorable responses to the first two
questions were verified through a telephone survey in which participants
stated that the class was a valuable experience and useful to them in their
work. The less favorable rating on the third item was also conflrmed by
telephone contacts.
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Apparently, most of those taking the class have worked-in procurement
for some time and already have significant experience in the field.

Outside Assessment of Impact on Work Performed. The DGS’ report
on procurement training did not pr0v1de any objective measure of the
impact of the class on agencies’ procurement practices. When ques-
tioned, however, Office of Procurement personnel reported that they
found, in their regular audits of agencies with delegated authority, that
training did improve both timeliness and accuracy of deliveries. The
results of the Office of Procurements’ survey mentioned above, also
indicated that 82 percent of those responding reported that the class
improved their performance with respect to these two criteria.

Our analys1s indicates that the procurement training program -provided
by the DGS is helpful to those who take it. The Office of Procurement
currently maintains no objective records measuring performance of those
taking the training course, however. Such records would be an objective
indicator of the impact of training on departments’ procurement activi-
ties. They could also help the Office of Procurement to make changes in
its.training course to better meet the needs of the students. The one-day
course could be updated on an annual basis to spend less time on material
most participants are already familiar with and, instead, emphasize
material that is new to them. : ‘ , .

State and Consumer Services Agency
- STATE PERSONNEL ‘BOARD

Ttem 1880 from the General .

Fund E Budget p. SCS 137
REQUESEEA 1989-00......ovrosoeeoeiiessrssie st '$13 601,000
Estimated 1988-89 ............ everiisessereeiersereeresasaroses Seeiivbreversebesssnnaiicis 24,681,000

Actual 1987-88 .......cccovvirecrncreriiivenmmnnnesesnsenes teberereirar s eie e et daes 24,760,000
Requested decrease (excludmg amount for o
salary increases) $11,080,000 (—45 percent) :
Total recommended reduction........covveerenneceserereerenssnrnrsesssenes ’ None

1989-90 FUNDING BY ITEM AND SOURCE

Item—Description - Fund LA ‘Amount
1880-001-001—Support ‘ : General.© -~ . .- $11,528,000
Reimbursements : o= T 2,073,000
Total : © 0 $13,601,000

. : L.« - Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Career Opportunities Development. Program. Recommend - 146
that the Department of Finance report to the fiscal commit-
tees, prior to budget hearings, on the programmatic and -
fiscal effects -of the proposed elimination of the Career
Opportunities Development program on various state pro--.
grams and agencies. :
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2. Unallocated Reduction. Recommend that the SPB provide 148
the . fiscal committees, prior to budget hearings, with a
specific plan for 1mplement1ng the proposed 20 percent
reduction.

GENERAL PROGRAM STATEMENT

The State Personnel Board (SPB) is a constitutional body consisting of
five members appointed by the Governor for 10- -year terms. The board
has authority under the State Constitution and various statutes to adopt
state civil service rules and regulations.

An executive officer, appointed by the board, is responsible for
administering the merit aspects of the state civil service system. (The
Department of Personnel Administration (DPA), which was established
effective May 1, 1981, is responsible for managing the nonmerit aspects of
the state’s personnel systems.) The board and its staff also are responsible
for establishing and administering, on a reimbursement basis, merit
systéms for city and county welfare and civil defense employees to
ensure comphance with federal requirements.

The SPB also is responsible for coordinating affirmative act10n and
equal employment opportunity efforts within state and local government
agencies, in accordance with state pohcy and federal law.

The board has 301.3 personnel-years in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $13.6 million for support of
the State Personnel Board in 1989-90. This is $11.1 million, or 45 percent,
below estimated expenditures for the current year. "The proposed
expenditures consist of an appropriation of $11.5 million from the General
F und and $2.1 million in reimbursements. The General Fund amount is

Table 1
State Personnel Board
Budget Summary
1987-88 through 1989-90
(dollars in thousands)

Expenditures’
. Percent
Personnel-Years Change
Actual — Est. Prop.  Actual  Est. Prop. From
Program 198788 1988-89 1989-90. 1987-88 198889 1989-90 . 1988-89
Merit system administration....... 1652 217.2 2128  $21,149 $23583 $14,035 —40.5%
Appeals...........covciviiiiinnn 376 — —& 2,670 - - -
Local government services ....... — — — 849 881 899 2.0
Administrative services ......... .. 168 84.1 84.1 4,000 4,761 4978 46
Distributed administrative ser- ' '
VICE.. .ot e (76.8) - (84.1)  (841)  —3908 —4544 4761 48
Unallocated reduction............. - = = — — —=1550 =
Totals......oovveeviiiinniinns, 279.6 3013 2069 . $24,760 -$24,681° $13,601 -—449%
Funding Sources : ' . Lo
Genetal Fund...............ccccivivvinniiiiniiiiniiiniiviinnens 821,120 820858 $11,598 —44.7%

- Reimbursements ................... e 3,640 3,823 2073 —458%

21n 1988-89 the Appeals program was consohdated with the Merit system admmlstratlon program.
b Not a meaningful figure.



146 / STATE AND CONSUMER SERVICES Item 1880

STATE PERSONNEL BOARD—Continued . ,
$9.3 million, or 45 percent, below estimated current-year expenditures.
Reimbursements are expected to decrease by $1.8 million, -or 46 percent,
below estimated current-year amounts. : '

The reduction in the SPB budget is due to the elimination of the Career
Opportunities Development program, and the imposition of an unallo-
cated reduction. Table 1 summarizes expenditures and personnel-years
for each of the board’s programs, for the past, current, and budget years.
The baseline adjustments and workload changes proposed for the budget
year are displayed in Table 2. S ’

Table 2

State Personnel Board
Proposed 1983-90 Budget Changes
(dollars in thousands) .- -

General . Reim-
Fund . bursements Totals
1988-89 Expenditures (Revised) ............... $20,858 - $3,823 - -$24,681
Baseline Adjustments o e - )
Personal SEerviCes.......ccvvvvivinrireerrennviionnen 1242 . 185 N 1,427
Operating expense....... — _ %5 ‘%5
Expiring program reducti —139 —-125 —264
Unallocated 20 percent reduction.................. —1550 — —1,550
Subtotals, baseline adjustments ..................  (—$447) ($85) - (—$362)
Workload Changes ) .
* Merit system oversight ...............cceeiiiinnnns $172 — 8172
Psychological screening............coceeienienenne. - $57 -57
~Exam‘certification ..............coooviniinn C— 130 130
On:line automated selection system ............... -115: - . 230 115-.
Decentralized testing information pilot............ - 80 = 50
Medical office support..........cc.coovivininnnnn. 25 —_— 25
Eliminate Career Opportunities ................... .
Development Program............cvcoeeninann. —9,015 —2,252 —$11,267
Subtotals, workload changes ......... Cerreeenaens (—$8,883) {—$1,835) (—$10,718)
1989-90 Expenditures (Proposed) ....................  $11,528 $2,073 $13,601
Change from 1988-89:
Amount............. et e aareaaaas —$9,330 $1,750 —$11,080

TPEICENL. ... 4.7% 45.8% 4.9%

ANALYSIS AND RECOMMENDATIONS _
Elimination of Career Opportunities Development Program.

We recommend that the Department of Finance report to the
Legislature prior to budget hearings on the programmatic and fiscal
effects of the proposed elimination of the Career Opportunities Devel-
opment program on various state programs and agencies.

The Governor’s Budget proposes the elimination of the Career Oppor-
tunities Development (COD) program, for a General Fund savings of $9
million and a reduction of 7.6 personnel-years in the 1989-90 budget for
the State Personnel Board (SPB). The COD program currently provides
on-the-job training for disabled individuals, welfare recipients, and other
economically disadvantaged persons, including participants in the state’s
Greater Avenues for Independence (GAIN) program.. The goal of the
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COD program is to help reduce welfare dependency by helping disad-
vantaged persons start careers in public service. ‘

The SPB administers the COD program through contracts with other
state departments, counties, and nonprofit organizations. Under these
contracts, the SPB pays 80 percent to 90 percent of the trainee’s salary
and benefits and the entity providing the training pays the remainder.

We have two major concerns regarding the proposed elimination of the
COD .program. First, the Governor’s Budget indicates that the training
opportunities currently provided by the COD program “can best be
realized through the administration’s policies at the state level and will
continue at the local level through the GAIN program as implemented
through the Department of Social Services.” The budget, however, does
not provide any detail regarding how these training opportunities will
actually be provided and coordinated at the state level.

Second, the budget does not account for a number of fiscal and
programmatic effects that the proposed elimination will have on a variety
of state programs. Our analysis indicates that the elimination of the COD
program would affect the following programs: :

o The COD-Funded Training Programs Z‘o_r Disabled Individuals
Provided by the Department of Rehabilitation (DOR). In. the
current year, the DOR receives approximately $2 million in COD
funds from the SPB and matches them with federal funds on an 80/20
(federal/state) basis. The federal matching funds result in roughly $8
million in additional federal funds being available to the. DOR for
training programs for disabled individuals. Thus, the DOR’s budget
for 1988-89 includes approximately $10 million for COD-related
activities. The 1988 Budget Act requires the DOR to use $2 million of
these funds to purchase on-the-job training services for disabled
individuals from the SPB. The DOR will use the remaining $8 million
to provide vocational rehabilitation services to disabled individuals.
The administration’s proposed 1989-90 budget for DOR does not
reflect elimination of the $2 million in COD funds nor the loss of

-roughly $8 million in federal funds that would result from the

- elimination of the COD program. It is also not clear to what extent
eliminating these funds will affect the state’s ability to deliver
training services to disabled individuals. ; :

e The SPB Disability Unit. The 1988 Budget Act requires the DOR to
provide $472,000 to the SPB to support administrative activities and
related costs in the board’s disability unit in the current year. The
SPB uses these funds to support over 8 positions in its disability unit.
While the budget eliminates the funding for these positions, it does
not reflect the elimination of the positions from the SPB’s authorized
positions schedule. . , .

e The GAIN Program. The SPB advises that it has contracted for

.. approximately 175 training slots for GAIN participants in the current
year. The budget does not indicate how tﬁe GAIN program will be

- able to develop additional training slots to meet the caseload
previously served through the COD program. Nor does the budget
indicate whether the SPB will continue to assist counties in identi-

- fying opportunities in state service for. GAIN-clients. L

o AFDC and SSI/SSP Programs. Most-of the COD funds available in
the current year are used to provide training for individuals who
meet federal income poverty levels. Many individuals would other-
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wise be eligible to receive aid payments through AFDC and SSI/SSP
programs. In-fact, many COD participants are actually receiving
welfare at the time that they are initially referred to the COD
program. Therefore, the proposed elimination of the COD program
could result in increased welfare program‘costs. The budget does not
include any funding for these increased welfare costs. ‘

o State Agencies T hat Employ COD Participants. COD participants
work in a variety of state departments, including the Department of
Social Services, the Department of Corrections, and the Department
of Developmental Services. The budgets for these departments
include funds to pay for 10 percent to 20 percent of the salaries and
benefits of the COD participants. The Governor’s Budget does not
specify how the employing departments will handle the workload
- formerly covered by their COD employees.

Conclusion. The proposed elimination of the COD program will affect
several state programs in 1989-90. The budget, however, does not reflect
the effects oip he proposed elimination on state agencies other than the
SPB. Without a better understanding of the implications of this proposal
for other state agencies and programs, the Legislature will not be able to
assess the merits of the propose§ change We therefore recommend that
the Department of Finance report to the Legislature prior to budget
hearings on the programmatic and fiscal effects of the proposed elimina-
tion of the COD program on various state programs and agenmes

Twenty Percent Unallocated Reduction

We recommend that the SPB provide the fiscal commzttees, prwr to
‘budget hearings, with a specific plan for zmplementmg the proposed 20
percent reduction.

The budget proposes to reduce SPB’s General Fund budget by $2.6
million, about 20 percent, over a two-year period: $1.5 million in 1989-90
and $1.1 million in 1990-91. While the hudget does not propose to reduce
a specific number of positions, the SPB indicates that over 60 positions
from various units would be eliminated. The administration indicates that
the reduction is based on its policy détermination that SPB can absorb the
reduction without adversely affecting its primary responsibilities.

Given the magnitude of the proposed reduction;, however, the Legis-

~ lature cannot know whether its priorities will continue to be served by

the SPB. Currently, the SPB has numerous responsibilities including (1)
recruiting; (2) conducting examinations; (3) resolving a dppeals on medi-
cal issues, discrimination cases, and adverse actions; and (4) overseeing

the affirmative action/equal employment opé)ortumty efforts of state

agencies. In the past session, the Legislature demonstrated a particular
interest in SPB’s affirmative action oversight responsibility. '
Consequently, to enable the Legislature to evaluate this proposal, we
recommend that the SPB provide the fiscal committees, prior to budget
hearings, with a specific plan for implementing the proposed reduction.

Affirmative Action and Merit Oversight Division

Chapter 144, Statutes of 1988- (ACR 145—Chacon), d1rected our office
to evaluate the SPB’s Affirmative Action and Merit Overs1ght Division as
part of our analysis of the 1989-90 Budget Bill. Accordingly, in this
analysis, we provide an overview of the division’s activities and the
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allocation of its staff for the current year. The SPB indicates that funding
and staffing levels for this division will be reduced in the budget year due
to (1) the imposition of an unallocated 20 percent reduction and (2) the
elimination of the Career Opportunities Development program. At the
time we prepared this analysis, the SPB had not determined the specific
effects of these reductions.

Program Overview. Within the last 10 years, the state has decentralized
much of its civil service testing and selection responsibilities away from
the SPB to the various state departments. The SPB, however, retains
overall responsibility for overseeing the state’s civil service selection
system and affirmative action efforts. The SPB meets its responsibilities in
these areas primarily through the Affirmative Action and Merit Over-
sight Division. _ ’

The division is organized around three main functions: (a) department
merit and affirmative action oversight, (b) special employment pro-
grams, and (c) exam administration.

o Merit and Affirmative Action Oversight. This unit reviews testing
and selection programs of 68 decentralized state agencies. It reviews
-all phases of the employee selection process such as design of test
questions, application review standards, and affirmative action im-
pact. The oversight unit also reviews the affirmative action efforts of
all state departments. B

o Special Employment Programs. These programs are designed to
make the staff of the state civil service system more representative of
California’s population. These programs include advocacy and dem-
onstration projects that use innovative approaches towards making
the civil service system more accessible to underrepresented groups.

. “This in turn is intended to contribute to the success of state

.- departments in reaching their affirmative-action goals.

‘o Exam Administration. Although civil service testing has been decen-
tralized - extensively: to. state departments, the SPB still directly
administers a sizeable number of exams. This responsibility.is carried
out by the exam services unit. The exams directly. administered by

. the SPB are primarily: (a) servicewide exams for job classifications
commonly used by many ‘departments, such as some elérical posi-
tions,. (b) exams for departments that have not complied with SPB

" standards, and (c) exams for 20 small state departments.: )

- "Budget and Staf{l'ing Overview. The Affirmative Action and Merit
Oversight Division has an operating budget of about $16.2 million in the
current year. This amount includes $10 million for the COD. These funds
are usedy primarily to reimburse departments participating in the COD
rogram. ' . Lo :
P T%ie division has 139 staff overall. Excluding eight staff for COD
administration, it has 131 staff to administer its primary responsibilities.
Table 3 shows the distribution of staff within the division’s'units for the
current year. - : s : :
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. Table 3

State Personnel Board :
Affirmative Action and Merit Oversight Division *
1988-89 Staffing

Number of Percent

Function, ‘ - - ' Positions - .~ .- of Total
Administration. . ...:i.. .o TP PPP 5 . - 3.6%
Department Oversight.............. FE 30 - 21.6 .
Special Employment Programs ] . : .
- Disabled program...........o.coeeveiiiiiiiaiinn, R 6.5

9
" WOmen’s Program ...........ce.vvverninnens et 4
Hispanic employment program ................. RO 5
Recruitment................. P PP 5 36
- “Career opportunities development programi..........0........ ] B
Othet programs.......... T O SO 3

Subtotal, employment programs.................. e (34) ) (24.5)
Exam Administration Services . : ' o
Field offices .....c.......occoienins NS v RY : 245
-~ Exam processing and certification. /... v, - . 36 : 25.9
Subtotal, exam services.............. e veeererreeereaate (70) (504)
Total 1988-89 Staffing .............oevrinverrrnecivnrerinnnnn, 139 100.0%

-4 Does not i‘eﬂe_ct the effects of the unallocated reduction or the elimination of the COD program.

Major Activities of the SPB Oversight Function. One of SPB’s primary
missions is the oversight of department’s:selection and affirmative action
efforts. This 'responsibility is “primarily carried out in the oversight
function of the Affirmative Action and Merit Oversight Division. Typi-
cally, analysts are assigned to review all aspects of selection and affirma-
tive ‘action activity within one ‘or more departments. The SPB has
developed.the following three-step:model for implementing its oversight
responsibilities: . SN '

1. Establish Policies, Procedures, and Guidelines. The division provides
these guidelines so that departments: will have-adequate guidance to
follow SPB directives in examination and selection of employees, and in
affirmative action efforts: To accomplish this, SPB has issued manuals and
policy memoranda. The board indicates that it has not always been able
to reach its goals in this area due to staffing limitations. For example, the
Affirmative Action Manual apparently-has not been updated since the
early 1980s. = . : : , - . : Co

2. Provide Ongoing Assistance. The division provides this assistance in
order to help departments to correctly interpret SPB policies. This also
involves the preapproval of department examination plans when the
board has determined, that the department is not fully competent to
administer an exam on its own. The SPB indicates that much of the
workload of the oversight function is concentrated in this area. . . ..

3. Audit Department Selection and Affirmative Action Activities. The
division conducts post-audits in order to identify problems and propose
corrections. For example, a department’s compliance with SPB’s exami-
nation and selection guidelines could be reviewed and a comprehensive
review of a department’s affirmative action plan could be undertaken.
The board originally intended to meet with each department once each
year in an annual department planning and assessment meeting. The SPB
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indicates that it has been unable to maintain this schedule and currently
attempts to meet with departments once every three years.

Summary

The activities in the oversight area prlmarlly consist of providing
advice and guidance on selection and affirmative action activities to
personnel staff in various state. agen01es Also, a significant amount of
workload appears to be concentrated in preapproving specific examina-
tion plans for compliance with SPB examination and selection guidelines,
and affirmative action impact. The board indicates-that it has been unable
to reach its goals in providing departments with up front guidance, and
in.post auditing department activities due to staffing limitations. -

Proposed Reductions Will Impact Division. The Governor’s Budget
proposes an unallocated 20 percent reduction ($1.5 milliori in 1989-90 and
$1.1 million in 1990-91) and elimination' of the Career Opportunities
Development am ($11.3 million). These. proposals, if adopted,
would reduce the gr epartment’s budget by over 44 percent, beginning in
1989-90. A reduction of this magnitude will significantly impact the
funding and staffing levels, and. programmatic activities of the Affirma-
tive Action:and Merit Oversight Division. In our judgment, the board’s
affirmative action efforts will bear a disproportionate share of the
‘reductions in the board’s budget; given the workload requirements
‘placed.on the board by the Constitution and current statutes. At the time
this analys1s was written, the SPB had not yet determined how.the
reductions in its budget will be implemented, or. the extent to which the
scope of the division’s activities will be affected. For this reason, we have
recommended : (please see previous issue) that the board report this
information to the Legislature prior to budget bearings. Absent such
information, the Legislature cannot determine whether its priorities will
contlnue to be served : S

State and Consumer Services Agency
PUBLlC EMPLOYEES' RETIREMENT SYSTEM

Item 1900 from vanous funds Budget p. SCS 143
Requested 1989-90....l...._.................,.....k.......f .......... shevsensrnsuessaipdantonie $45,§139,000
Estimated 1988-89............ : ; _ e 43,842,000
Actual 1987-88 ...c.civiverrirsivirrreernssessnsnsiessisiorsasnensessisesssesasiseessinienees 40,792,000
Requested increase (excludmg amount for
salary increases) $1,597,000 (+3.6 percent)
Total recommended FEAUCHOT e eer v s sereeseesssnesseseeesne None

6—78859
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1989-90 FUNDING BY ITEM AND SOURCE

Item~—Description Fund Amount
1900-001-001—Social Security administration . = General . $55,000
1900-001-815—Retirement administration =~ Judges’ Retirement 259,000
*1900-001-820—Retirement administration " Legislators’ Retirement - © 0 154,000
1900-001-830—Retirement administration -~ Employees’ Retirement ~ 7 39,995,000
1900-001-950—Health Ben‘eﬁt administration " Public Employees’ Contingency 3,756,000
Reserve - . o .
1900-001 962—Ret1rement admmlstratlon + + - ~Volunteer Firefighters’ Length 2 $70,000
of Service Award S
Relmbursements : ) B - Lo 1,150,000 .

Total’ . R S L $45,439,000

GENERAI. PROGRAM STATEMENT

The Public Employees’ Retirement System (PERS) admmlsters retire-
ment, health andp related benefit programs that serve over one million
active and retired public employees. The participants in these programs
include state constitutional officers, members of the Legislature, judges,
state employees, most nonteachmg school ‘employées and other Califor-
nia public employees whose employers elect to contract for the benefits
available through the system. The PERS also administers the coverage
and reporting aspects of the Federal Old Age Survivors, Dlsablhty and
Health Insurance (Social Security) programs.

The system administers a number of alternative retirement plans
through which the state and contracting ‘agencies provide their employ-
ees with a variety of benefits: The costs of these benefits are paid from
employer ‘and employee contributions equal to specified percentages of
each participating employee’s salary.- These contributions are designed to
finance the long-term, actuarial cost of the various benefits provided.”

The PERS health benefits program offers state employees and other
public employees a number of basic and major medical plans, on a
premium basis.

The PERS is managed by a 13:member ‘Board of Administration.
Members are “appointed;: elected by specified membership groups, or
assigned by statute. In the current year, the PERS has 709.8 personnel-

'years. -

Table 1 summarizes the prior, current and proposed budget-year

‘expenditures for PERS. It shows that the Governor proposes $40 million

to finance the system’s Retirement program and $3.8 million to finance
the Health Benefits program. The other single largest item is $22 million

“for administration that is dlstnbuted among the system s other programs
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. Table 1
Public Employees’ Retirement System
Budget Summary
1987-88 through 1989-90
(dollars in thousands)
Expenditures
. Percent
Personnel-Years Change
Actual  Est Prop. .. Actual.  Est. Prop. From
Program 1987-88 1988-89 1989-90 1987-88 1988-89 1989-90 1988-89
Retirement ..............coovinene. 603.4 614.0 6135 $35,807 $38,734' $40,052 34%
Social security .............c.o.oinl 11.0 107 89 590 403 419 3.9
Health benefits.................... 54 T14 747 3,650 ‘3,576 3,830 71
PERS System Redesign Project... 83 ° 77 76 745 1,129 1,138 0.8
Administration (distributed to : ’
other programs) ............. (2753)  (2831) (2829) (19315) (2L7%6) (22,183) 21
S Totals. . ieviieeiie e 6981 709.8 T04.7 - 340,792 - $43,842 $45,439 3.6%
Funding Sources o
General Fund..................ccouviiiiiiiniiiiiiieiinanns, $59 358 855 —52%
Judges Retirement Fund.....................c...coeiiiiininn, 227 235 29 100
Legislators’ Retirement Fund .....................coceeeiiinn. 136 134 54 149
Public Employees’ Retirement Fund........................... 35906 38840 39995 29
Public Employees’ Contingency : : :
Reserve Fund...............cccvvuiniiiinineninnairineienenans 3558. 3495 3756 75
Volunteer Firefighters’ Length =~ :
of Service Award Fund .............................o 10 62 0 129
Reimbursements ................oovuviiriieieeiiiiiiiniaiinns o 8% 1018 L150° 129 -

Table 2
Public Employees’ Retirement System
Proposed 1989-90 Budget Changes
(dollars in thousands)

, . All Funds
1988-89 Expenditures (Revised) ..........covvviniiiiiiiiiiiiiiii e $43,842
Baseline Adjustments .
Employee compensation adjustment........... e h e $1,306
Adjustments for one-time expenditures - 154
PLCEIMCIBASE «o. vl eeneeeti i er et iiin ettt e s eaea s ae i 262
Pro rata deCrease. ...oveuiirenreeentent et vt ane e ssenaa s eateatensantaaaraaans —189
Salary savings revision .............ccviiininiiininenns OO P PR -5
Subtotal, baseline adjustments...........ccovvviiiiiiieiiii e ’ ($1,220)
Workload Changes
Actuarial valuations ............coevn o i - $35
Personnel analyst...............cooeuvniiiin, i ee e er et raas 21
Investment office support : " 17
Data processing SUPPOTt .......ocvuvviriiiniiuniiiiin s 19
Actuarial office Programmer. .. . ......ovuvriiriiiiii e ’ 27
Health benefits controller support .......c.c..ooovviviiiniiiniiiiii 49
Social security reconeiliation. ...........cooveviiiniiii _ 4
Subtotal, workload changes...............ocooviiinii ($309)
Program Changes : )
Publications unit graphic artist................ociiiiiiii i e : $26
Health benefits booklets .........c.ovverrciiniiriiiiiirnrcir e cnnens 42
Subtotal, program changes .................. et JETTIRRS e (68)
Total Expenditures, 1989-90 (Proposed)............ccovvveenense e, , $45.439
Change from 1988-89: ) )
AMOUNL . oot e e et vt e PO $1,597

oS {015 11 S PP 3.6%
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PUBLIC EMPLOYEES’ RETIREMENT SYSTEM—Continued

Table 2 summarizes the significant changes proposed in the PERS
budget in 1989-90. The largest workload change ($141,000) will add seven
positions for ongoing Social “Security reconciliations. The program
changes are (1) $26,000 to add a graphic artist to the publications unit,
and (2) $42,000 to print health benefit booklets for the new PERS-CARE
health plan.

ANALYSIS AND RECOMMENDATIONS
We recommend_approval. .

The budget proposes total expenditures of $45.4 million (includin
$1,150,000 in reimbursements) from various funds for the administrative
support of the PERS in 1989-90. This is $1.6 million, or 3.6 percent, above
estimated current-year expenditures.

Qur analysis indicates that the amount requested to carry out the
PERS’ existing responsibilities is reasonable.

State and Consumer Services Agency
STATE TEACHERS’ RETIREMENT SYSTEM

Item 1920-001 from the State
Teachers’ Retirement Fund

and other funds 3 . Budget p. SCS 150
Requested 1989-90.......oooovovoerooososessssnsns S $26,002,000
Estimated 1988-89 ......ccoevireiresrirciereoresresisssresessesessessessessonsons 22,888,000
ACEUAL 198788 ..ottt reeresresesstesessestesessesssssssssesssssessivessin 20,292,000

Requested increase $3,114,000 (excluding amount
for salary increases) (+14 percent) » v
Total recommended reduction...........coceevneinerenencsrneerenesenens . None

1989-90 FUNDING BY ITEM AND SOURCE

Item—Description Fund Amount
1920-001-835—Retirement administration State Teachers’ Retirement $25,600,000
Education Code Section 24701 COLA adminis-  State Teachers’ Retirement 97,000
tration (Retirees’ Purchasing Power
Protection Account)
1920-001-963—Annuity administration Teacher Tax-Sheltered Annuity 66,000
Administration
Reimbursements 239,000

Total $26,002,000

GENERAL PROGRAM STATEMENT

The State Teachers’ Retirement System (STRS) was established in 1913
as a statewide system for providing retirement benefits to public school
teachers. Currently, the STRS serves over 330,000 active and retired
members. The system is managed by the State Teachers” Retirement
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Board, and is under the administrative jurisdiction of the State and
Consumer Services Agency.

The primary responsibilities of the STRS include: (1) maintaining a
fiscally sound plan for funding approved benefits, -(2) providing autho-
rized benefits to members and their beneficiaries in a timely manner, and
(3) furnishing pertinent information to teachers, school districts, and
other interested groups. In addition to having overall management
responsibility for the STRS, the board has the authority to review
applications for benefits prov1ded by the system.

The STRS has 320.3 personnel-years in the current year

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total program expendltures of $26 million for
1989-90. This amount includes funding for client services ($9.3 million),
administration ($8.3 million), and system operations ($7.4 million). Table
1 shows STRS expenditures, by program, for the past, current, and budget
years. Table 1 also indicates that the STRS proposes to fund 337.1
personnel-years in the budget year—a net increase of 16.8 personnel-
years from the current-year level.

Table 1
State Teachers’ Retirement System
Budget Summary
1987-88 through 1989-90
{dollars in thousands)

Change From
Actual Est, Proposed 1988-89
Program : 1987-88  1988-89  1989-90  Amount  Percent
Administration
Executive office.........cooviveniiennnnnn. $636 $663 $1,047 $384 57.9%
Legal office ..........ooovviiiiiniinnn 661 737 832 95 129
Administration and program analysis .. ... 577 633 608 -25 -39
Administrative services.................... 593 589 716 127 21.6
Fiscal and audit services................... 4,161 4216 5,063 847 21
Subtotals, administration ............... ($6,628)  ($6,838)  ($8,266)  ($1,428) (20.9%)
Investment Services...........ceevvivenninnn. $768 $948 $1,102 $154 = 162%
Client Services .
Administration ..............coiieieienn. $253 $322 $670 $348 108.1%
External operations...............cc.veueus 2,163 2,672 2,692 20 0.7
Member Services......ccovvveiiiarrnnnns 4,596 4,855 5,927 1,072 21
Subtotals, client services ................ ($7012)  ($7.849)  ($9289)  ($1,440) (18.3%)
Operation Systems :
Administration ..........ccociiiiiiiiinnn, $125 $107 $152 $45 42.1%
Accounting.........c.coeiniiiieiieniniinne. 1,061 1,222 1,509 287 235
Data processing...........oocovviveinenens. 4,698 5,924 5,684 —240 —41
Subtotals, operation systems ............ (85,884)  ($7,253)  ($7,345) (892) (1.3%)
Total Expenditures.............coocveninenes $20,292 $22,888 $26,002 $3,114 13.6%
Funding Sources .
Teachers’ Retirement Fund:
Administration...................ccoovviin. $19,948 $92,583 $25,697 $3114 13.8%
Retirees’ Purchasing Power Protection :
AcCcount........coouvrveiiiiiinniiinnnin, (97) (97) (97) — —
Teacher Tax Shelter
Annuity Fund 61 66 66 — —
Reimbursements................ccco.cvvenn.. 283 239 239

Personnel Years...........cooviveenniiniinnns 306.3 3203 337.1 168 5.2%
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STATE TEACHERS' RETIREMENT SYSTEM-—Continved
ANALYSIS AND RECOMMENDATIONS

We recommend approval.

The budget requests $26 million from the State Teachers’ Retirement
Fund (STRF), two other special funds, and reimbursements for admin-
istrative support of the STRS in 1989- 90. This is a net increase of $3.1
million, or 14 percent above estimated current-year expendltures ThlS
net increase includes the following:

o $1.7 million for pro rata charges,

o $594,000 for employee compensation.

o Reductions in expenditures for external operations (-$651,000) and
member services (-$108,000) reflecting one-time expenditures in
1988-89 to increase the level of service and improve communication
between STRS and its members,

o $1.2 million and 16.8 personnel-years for member services to expedite
benefit payments. TE is figure includes $322,000 for member services
administration to develop workload measures and standards for
STRS’ new automated benefit processing procedures, and

o A $306,000 redirection from Fiscal and Audit Services to the Execu-
tive Office to transfer certain audit functions.

Table 2 shows the specific changes proposed for the budget year.

Table 2

Teachers’ Retirement System
Proposed- 1989-90 Budget Changes
{dollars in thousands)

1988-89 Expenditures (Revised) ..........cocoviiiniiiiiiiiiiii e $22,888
Baseline Adjustments .
Pro'rata charges........ovvveviieiiieiiiiniiieiieerierieereeaseanens U $1,741
Employee compensation.............coooveiiiiniiiniiiii 594
Price increase ..........oeeeevevnnnn. PP T PP 129
One-Time Expenditures:
External operations.................c..ceoue.os S PPN —651
Benefit payment information to members ..................oL —134
Member services........covovriniiiiiniiinnii, P —108
Alternative retirement plan development .......00....ocooviiiiiiiii, —100
Equipment purchase. ..........ocuveiuvniiniiiiiniiiiiinic e _ 15
Subtotal, baseline adjustments.............ccovvviveriiiniiii s ($1,456)
Workload Adjustments :
MEIbDET SETVICES .. v vttt ittt vie et it eite et eateaeeieseeenranaes 81,155
Data Processing .........oiveriiniiiiiiniiii —328
Internal audits.........cooooiniiiiinii 143
Subtotal, workload adjustments .................ciiiiiiiie i ($970)
Program Changes
External 0perations ..........o.viiveiiiniiiiii e © $511
ACCOUNLINEG ..ottt e ea e i " 177
Subtotal, program changes ............c..ooviieriiiiiiiii ($688)
1989-90 Expenditures (Proposed)............ooovvvviiiniiiniiiiiniiii i $26,002
Change from 1988-89 .............ooooviniiiiniins PPN ‘
AU . .ottt et e ittt ettt et e et e e r e e et et eiareeaheean $3,114

L 1T | O TP PSPPI 13.6%
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State and Consumer Serwces Agency

STATE TEACHERS' RETIREMENT SYSTEM
Local Asmstance—Purchasmg Power Protectlon

Item 1920-111 from the: State

.. Teachers’ Retirement Fund =~ . - . . Budget p. SCS 150

Requested 1989-90.........cccocevreeceeeiininns TS $163,515,000

Estimated 1988-89, General Fund e et 132,626,000

Actual 1987-88, General Fund......... I 124,215,000

Requested increase $30,889, 000 (+23 percent)

No recommendatlon ....................................................................... 163,515,000
, o . ‘ » Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ‘page

1. Purchasing Power Protection. No recommendation on the 158 -
$163.5 million proposed to provide purchasing power pro- '
tection benefits from the State Teachers’ Retirement Fund
(STRF) rather than the General Fund because this is a

.policy decision to be made by the Legislature.

2. Proposal for Legislation to Guarantee State-Financed Bene- 159
fit. Recommend that the Legislature not adopt administra-
tion’s proposal because: (1) it would legally obligate the state
to pay the cost of such benefits in perpetuity, and thus:.
reduce legislative budgetary discretion in future years, (2) it

_would add to the STRF’s unfunded liability, and (3) such
ibeneﬁts could be provided by school dlstrlcts -

GENERAI. PROGRAM STATEMENT

Current law authorizes the payment of * purchasmg power protectlon
benefits from the General Fund. These benefits are supplemental to a
member’s regular retirement allowance. Statute permits benefits to be
paid to provide all retirees with up to 75 percent of the purchasing power
of their original retirement allowance. A portion of the purchasing power
benefits -are required: by law ($33.6 million in 1989-90); the:balance is
discretionary on the part of the Legislature depending on the level. of
protection it wants to. insure. .In recent years, -the Legislature has
appropriated funds sufficient to provide 68.2 percent of retirees’ original
purchasmg power. These benefits are admlnlstered by the State: Teach-
ers’ Retn'ement System (STRS) . .

OVERVIEW OF THE BUDGET REQUEST

The budget ‘proposes expenditures of $1635 million from the State
Teachers’ Retirement Fund (STRF) to provide purchasing power ‘betie-
fits in 1989-90. In previous years, the benefits have been’paid: from the
‘General Fund. Proposed expenditures for 1989-90 are $30 million, or 23
percent, above expenditures in the current year. The increase: is.due to
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STATE TEACHERS' RETIREMENT SYSTEM
Local Assmiunce—Purchcsmg Power Protechon—Conhnued

the anticipated effects of inflation which (1) increase the cost to provide
68.2 percent. of ongmal purchasm%lpower to retirees already receiving
such fpayments and (2) increase the pool of retirees whose retirement
benetits are below the 68.2 percent payment threshold. Table 1 shows the
appropriations, levels of benefits provided, and:the funding sources for
this item since its authorization in 1983-84.

Table 1
State Teachers’ Retirement System
Purchasing Power Protection
Program Summary
1983-84 through 1989-90 -
(dollars in millions)

Appropri-  Benefit )
" dtions Levels Fund
$21 59.0% General
40 -2 General
72 - 65.0 - General
111 . 682 General
128 68.2 General
136 682 General
164 682 State Tedchers’

Retirement

* Not available.

ANALYSIS AND RECOMMENDATIONS

Purchasing Power Protection

The administration presents a two-part proposal for prov1d1ng purchas-
ing power protection. First, it proposes  to fund this benefit ($163.5
million) from the State Teachers’ Retirement Fund (STRF) rather than
the General Fund in the budget year. Second, it will progose legislation
to (1) make the benefits a guaranteed part of STRS’ benefit package, and
'(2) annually increase General Fund support to school districts in order to
pay for: them We examine each proposal separately in this: analyS1s

Budgef-Yeur Proposal

We make no recommendation on the $1635 million requested Sfrom
the STRF for purchasing power protection benefits because thzs isa
:policy decision to be made by the Legislature.

In reviewing the Governor’s proposal to provide $163.5 mxlhon from
the STRF for purchasing power protection in the budget year, the
Legislature may wish to consider its options. For example, the Legislature
can (1) provide an alternative benefit level at a re&)uced cost and (2)
fund the benefit from the General Fund rather than the STRF.

. The Legislature has the following options with respect to the level of
benefits it provides. _

o Provide the minimum amount requlred by law—-$33 6 m11110n
.o Provide the full amount necessary to pay 68.2 percent of ongmal
purchasing power—$163.5 million.
« Provide some intermediate level of purchasing power protection.
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Table 2 shows the cost to provide various levels of purchasing power
protection to retirees. S : Lo

. Table 2 -

State Teachers’ Retirement System
Purchasing Power Protection
““Alternative Benefit Levels

1989-90
» {dollars in millions) .
Levels of . Numbers of Cost of
Benefit Beneficiaries. i Benefit
50.0% 29,868 $25.8
55.0 - 39840 55.8
' 60.0 , 45,582 92.8
65.0 51,568 1349
68.2 55,074 163.5

Once the Legislature has determined the level of benéfits it wants to
provide, it may decide to provide them from the General Fund or the
R(eitii'ement Fund. In making this decision, the Legislature should con-
sider: : o

o General Fund. Paying the benefits from the General Fund is
consistent. with past actions, and current retirement law. Further-
more, it is fiscally sound because it pays the full cost of the benefit at
the time it is granted. It would increase, however, budget year
demands on the General Fund. ,

o STRF. Paying the benefits from the STRF would relieve the General

. Fund of the cost to provide this benefit in the budget year. It would
accomplish this, however, by borrowing against assets in the retire-
‘ment Emd. Using the STRF to pay the benefits would increase the
unfunded liability’ (shortage of assets when compared to liabilities) of
the fund by the amount of the appropriation. Currently, the STRF
has an unfunded liability of approximately $10 billion which is
growing annually because contributions from school districts and
lt)each’ftiers do not cover the ongoing cost to finance retirement

enefits. ‘ ‘ '

In our view, the decisions about how much purchasing power protec-
tion to provide dnd from which fund.-to. pay it are policy decisions that
must be made by the Legislature. It is the Legislature that will have to
balance the needs of retired teachers against. the state’s General Fund
resources. Accordingly, we make no recommendation on the $163.5
million requested from the Retirement Fund to pay purchasing power
protection benefits in the budget year. ' ,

Proposal for Legisldtion to Guarantee State-Financed Beﬁefil

We recommend that the Legislature not adopt the Governor’s pro-
posal for legislation because (1) it would legally obligate the state to
pay the cost of such benefits in perpetuity, and thus, reduce legislative
budgetary discretion in future years; (2) it would add. to the STRF’s
Znﬁmde liability, and (3) sucz benefits could be provided by school

istricts. : -

The budget indicates that the administration will propose legislation
making purchasing power protection at the 68.2 percent level a perma-
nent part of STRS’ retirement package. It further proposes to pay for
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STATE TEACHERS' RETIREMENT SYSTEM o
Local Assistance—Purchasing Power Proiechon—Conhnued

these benefits by increasing employer- (school district) contrlbutlons to
STRS by 1/2 percent of teacher payroll per year. The state would,
however, reimburse school districts for this mandated local cost. Prelim-
inary estimates indicate that the full cost of the benefit may be as high as
$400 million annually in 1989 dollars-(4 percent of payroll). By phasing it
in at 1/2 percent of payroll per year, the state would not begin paying the
full cost of the benefit until 1996-97. In. the intervening years, the fund
would accumulate hundreds of mllhons of dollars in additional unfunded
liability.

Below we outline the fiscal and pohcy implications of the Governor’s
proposed legislation for the Legislature to consider.

o Proposal Further Reduces Legislative Budgetary Discretion. The
proposal represents a major future financial commitment of General
Fund dollars ($400. million annually in 1989 dollars when fully
. implemented). Moreover, it would make the state legally liable for.
' these General Fund payments in perpetuity because, once promised,
_retirement benefits constitute a vested right to employees In our
“view, legislation to guarantee a specified level of purchasing power
protection for STRS members appears to run contrary to the
administration’s- other recommendations which would eliminate
statutory COLAs and other: restrlcuons Wh1ch obhgate budgetary
expenditures.
o Proposal Adds té the STRF’s Unfunded Lzabzlzty ‘The STRF cur-
~ rently has a $10 billion ‘unfunded liability (shortage of assets when
compared to liabilities). The proposed legislation would add hun-
dreds of millions of dollars to this unfunded liability by phas1ng in the
cost of promised benefits over eight years. "
‘e Purchasing Power Benefits Could Be Provided By School Districts.
" School districts, as local employers, make decisions and pay the costs
for all other forms of teacher compensation. The Legislature could
“authorize them to make the decisions and pay the ‘costs for providing
purchasing power protection as well. As an alternative to the
Governor’s proposal, legislation could be enacted providing optional
* ‘purchasing power ‘protection benefits to be elected by teachers and
school districts. In this way, the Legislature would make-inflation
protection one more element of teacher" compensatlon avallable ‘to
teachers and school districts.

Conclusion and Recommendation. Our review of the fiscal and pohcy
implications of the proposal for legislation to make purchasing power
protection a state-financed addition to STRS’ benefit package:indicates
that it is not a desirable policy for the following reasons: . .

« Once the state promises the benefits, it .cannot legally reduce them .

¢ The proposal would be one more constraint in determining legisla-
tive spending priorities and allocatmg General Fund dollars in future
‘budgets. -

o ’lI‘htelproposal would increase the STRE’s already serlously unfunded
iability

o The Legislature could authorlze school dlStI‘lCtS to’ prov1de these
benefits as a local option. : . ,
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Accordingly, we. recommend that the Legislature not adopt the
Governor’s proposal for the enactment of legislation which would
establish purchasing power protection as a state-financed addition to
STRS’ retirement package. :

State and Consumer Services Agency

DEPARTMENT OF VETERANS AFFAIRS AND
VETERANS' HOME OF CALIFORNIA

Items 1960-1970 from the
General Fund and various

special funds v Budget p. SCS 155
Requested 1989-90 ceereree i asss sttt be s as R sas bRt a bt assaeasetersenns .....$1,246,137,000
Estimated 1988-89 ..........coeuue reorossosssnesivnienersssnnssssersenssnnseneransenss 1,164,184,000
Actual 1987-88 ......cicccvieirierernreenensierstrssissesssnsnsssssiensisssssstesesess . 998,291,000

Requested increase (excluding amount
for salary increases) $81,953,000 (+7.0 percent) ,
Total recommended reductlon ...... ereererereaeteassnsateratens 592,000

1989-90 FUNDING BY ITEM AND SOURCE

Item—Description Fund - -Amount
1960-001-001—Support General ) $2,563,000
1960-001-592—Support : Cal-Vet Farm and Home 1,039,000
1960-101-001—Local assistance General* 1,250,000
1970-011-001—Veterans’ Home General 25,608,000
. 1970-011-890—Veterans’ Home Federal Trust 11,807,000
Reimbursements 8,070,000
Total, Budget Bill appropriations : : $50,337,000
Continiing Appropriation—Support Cal-Vet Farm and Home 19,250,000
Continuing Appropriation—Loans. . Cal-Vet Farm and Home 1,171,113,000
Continuing Appropriation—Support Cal-Guard Farm and Home 27,000
Continuing Appropriation-—Loans : Cal-Guard Farm and Home 5,410,000
Total _ : _ ‘ $1,246,137,000
. S Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS - page

1. Equipment for Veterans’ Home. Reduce Item 1970-011-890 164
by $328,000. Recommend deletion in federal funds proposed
for equipment purchases because request is premature.
2. Implementation of Medi-Cal cost avoidance program. 164
Reduce reimbursements in Item 1960-101-001 by $238,000
and Item 1960-001-001 by $26,000. Recommend reduction in
reimbursements to accurately reflect the workload level
. eligible for reimbursement.

GENERAL PROGRAM STATEMENT
The Department of - Veterans Affairs (DVA) provides services to

California veterans and their dependents, and to eligible members of the
California National Guard, through five programs:
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DEPARTMENT OF VETERANS AFFAIRS AND VETERANS' HOME OF
CALIFORNIA—Continued ‘

1. Cal-Vet Farm and Home Loan. This program provideés low-interest
farm and home loans to qualifying veterans, using proceeds from the sale
of general obligation ang revenue bonds.

2. Veterans Claims and Rights. This program assists eligible veterans
and their dependents in obtaining federal and state benefits by providing
claims representation, ‘county ‘subventions, and direct educational assis-
tance to qualifying veterans’ dependents. : Lo

3. The Veterans’ Home. The home provides approximately 1,350
California war veterans with several levels of medical care, rehabilitation
services, and residential services. ,

4. Cal-Guard Farm and Home Loan. This program provided low-
interest farm and home loans to qualifying National Guard members,
using proceeds from the sale of revenue bonds. The Military Department
advises that in 1986 it decided to stop providing new loans under this
program because of a lack of interest by guard members due to the fact
that interest rates required under the program were not competitive. As
a result, no new loan applications have been accepted since May 1, 1986,
and the current program involves only maintenance and servicing of the
existing loan portfolio. ‘ . ,

5. Administration. This program provides for the implementation of
g;)licies established by the California Veterans Board and the department

irector. ) ' ’

The department has 1,273.6 personnel-years in the current year.

OVERVIEW OF THE BUDGET REQUEST

- The budget proposes expenditures totaling $1.2 billion from various
state and federal funds for support of the DVA and the Veterans’ Home
of California in 1989-90. This is an increase of $81.9 million, or 7 percent,
above estimated current-year expenditures. The increase reflects the
following changes: : ‘

e An increase of $1.6 million, or 5.7 percent, in General Fund support
for departmental administration and the Veterans’ Home. This
primarily results from increases proposed at the Veterans’ Home to
fund increasing workers’ compensation costs and price increases for
operating expenses and equipment. ' ,

e A net increase of $79.8 million, or 7.1 percent, in special funds.
Nearly all of this increase is in the Cal-Vet loan program, primarily to
reflect increased loan costs. The net special fund request also reflects
a decrease of $887,000, or 14 percent, in the Cal-Guard loan program

" because of the declining workload resulting from the decision to not
accept new loan applications. R

e An increase in federal funds of $721,000, or 6.5 percent, primarily
reflects proposals for one-time expenditures to equip various facili-
ties at the Veterans’ Home that are proposed to be renovated or are
in the process of renovation. L

o A decrease in reimbursements of $176,000, or 2.1 percent, primarily
1I'_<I=:ﬂects decreased receipts from member fees at the Veterans’

ome, :

Table 1 provides a summary, by fiscal year and f"unding source, of all
expenditures, including expenditures for loans, debt service, and taxes.in
the Cal-Vet and Cal-Guard loan programs.

a
€
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Table 1
Department of Veterans Affairs ]
Summary of Expenditures and. Funding SOurces .
1987-88 through 1989-90
(dollars in thousands)

Percent
: Change
Actual Est. . - Prop ~ From
Expenditures By Funding Source 1987-88 1988-89 1989-90 1988-89
General Fund v , ‘
Departmental administration. ..... PO $2,544 82,529 $2,563 1.6%
Veterans Service Offices..................o.... 1,000 1,250 1,250 -
Veterans’ Home.........:..o...0. e tiee e : 23,888 24,054 25,608 6.5
Subtotals, General Fund ................. e ($27432) 0 ($27,826) ($29,421) - (5.7%)
Veterans Farm and Home Building Fund
Loan program administration................. $17,650 $21,494 - $20,287 5.6%
Loans, debt service, taxes .........co...euenis 927 676 1,089,208 1,171,113 75
Subtotals, Cal-Vet Fund..................... ($945,326) ($1,110,702)  ($1,191,402) (7.3%)
California National Guard Members Farm and
Home Building Fund. .
Loan program administration.................. $60 . $57 $27 -52.5%
Loans, debt service, taxes ..................... 8,207 6,267 5410 137
Subtotals, Cal-Guard Fund....:.............. ($8,287) ($6,324) ($5437)  (-14.0%)
Federal Trust Fund—Veterans’ Home.......... $10,852 -$11,086 $11,807 6.5%
Reimbursements..
Departmental administration.................. $148 $198 $216 9.0%
Local assistance ...........ccocereeneiinnennan. — 298 542 138.0
Veterans’ Home...........c...c..... T 6,246 7,820 7,312. 6.5
Subtotals, Reimbursements. ................. ($6,394) ($8,246) ($8,070) (2.1%)
Totals, Expenditures ...........cocveeeniieninae. $998,201 $1,164,184 $1,246,137 70%

Table 2 summarizes the department’s expenditures and personnel-
years, by program, for the past, current, and budget years.

Table 2 ‘
Department of Veterans Affairs
Program Summary
1987-88 through 1989-90
(dollars in thousands)

. : Percent
. Actual Est. Prop. . Change
Programs 1987-88 1988-89 1989-90 © From 1988-89
Cal-Vet Farm and Home Loan.................. $945,326  $1,110,702  $1,191,402 7.3%
Cal-Guard Farm and Home Loan............... 8,287 6,324 5437 -14.0
Veterans Claims and nghts ..................... 2,935 3,441 3774 9.7
Veterans’ Home........coociviiviiiiiininnisnnee. 41,743 43,717 45,524 - 41
Administration (distributed)..................... (1,696) (1,816) (1,898) 45
Totals........ S N $998,201  $1,164,184 - $1,246,137 70% -
Personnel-years ' ) :
Cal-Vet Farm and Home Loan.................. 264.1 279.3 - 2793 -
Cal-Guard Farm and Home Loan ............... 42 24 15 315
Veterans Claims:and Rights ..................... - 342 353 355 -
Veterans’ Home ..........ceiviiiniiiiiiinnnnne. : 907.3 956.6 960.7 04
Administration (distributed). .................... (317) (35.2) (35.2) —

TOAIS. .1 veeveereeressereeseseseeseres e, 12008 12136 12770 T03%
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DEPARTMENT OF VETERANS AFFAIRS AND VETERANS’ HOME OF
CALIFORNIA—Continued

ANALYSIS AND RECOMMENDATIONS

Questionable Equipment Requests

We recommend a reduction of $328,000 in federal funds proposed to
pay for specified equipment at the Veterans’ Home. (Reduce reimburse-
ments in Item 1970-011-890 by $328,000.)

In four separate requests, the department proposes to spend a total of
$721,000 in federal funds for the purchase of equipment to furnish four
facilities at the Veterans’ Home that are in various stages of renovation.
We have concerns regarding two of these proposals as discussed below.

Equipment Request for $328,000 is Premature. Two of the proposals
include funding for equipment to furnish two hospital wings. (Wing AA
and Wing E) at the Veterans’ Home that are to ge renovated at some
future time. The DVA advises that some of the equipment it proposes to
purchase for these wings requires a long “lead time”. from the date of
order and payment to the date of receipt. The DVA, however, has yet to
review working drawings for the proposed renovations and the budget
proposes no funds for this purpose in 1989-90 (this issue is ‘discussed
further in the capital outlay item, 1970-301). Because the renovation of
these wings is in such an early phase the department will have adequate
lead time to order and receive the equipment in 1990-91. Therefore, we
recommend a reduction of $328,000 in federal funds requested for these
equipment purchases.

Proposal Overestimates the Reimbursements Available for New Progrum

We recommend a reduction of $264,000 in reimbursements because
the department has overestimated the amount that it will receive from
the Department of Health Services for implementation of a new
Medi-Cal Cost Avoidance Program. (Reduce reimbursements in Item
1960-101-001 by $238,000 and Item 1960-001-001 by $26,000.)

The department proposes to spend $600,000 of reimbursements from
the Department of Health Services (DHS) to support the DVA and the
County Veterans® Services Organizations (CVSOs) in implementing the
Medi-Cal cost avoidance program which was authorized by Ch 1424/87
(AB 1807, Longshore). This program authorizes the DVA to enter into an
agreement with DHS to assist the CVSOs in obtaining federal funds to
reimburse them for 50 percent of the administrative costs incurred in
transferring veterans from the Medi-Cal program to the Veterans
Administration. medical assistance program.

We are concerned with this proposal because DVA has been unable to
justify its estimate of $600,000, and because this amount is substantially
higher than the amount proposed by DHS for reimbursement. According
to estimates provided by DHS, $336,000 will be available to reimburse
DVA for the program in 1989-90 through an interagency agreement. This
figure is based on estimates of the number of CVSOs that will participate
in the program (28), as well as the proportion of veterans who are
currently receiving Medi-Cal benefits (10 percent) and -who will be
transferred to the Veterans’ Administration medical assistance program.
Based on our review of DHS’s estimates, the amount contained in the
interagency agreement appears reasonable. Accordingly, we recommend
that $238,000 be reduced from the support schedule of the CVSOs (Item
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1960-101-001) and that $26,000 be reduced from the support schedule of
DVA (Item 1960-001-001). o

Business, Transportation and. Housing Agency
DEPARTMENT OF ALCOHOLlC BEVERAGE CONTROL

Item 2100 from the General :

Fund ._ v ' ' Budget p. BTH 1
Requested’1989;90 eeerbeesseeeet A e ‘$227,83”3,(‘)00
Estimated 1988-89 .........cccoevevererercruereneiens eeserseniiiensnnenerans eererrenes 21,970,000

Actual 1987-88 ........inissisisesesssssssssssssens - 19,390,000
Requested increase (excluding amount o e
- for salary increases)- $863,000" (+3.9 percent)

Total recommended reductlon ertereiseesssenes vt eianiniens V None
. ' ‘ : Analysis »
SUMMARY OF MAJOR ISSUES AND RECOMMENDAT'ONS o page

1. Staff Augmentation. Recommend that the Department of 167
Alcoholic Beverage Control (ABC) report to the fiscal
committees, ‘prior to budget heanngs on the effect of the
. staffing augmentation received in 1987-88.

GENERAL PROGRAM STATEMENT

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

Tt maintains 23 district and branch offices throughout the state, as well
as a headquarters in Sacramento. The department has 421.2 personnel-
years in the current year.

OVERVIEW OF THE BUDGET REQUEST

The budget proposes total expenditures of $22.8 m11110n for support of
the ABC in the budget year. This amount includes an appropriation of $22
million from the General Fund and $863,000 in reimbursements. The total
amount provided for support of the ABC is $863,000, or 3.9 percent, above
estimated current-year expenditures. This increase primarily is due to the
full-year costs of salary increases provided in the current year.

Table 1 provides a summary of eerndltures and personnel-years for
the department’s three programs in the prior; current, and budget years.






