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;';;;:Exp~udi~fe$f(Jrstateantl consumer seroicesprograms are proposed to 
, · ,inCi!iaseirt t1te budget year due to acoml1inatioit of program expansions 

,stemnting/rom recently enacted legislation and workload adjustments. 

,,', ,Expendi~res for. state and consumer seJ:'Vices programs ate proposed to 
,:~ofat$(j55,ln4Uon(excluding revolving fund expenditures by the Department 

; of GerietalServices), which is less than 1 percent of all state funds proposed 
in • the GovernortsBudget for 1992-93~, This level of expenditures is an 
increase of $27:4 million, or 4:4 percent"over estimated expenditures in the 

>curreJ1fyear. 
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Chart ,1 shows that state and consumer services expenditures from all 
state funds have increased by $267 million since 1985-86, representing an 
average annual increase of 8.6 percent. Spending for these programs from 
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MAJ.O~ BUDGETCHANGES<, 

State and Consumer Services Programs 
Proposed Major Changes for 1992-93 

$2.4 million for the Board of Accountancy's enforcement program 

$3.2 million for the Contractors' State License Board 

$3.4 million for the Medical Board of California's implementation of 
Ch 1597/90 (SB 2375, Presley), which requires the board to improve 
its disciplinary process 

$8.6 million for increased audit and tax compliance staff 

$1.8 million for facilities and data processing equipment 

$4.0 million for administrative costs 

I±l $9.1 million for support services programs 

EJ $1.5 million for property management services programs reflecting, in 
part, the transfer of hospital plan check workload to the Office of 
Statewide Health Planning and Development pursuant to Ch 865/91 
(AB 47, Eastin) 
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Museum of Science and Industry 
Item 1100 

General Program Statement 
The Museum of Science and Industry (MSI) is an educational, civic, and 

recreational center· located in Exposition Park in Los Angeles. The museum 
also has 26 ilcres of public parking, which are available for museum visitors, 
as well as to 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 MSI is the Museum of Afro-American History and 
Culture (MAHC), established by the Legislature to preserve, collect, and 
display artifacts of Afro-American contributions to the arts, science, religion, 
educ~tion, literature, entertainment, politics, sports, and history of California 
and th~ nation. . , . 

Overview of the Budget Request 
The budget proposes f'u,nding the MSI at essentially the current-y~ar level~ 

The budget proposes an appropriation of $9.8 million from all funds 
(iI\cluding $229,000 in reimbursements) to support the MSIand the MAHC 
in 1992-93. This is $96,000, or 1.0 percent, above estimated current-year 
expenditures, and is due to an increase in the pro rata charges. allocated to 
the Exposition Park ID\provement Fund. . . 

.. ' 
The museum, along with many other departments, has been subject to a 

variety of reductions over the p~st severaL years. Among these is an 
unallocated reduction of 16 percent from the General Fund in 1991-92. (This 
reduction is 13 percent of the department's total budget from all funds.) 

This reduction is proposed to be carried over into 1992-93 through the 
termination of the museum's contract with the State Police for security 
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MUSEUM OF SCIENCE AND INDUSTRY-Contlnued 

Item 1100 

services at the museum. The contract was/in facti tenrrlnated effective 
December 1, 1991. 'Because the museum's baseline budget includes funding 
for an in-house security program, the termination of the contract with the 
State Police will not affect the level of security at the facility, and simply 
represents the elimination of a double-funding of security services. 

Department of Consumer Affairs 
Items 1120-1655 

MAJOR ISSUES 

'~ , Consolidation of Boards and Bureaus~ 'independ,$hf 
regulatory boards and bureaus should be merged Into 
the department and their stgffs consoUdqtedln prder to 
Improve regulatory effectlvEmess and efficiency.' ' 

Findings and Recommendations 

",",' 

Analysis 
,I "'Page! 

1. Insufficient Fund Reserves. "Recommen4 ' 'that " specified' "12 ' 
boards report to the Legislature pribr to budget hearings on 

, actions taken to avoid deficiencies. " '" , 

~. Potential Deficits in Some Funds. Recommend' adoptio~, of '13" 
Budget Bill~anguage~o. l~it, some boarqs~ expe.JlditureS In, " , 
order to aVOId fund defiCIts; , " 

; .. on;. 



Items 1120-1655 STATE AND CONSUMER SERVICES I 11·9 

3. Athletic Commission Should Not Require General Fund 14 
Subsidy. Recommend the enactment of legislation to change 
funding source for the commission from General Fund to 
special fund. Further recommend Budget Bill language to 
prohibit deficit spending by commission. 

4. Consumer Services Division Support. Reduce Item 1640-001- 15 
001 by $1,220,000 and· increase Item 1655-001·702 by 
$1,220,000. Recommend replacement of General Fund support 
for the division with special· fund support. Further recom- . 
mend enactment of legislation to make this funding shift 
permanent. . 

5. Consolidation to Enhance Effectiveness. Recommend 16 
enactment of legislation to merge all boards, bureaus, ·'and 
other entities into the Department of Consumer Affairs (DCA) 
to improve regulatory effectiveness and efficiency. 

General Program Statement 
The DCA is responsible for promoting consumerism and protecting the 

public from deceptive and fraudulent business practices. The department has 
five major cpmponents: (1) 37 regulatory agencies, which include boards, 
bureaus, programs, committees, and commissions, (2) the Division of 
Administration, (3) the Division of Information Systems, (4) the Division of 
Investigation, and (5) the Division of Consumer Services. Each of the 
department's constituent regulatory agencies is statutorily independent of the 
department's control but is under the department's administrative umbrella. 
Only four bureaus and one program are under the direct statutory control 
of the Director of Consumer Affairs. 

Overview of the Budget Request 
The budget is essentially a workload budget with increase$ in expendi­

tures for regulation and enforcement activities by several boards and 
bureaus proposed for 1992-93. 

The budget proposes $226.8 million from various funds for support of the 
department and its constituent agencies in 1992-93. This is $10.8 million, or 
5.0 percent, more than estimated expenditures in the current year. The 
increase is for additional resources to (1) regulate unlicensed activities 
among several. trades, (2) improve information and complaint processing, 
and (3) expand investigative and .enforcement activities. 

Of the total expenditures proposed for 1992-93, $24.9 million is for 
support of the four divisions. The remaining $201.9 million is for support of 
the various boards and bureaus. Table 1 shows the expenditures and 
personnel-years for the department in prior, current, and budget years. 
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DEPARTMENT, OF CONSUMER AFFAIRS-Contlnued 

Department·ot Consumer Affairs 
Budget Summary . 
1990-91 through 1992-93 

(dollars In Jhousands) 

Expenditures 
Boards and Bure~us ' $170,975 $192,862 $201,930 4.7"k 
Divisions 

Consumer services 2,765 2,665 2,760 3.6 
Administration 9,202 10,270 10,928 6.4 
Investigation 4,517 4,875 5,603 14.9 

, Information systems 4,815 5,361 5,578 4.0 
Building and maintenance 1 

. Subtotals, divisions 
Totals' $194,241 $216,033 $226,799 '5.0%' 

General Fund $2,239 $1,943 $1,943 
Various special funds of the' boards, 

, . bureaus, and the, d~partment 
185,770 210,557 220;981 5;0% 

Reimbursements 6,232 3,533 3,875 9.7 

Personnel-Years 3.7% 

Analysis and Recommendations ., 
Boards and Bureaus 

Our analysis indicates that the proposed 1992-93 budgets for most of the 
boards and bureaus raise no significant fiscal issues. 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 
identifies those boards and bureaus whose budgets we recommend be 
approved as submitted. 
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Department· of . ,Consumer Affairs 
Boards and Bureaus 
Recommend Approval as Budgeted 
1992-93 

(dollars In thousands) 

1120 Accountancy . $6,433 
1130 Architectural Examiners 3,554 
1150 Automotive Repair 64,625 
1165 Barbering and Cosmetologt 5,288 
1170 Behavioral Science 2,735 
1180 Cemetery 321 
1200 Collection Agencies 1,427 
1210 Private Investigators 6,738 
1230 Contractors State License 37,768 
1260 Dental Examiners 3,719 
1270 Dental Auxiliary '783 
1280 Electronic Appliance Repair 1,293 
1330 Funeral Directors 609 
1340 Geologists/Geophysicists 379 
1350 Guide Dogs 47 
1360 Home Fumishings 2,410 
1370 Landscape Architects. 460 
1390 Medical Board 19,487 
1390 Dispensing Opticians 148 
1400 , Acupuncturists , 853 
1410 Hearing Aid Dispensers 388 
1420 Physical Therapy 738 
1430 Physicians Assistant 468 
1440 Podiatiy 769 
1450 Psychology 1,502 
1455 Respiratory care 814 
1460 Speech Pathology 281 
1470 Nursing Home Administrators 334 
1480 Optometry 597 ' 
1490 Pharmacy 3,227 
1500 Professional Engineers 4,900 
1510 Registered Nursing 9,841 
1520 Shorthand Reporters 671 

$7,156 $9,196: 28.5%. 
3,937 4,183 6.2 

72,779 71,898 -1.2 
5,871 '6,688 13.9 
3,953 4,2~4 8.6 

367 364 -0.8 
1,556 1,805 16.0. 

.. 
7,227 7,842 8.5 

34;567 37,768 ' 9.3 
4,150 4,114 -0.9 •. 

981 1,006: 6.9 . 
.1,245 1,365 9.6 

' 802 799 _b 

,467 526 12.6 
39 39 . ~ .. 

2,694 2,874 6.7·,' 
690 597 -L9'. 

26,579 28,622 7.7 
201 223 10.9 , 
945 906 -4.2 
549 620 12.9 
885 948 7.1 
640 676 4.8 

1,082 1,251 15.6' 
1,825 2,111 15.7 
1,046 1,197 14.4 

304 315 3.6 
410 423 3.2 
820 791 ~3.5 

3,479 4,043 16.2 
4,896 5,474 11.8 

11,284 10,869 -3.7 
744 761 2.3 

Continued 
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1530 Structural Pest Control 2,966 2,911 2,663 -8.5 
1540 , Tax Preparers 941 1,314 1,383 5.2 
1560 Veterinary Medicine 746 871 947 8.7 
1570 Animal Health Technicians 115 120 135 12.5 
1590 Vocational Nurse 3,439 3,104 3,355 8.1 
1600 Psychiatric Technician 874 ' 956 1,012 5.9 

Board of Barberlng and Cosmetology effective July 1, 1992. 

Insufficient Fund Reserves 

We recommend that boards and bureaus with projected insufficient 
reserves in 1992-93 report to the Legislature prior to budget hearings on the 
steps they are taking to ensure sufficient reserves in their respective funds. 

The various boards and bureaus in DCA are supported by revenues from 
licensing activities deposited in special funds or accounts. These funds 
should maintain a prudent reserve sufficient to cover any contingencies and 
unanticipated reduction in revenue collections and unforeseen expenditures. 
As a general rule and in the absence of statutory reserve requirements, an 
amount equal to about three months' operating expenses (or about 25 
percent of annual expenditures) should be maintained. However, agencies 
which receive predictable and evenly distributed revenues can operate with 
'lower reserves (down to about 15 percent of annual expenditures) without 
running into cash flow problems,. 

Our analysis of the proposecibudget indicates that some of the boards 
and bureaus are likely to have fund balances during 1992-93 that fail to meet 
these standards. Table 3 shows the fund conditions for those boards and 
bureaus that do not appear to have adequate reserves. As a result, these 
agencies may run into cash fl~w problems during the budget year, and they 
should determine in advance what steps should be taken to avoid such 
problems. 

Accordingly, we recommend that these agencies report to the Legislature 
prior to budget hearings on steps they are taking to assure that the balances 
in their respective funds will be sufficient to meet their cash flow needs 
during 1992-93. 
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Department of Consumer Affairs 
Boards and Bureaus . 
With Insufficient Reserves for ·1992-93 

(dollars In thousands)· 

Architectural Examiners $955 
Athletic 96 $41 
Collection Agencies 387 229 
Private Investigators 1,300 2 
Contractors License 8,801 4,010 
Funeral Directors 137 39 
Hearing Aid Dispensers 29 
Physical Therar>,Y 60 
Podiatry 372 6S 
Psychology 209 174 
Respiratory Care 293 142 
Optometry 204 
Shorthand Reporters 79 
Tax Preparers 325 53 
Veterinary Medicine . 211 63 
Animal Health Technicians 30 

• Expenditures are net .of 

, 
Need to Prevent Potential Deficits 

$4,190 
388 10.6% 

1,798 12.7 
6,386 

37,712 10.6 
793 4.9 
611 
883 

1,247 5.2 
2,073 8.4 
1,170 12.1 

785 
465 

1,368 3.9 
921 .,6.8 
135 

We recommend that the Legislature adopt Budget Bill language prohibit­
ing specified boards from incurring a deficit in 1992-93. (Items 1130-001-706, 
1210-001-769, 1410-001-208; 1420-001-759, 1480-001-763, 1520-001-771, and 
1570-001-118.)" 

Table 3 also shows that six of the boards and bureaus listed do not have 
reserves budgeted for 1992-93. In·· addition,one entity has virtually no 
reserves. In general,these boards and. bureaus do not anticipate raising 
sufficient revenues to meet their budget-year expenditures. Instead,. the 
budget proposes to cover the revenue shortfall in 1992,;,93 with reserves from 
1991-92. In our view, not budgeting for. any reserve is undesirable and 
imprudent. To. prevent potential deficits, the affected entities can increase 
revenues by adjusting fees and assessments, reduce expenditures, or do a 
combination of both. 
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In order to ensure that these boards and bureaus take appropriate action 
to avoid potential budget deficits, we recommend that the Legi~lature adopt 
the following Budget Bill laJl.guage for the State Board of Architectural 
Examiners (Item 1130-001~706), Private Investigators of the Bureau of Collec­
tion and Investigative Services (Item 1210-001-769), the HearingAid Dispens­
ers Examining Committ~e (Item 1410-001-208), the Physical Therapy 
ExaminlngCommittee (Item 1~20-00~-7S,~), th,eState Board of Optometry 
'(Item 1480-001;.763), the Certified Shorthanq.Reporters Boarci (Itell\ 1520-001-
771), and the Animal Health Technician Examining Committee (Item 1570-
001-118): 

Provided that this entity shall not expend an amount that will result il1 a deficit 
in this fund. 

State Athletic Commission: ~eneral·.Fund 
Subsidy Should Be Terminated 

We recommend that legislation be enacted to change the fUnding source 
of the commission's budget from the General Fund to a special fund. We 
further recommend that the Legislature adopt Budget Bill language to l,imit 
the commission's expenditures to the revenues collected in 1992-93. 

The budget proposes $1.1 million to support the commission during 
1992-93, including $388,000 from the Boxers' Neurological Examination 
Account and $684,000 from the General Fund. 

Annually, the commission receives part of its support from a General 
Fund appropriation. In turn, revenues from various fees collected by the 
commission are deposited in the General Fund. Fee revenues in excess of the 
commission's annual expenditures remain as General Fund revenues. 
However, there is no assurance that fee revenues will cover expenditures 
fully. Any deficit is therefore funded from the Gene~al Fund. 

Table 4 shows fee revenues and operating expenditures of the cOIl\mission 
since 1987-88. The table shows that the commission has required a General 
Fund subsidy every year since 1987-88. For 1992-93, the Governor's Budget 
proposes a subsidy of $22,000 for the commission. 

In our view,.the commission, like other boards that license occupations 
and professions, ought to be self-supporting from assessments and fee reve­
nues. We can find no analytical basis for the commission to be subsidized by 
the General Fund. With the General Fund available as a backup to fund any 
deficit, the commission is not required to live.within its revenues and does 
not have to raise fees to cover expenditure increases, as other boards and 
bureaus must do. 
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1987-88 $596 $675 ($79) 
1988-89 696. 742 (46) 
1989-90 597 764 (167) 
1990-91 683 759 (76) 
1991-92 (estimated) 662 661 (1 ) 

662 

In order to end the General Fund subsidy and make the commission self­
supporting, we recommend the enactment of legislation to establish a special 
fund for the commission as the depository for all fees charged by the 
commission to support its budget, replacing the General Fundasa funding 
source for the commission's budget. We further recommend that the 
Legislature adopt the following Budget Bill language to limit the State 
Athletic Commission's (Item 1140-001-0(1) expenditures to the revenues 
collected: " . . 

Provided that expenditures from this item shall be limited to the fee revenues 
deposited by the commission in the General Fund to support its ,budget for, 
1992-93. 

Division of Consumer Services: " 
No Justification for General Fund Support 

We recommend that the C(,nsumer Services Division be fully funded from 
the Consumer Affairs Fund in 1992-93. (Reduce Item·1640-0017001 .by 
$1,220,000 andincrea$e Item 1655.,.001-702 by $1,220,000~Inaddition; increase 
Items 1120 through 1600 in amounts to be determined by the DCA for a total 
of $1,220,000.) 

" J., 

We further recommend enactment of legislation to specify that funding 
of the Consumer Services Division of the DCA is to be provided entirely 
from the Consumer Affairs· Fund. 

The budget.proposes expenditures of $2:7 m.illion to suppo,rt the DiVisjo* 
of Consumer .Services in 1992-93,inc1uding'$1.5 million fr()m the Consumer 
Affairs Fund and $1~2 million from the General.Fu:t:\d. The division is respon­
sible for promoting and protecting. consumer' interests in' theii"purchase of 
goods and services - in particUlar, servic;es proVided by variou!; license4 
professionals. . .. , 
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Based on our review, we conclude that the costs of the Consumer Services 
Division should be funded entirely by fee revenues received by the boards 
and bureaus in DCA, rather than the General Fund. This is because .the 
activities of this division benefit both consumers and licensees. Such a 
fwlding arrangement would be similar to that of other regulatory depart­
ments:(such as the Departmen~s of Real Estate, Banking, Corporations, and 
. Insurance) . whose consUmer-related activities and functions are -supported 
entirely from their respective special funds. 

We would note that there appears to be no analytical basis for the particu­
lar funding split between. the two sources - about 55 percent from the 
Consumer Affairs Fund and about 45 percent from the General Fund. 

For these reasons, we recommend thatthe Division of Consumer Services 
be funded by the Consumer Affairs Fund in 1992-93. Accordingly, we 
recommend that Item 1640-001-001 be reduced by $1,220,000 and that Item 
1655-001'7702 be increased.by the same amount. In addition, we recommend 
that Items 1120 through 1600 be increased by amounts to be determined by 
the[)CA for ' the pro rata allocation of the increase inItem 1655-001..,702. 
Implementation ,of this funding change will free up .. $1.2 million from the 
General Fupd in. 1992-93 for other legislative priorities. 

In . order to ensure that the source of funding for the Division of 
Consumer Services is limited to the Consumer Affairs Fund and that the 
funqjng source remains in effect beyond 1992..,93, we recommend enactment 
of legislation to provide that the division is to be funded'entirelyfrom the 
Consumer Affairs Fund. 

Consolidation of Boards and Bureaus 
Would Enhance Program Effectiveness 

We recommend enactment of legislation to (1) tenninate all boards, 
bureaus, and commissions as separate entities under the DCA· and (2) 
consolidate. the licensing, regulatory, and administrative responsibilities 
into .the DCA.·, .' 

Currently, 37 boards and bureaus within the department license and 
.-:egulate over 2 million practitioners of various'occupations and professions. 
Of these agencies, only four bureaus and one program are statutorily under 
the direct control of the department. The others are under the· statutory 
control of the appoin~ed representatives (typically, boar,d members) of the 
(lCc::upatiol)S and- professions they license and regulate., All boards and 
bureaus generally have their oWIl.regulatory and .administrative staffs. In 
1991-92,. tl)¢se staff totaled about ,1,450 positions. They also use the central 
stipJ>Qrt services of the department - such as accounting, budgeting, data 
processing, and investigative serVices - to varying degrees, depending on 
their size and workload. 
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Problems With the Curretit Framework. Our review indicates the 
following problems with this current organizational framework for 
administration and regulation of the occupations and professions: 

• Regulatory Programs are Not Coordinated to Promote Consumer 
Protection. Currently, boards and bureaus administer their regulatory 
programs with separate staff and management, applying different 
regulatory standards and implementing regulatory programs designed 
towards their specific profession and licensees. This often hinders 
coordination of regulatory efforts among agencies, results in uneven 
enforcement activities and records, and limits the effectiveness and effi­
ciency of the overall licensing . and regulatory program in terms of its 
ability to protect cortsUiners. For instance, boards maintain· separate 
databases regarding their licensees' activities sl,ch as complaints filed 

.. against licensees and subsequent enforcement activities and disposi­
tions. This makes it difficult for boards to cross-check licensees' records 
in order to prevent, where appropriate, licensees barred from one 
profession from becoming licensed in another profession. The 

; fragmentation of licensing activitie~also makes it difficult for licensees 
as well as the general public to access the regulatory bodies. For 

. instance, boards and bureaus maintain offices at different locations. 
11l.ere is not a centralized location (or telephone number) for the public 
to make inquiries, transact business, or file complaints with the boards. 

• Conflict of Interest. Most appointed board members are representatives 
and practitioners of the occupations and professions they license and 
regulate. This may create conflicts of interest and diminish public 
confidence in the effectiveness of the regulatory program. 

Consolidation of Regulatory Programs Would Be an Improvement. Our 
analysis indicates that consolidating the regulatory programs under it depart­
ment would mitigate the problems with the current framework. Specifically, 
consolidation would: 

• Improve Effectiveness and Efficiency of the Regulatory Programs. 
Regulatory activities would be more effective because licensing and 
enforcement activities would be performed by staff that are working 
under uniform guidelines and with an integrated database. License 
issuance and renewal, complaint processing, and investigations as well 
as enforcement actions would be coordinated; Information and records 
also can be maintained under a common datab~se which will permit 
cross-checking of . licensee records among the regulatory programs. 
Furthermore, consumer access will be greatly improved because they 
will be able to access one central location to obtain information and 
services relating to all licensed occupations. 

It would also improve program efficiency because with consolidation, 
there would be economies of scale such as having a pool of staff to 
perform license issuance and complaint processing, instead of each 
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bureau, regardless of'size, having its' own specific' staff for these 
purposes. Similarly, there would no longer bea need for each board 
and bureau to maintain separate' and disliIid offices. Thus, consoli-

.' dation 'could result in potential savings of r several million dollars 
annually once.fully implemented. . . 

• Mitigate the~Perception of Conflict of Interest. Consolidation of boards 
and bureaus int()~a department would also reduce, the potential for any 
conflict of interestthjlt may atise from professional representatives 
regulating their own profession. By setting up advisory committees to 
assist the department to,setlicensiI1g ,r~uirements, the department 
woulci b~ able to ~aintain licensing standards. as under the current 
,regulatory framework. The department would also be able to ensure 
tha.t licensing requirements among occupations are not at odds with 
one another, and do. not result in unnecessary barriers for individuals 
or businesses to become licensed. 

To accomplish these results, we recoxhiriend thatlegislation be enacted to 
consolidate all boards, bureaus, and otherrelatederitities into one depart­
ment, with advisory bodies c()mprisea' of :representatives from. various 
professions to assist the department's licensing and' regulatory. activities. 
Consolidation of these entities would result in potentially multimillion dollar 
savings annually to special funds fromredu~ing the costs for administration 
and management overhead. 

Depar:trnent Of. Fair. Employment and Housing 
Item 1700 
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General Program statement 
, The Department of Fair Employment and Housing (D~H) enforces laws 

that promote E:!'Iual oppomxnity in housing, employmept, and public 
accommodations. The DFEH consists of two divisions: (1) the Enforcement 
Division, which is responsible for investigating and enforcing the, state's ~ti­
discrimination statutes, and (2) the Administrative Services Division, which 
provides administrative support, legal services, and the development of 
policy. 

Overview of the Budget Request 
The proposed DFEH budget is essentially a ,workloadbudget~ 

The budget proposes total expenditures of $11.8 million ($9.8 million froin 
the General Fund) by theDFEH in 1992-93. This is $852,000, or 6.7percent, 
less than estimated current-year expenditures. This reduction is due 
primarily to one-'time expenditures in the current year. 

This department, along with many other departments, has been subject 
to a variety of reductions over the past several years. Among these is an 
unallocated reduction of 19 percent from the General Fund in 1991-92. (This 
reduction is 15 percent of the department's total budget from,all funds.) This 
reduction is proposed to be carried over in 1992-93. In our companion 
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact 
of these reductions on various departments. 

Fair Employment and Housing Commission 
, , 

Item 1705 

GenerClIProgram statement 
, ~, 

The Fair Employment and Housing Commission (FEHC) establishes 
overall policies for implementing the state's anti-discrimination statutes. State 
law prohibits discrimination in employment, housing, and public accommo-
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dations on the basis of race, religion, creed, color, national origin, ancestry, 
sex, marital status, physical handicap, medical condition, and age. 

Overview of the Budget Request 
The proposed FEHC budget is essentially a workload budget. 

The budget proposes an appropriation of $762,000 from the General Fund 
to support the FEHC in 1991-92. This is no change from current-year 
expenditures. 

This commission, along with many other departments, has been subject 
to. a variety of reductions over the past several years. Among these is an 
unallocated reduction of 9 percent from the General Fund in 1991-92. 'This 
reduction is proposed to be .carried over into 1992-93. In our companion 
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact 
of these reductions on various departments. 

Office of the State Fire Marshal 
Item 1710 

General Program Statement 
The Office of the State Fire Marshal (OSFM) has various responsibilities 

for protecting life and property from fires, . including the following: 

• Developing, maintaining, and enforcing fire and life safety standards 
for all state-owned or state-occupied structures, all educational and 
institutional facilities, organized camps, and all buildings over 75 feet 
in height. 
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• Developing, maintaining, and enforcing controls for poitable'· fire 
extinguishers, automatic fire extinguishing systems, explosives, 
fireworks, and hazardous liquid pipelines. 

• Training and certifying fire service personnel for fire fighting, fire 
prevention, and arson investigation. 

Overview of the Budget Request 
The OSFM's budget reflects various program changes and transfers of 

some program activities to other departments. 

Program changes account for increases totaling $1,013,000 from various 
funds. These changes will provide more inspection activities in areas such 
as testing laboratories and fireworks manufacturing storage. This chan,ge also 
includes $392,000 from the Oil Refinery and Chemical Plant Safety Fund to 
establish. an Oil Refinery and Chemical Plant Safety PrepCiredness ~rogram, 
pursuant to Ch 924/91 (AB 100, Elder), and $24,000 in reimbursements to 
develop standards for childproof cigarette lighters, pursuant to Ch 904/91 
(AB 757, Roybal-Allard). The overall budget, how~ver, is decreased, by 
$844,000 (6.3 percent), primarily due to the transfer of certain construction 
plim checking and inspection services from the OSFM to the Office of 
Statewide. Health Planning and Development .and the Office of the State 
Architect. These transfers, mandated by Ch 865/91 (AB 47, Eastin), reduce 
the OSFM budget by $2,282,000. ' 

This office, along with many other departments, has been subject to a 
variety of reductions over the past several years. ADlong these is an 
unallocated reduction of 16 percent from the General Furidin 1991-92. (This 
reduction is 9.4 percent of the department's budget from all funds othedhan 
reimbursements.) This reduction is proposed to be carned over into 1992-93. 
In The 1992~93 Budget: Perspectives and Issues, we discuss the impact of these 
reductions on various· departments. . 
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Franchise Tax Board 
Item 1730 

Findings ·and Recommendations 

1. Budget Does Not Reflect Reduction in Workload. We 
recommend that the FrB report at budget hearings as to the 
administrative cost impacts of eliminating the Renters' Tax 
Credit program. 

Gener,al Program Statement 

Item 1730 

Analys,is 
Page 

25 

The Franchise Tax Board (FrB) is one of the state's two major tax 
collection. agencies. The < FrS is responsible for administering California's 
Personal Income Tax (PIT), Bank and Corporation Tax, Homeowners' and 
Renters' Assistance programs, and the Political Reform Act audit program. 

Overview of the Budget Request 
The proposed budget for the FTB reflects significant expansions of its 

audit and collection staffs. 

The budget proposes expenditures of $232 million in 1992-93. This is 
about $14 million, or 6.6 percent, more than estimated current-year expendi­
tures. Table 1 displays the expenditures and staffing levels for the board 
from 1990-91 through 1992-93. This agency, unlike most other departments, 
was not subject to an unallocated reduction in its budget for 1991-92. 
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Franchise Tax Board 
Budget Summary 
1990-.91 through 1992-93 

(dollars In thousands) 

Expenditures 
Personal Income Tax 

ProeessinglTaxpayer ASsistance 
Filing Enforcement 
Audit 
Collections 
Other 

Subtotals 
Bank and Corporation Tax 

ProcessinglTaxpayer Assistance 
Filing Enforcement 
Audit 
Collections 
Other 

Subtotals 
Homeowners' and Renters' Assistance 
Political Reform Audit 

Contract Work 
Totals 

General Fund 
Special funds 
Reimbursements 
Political Retonn Act 

Years 

STATE AND CONSUMER SERVICES In- 23 

$56,355 $60,828 $62,728 3.1% 
7,636 8,214 8,499 3.5 

37,840 42,239 48,595 15.0 
44,257 46,189 49,606 7.4 

48 146 132 -9.6 
($146,136) ($157,616) ($169,560) (7.6%) 

$10,744 $11,548 $11,988 3.8%· 
1,660 1,780 1,823 2.4 

26,169 27,9n 29,793 6.5 
11,409 12,023 12,528 4.2 
1 1 

($51,064) ($57,315) (5.2%) 
$2,028 $2,237 2.6% 
1,On 1,138 

-18.1 

6.6% 

. $199,812 $214,067 $227,775 6.4% 
437 1,346 1,337 -0.7 

1,787 2,502 2,045 -18.3 
1,138 

4,040.9 4,152.8 4,348.6 4.7% 
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The board's budget for 1992-93 proposes major changes in the following 
areas as shown in Table 2: . 

• Additional audit and compliance staff ($8.6 million and 193 personnel­
years) for the purpose of increasing General Fund revenue" by an 
estimatE!(! $98 million in 1992-93. 

• ; Increased resources ($1.3 million) for one-time expenditures on data 
, processing equipment and software to increase the capabilities of FI'B's 
tax processing operation. . 

• Increased resources ($516,000) for ongoing costs resulting from 
consolidating FI'B headquarters staff into a newly complet~d office 
building constructe~ for the FI'B. 

1991·92 Expenditures (revised) $212,929 $4,986 $217,915 

Baseline adjustments 
Managers' and supervisors' -$383 -$383, 

5 percent pay reduction 
Merit salary adjustments 4,100 4,100 
Price Increase for operating expenses 850 850 
One-time costs -1,018 -1,018 
Other -475 ' "55 

Subtotals ($3,969) (-$475) ($3,494) 
Program and po/icy changes 

Income tax revenue enhancing activities $8,595 
Data processing equipment and software 1,321 
Consolidate headquarters' staff 516 
Other' 

Subtotals 

1992-93 Expenditures (proposed) $227,775 $4,520 $232,295 

Change from 1991·92 
Amount $14,846 -$466 $14,380 

7.0% -9.3% 6.6% 
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Analysis and Recommendations 
We recommend that the FrB report at budget hearings as to the 

administrative cost impacts of eliminating the Renters' Tax· Credit program. 

As a part of the Governor's plan to address the state's fiscal dilemma, the 
budget proposes the elimination of the Renters' Tax Credit program (please 
see Item 9100·for further discussion of this proposal). This program provides 
a "refundable" tax creditto moderate-and low-income Californians who rent 

. their principal place of residence for at least six months of the tax year. In 
conjunction with processing PIT returns, the FrB processes and validates 
requests for this credit. 

If, as is proposed in the budget, legislation is enacted that eliminates the 
program, the FrS will no longer need to processor validate tax credit 
requests on approximately four million PIT returns in 1992-93. While there 
may be expenses associated with terminating this program, its elimination 
should result in a reduction in FrB's PIT return processing workload. In our 
view, this reduction should result in cost savings both in 1992-93 and in 

.. subsequent years. Therefore, we recommend that the FrB report to the 
Legislature at the time of budget hearings as to the administrative cost 
impact of eliminating the Renters' Tax Credit program. 

Department of General Services 
Item 1760 
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MAJOR ISSUES 

~ Prison Construction Inspections. The budget Includes 
Increased funding for construction Inspection at prison 
facilities for which the construction phases have been 
either delayed or are not provided forln the Governor's 
Budget. ' ' 

~ Pro9ctive .Asset Management. The status and ,future 
schedule for Implementing this program Is unclear. In 
addition, the program does not give the Legislature a 

, meaningful role In decisions regarding state properties; 

~ "State Lease Costs. The cost to the state of leased office 
space now exceeds $200 million' annually, and, will 
exceed $500 million annually by 1995-96. The Legislature 
can take several steps to ensure that the state's office' 
space needs are actively and effectively managed. 

Findings dhd Recommendations 

Property Management Services 

Analysis 
Page 

1. Office oithe State Architect. Reduce Item 1760-001-602 by 32 
$2,176,000 •. Recommend a reduction in increased prison 
construction inspections because the Governor's Budget does 
,not propose appropriations for two new state prisons. '. In 
addition, withhold recommendation on $2,039,000, because 
the construction of two other state prison facilities has been 
delayed. 

2. Office of Real Estate and Design Services. Withhold recom- 33 
; mendation on $755,000 for support of the Proactive Assets 

Management Program, pending receipt of additional informa-
tion from the department. 

3. State Lease Costs. The cost to the state of leasing office space 36 
now exceeds $200 million annually. The Legislature can take 
several steps to ensure that the state's office space needs are 
actively and effectively managed. 
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State Support Services 

4. Office ()f Administrative Hearings. Redl1ce. Item 1760-001- 39 
666 by $719,000. Recommend deletion of funding for addi­
tional courtroom space bec;aJ.lse the offi(:e has not established 
the need for renovations. 

General Program. Stat~mel1t 
,'" . 

The Department of General Services (DGS) was established in 1963 in an 
effort to increase the overall efficiency and econ~my of state g()vernment 
operations. The DGS (1) provides support services on a centralized basis to 
operating departments, (2) performs management and support functions as 
assigned by the Governor' and specifi~ by statute,and (3) establishes and 
enforces statewide administrative policies and procedures. The department 
performs these functions through two major programs: property manage-
ment· and statewide support services. .. '. 

Overview of the Budget Request. 
The budget for the DGS includes several workload changes that result in 

spending increases in the areas of;supportservices and administration, 
which more than offset spending reductions" in property management 
services. . 

The budget proposes expenditures of $619.4 millionfrom,vatiousfunds 
to support the activities of the DGS in 1992-93, This is $8.3 million, or 
1.4 percent, above estimated current-year expenditures. 

Departmental Expenditures by Program 

Table 1 shows department expenditures, by major program area; for the 
past, current, and budg~t years .. Budget-year expenditures for Property 
Mariagement Services activities are.$230.9 million, which is $1.5 milli9n, or 
0.6 percent, below current-:year levels. This decrease is primarily due to the 
implementation of Ch 865/91 (AB 47, Eastin), which, among other things, 
transferred hospital plan .. review functions from the Office of the State 
Architect (OSA) to the Office of Statewide Health Planning and Development 
(OSHPD). 
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Expenditures for Statewide Support Services programs ~re $374 million 
in the budget year, representing an increase of $9.1 million, or 2.5 percent, 
above current-year expenditures. This growth is due mainly to augmenta­
tions in the Office of Telecommunications to upgrade equipment in the 
Emergency Telephone Program ($4.5 million in increased local assistance), 
and implementation of the California Digital Exchange ($2.7 million in state 
operations). 

This department, along with many other departments, has been subject 
to a variety of .reductions over the past several years. Among these is an 
unallocated reduction of nearly 12 p~rcent from the General Fund in 1991-92. 
(This reduction is 0.1 percent of the department's total budget from all 
funds.) This reduction is proposed to be carried over into 1992-93. In our 
companion document, The 1992-93 Budget: Perspectives and Issues, we discuss 
the impacts of these reductions on various departments. 

Department of. General Services 
Distribution .of· Program Expenditures 
1990-91 through 1992-93 

(dollars In thousands) 

Expenditures 
Property management services $196,nO 
Statewide support services 335.122 
Administration 

Total., all program. $545,740 

Distribution of Intrafund services ($73,407) 
Reimbursements 
Total Net Expenditure. $472,097 

Personnel-Years 

$232,354 $230,853 -0.6% 
364,809 373,955 2.5 

1 9 9 5.0 

$611,082 $619,427 1.4% 

($70,940) ($71,745) 1.1% 

$540,094 $547,682 ·1.4% 

0.4% 
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Funding Sources for Departmental Expenditures 

Table 2 presents a summary of the department's total expenditures, by 
source of fund, for the prior, current, and budget years. The table indicates 
that 23 percent of the department's costs are funded by direct appropriations, 
with the balance - 77 percent - supported from "revenues."·· These 
"revenues" are from amounts appropriated to other state agencies for 
payment to the DGS for providing services and procurements. . 

Funding Source 
Direct Appropriations 

General Fund 
Various special. funds/accounts 

Subtotals, direct support 

"Revenues· from State Agencies 
Architecture Revolving Fund 
Service Revolving Fund 

Subtotals, revolving funds 

Total Expenditures 

• Not a meaningful 

$472,097 $540,094 $547,682 1.4% 
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Proposed Budget-Year Changes 

, Table 3 shows ,the changes in proposed activities for 1992-93, by major 
funding source. 

· Distrlbution·of Intrafund 
"i'()taIExpenditures, 1991-92 $5,591 $118,627 
Baseline Adjustinents 

Pro rata charges -$22 $1,052 
Price increase $65 369 5,069 
One-time expenditures -14,327 -22,256 

· tvfiscellaneous adjustments -64 
Subtotals, base.line adjustments ($1) 

Workload Changes 
Administrative Hearings $641 $641 
Small and Minority Business 194 194 
State Police -$9 -660 -669 

· Management Technology and Planning 457 457 
State Printing 707 707 
Telecommunications 350 350 
Telecommunications ("911") 4,471 4,471 
Buildings and Grounds 2,652 2,652 
Project Development and Management 471 471 
State Architect' 10,000 10,530 20,530 
Local Assistance 930 930 
Fleet Administration 799 799 

Subtotals, workload changes (-) ($15,392) ($16,141) ($31,533) 
Continued 
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Program Changes 
Administrative Hearings 
Telecommunications (CALDEX) 
Management Technology and Planning 
Small and Minority Business (AB341) 
Fiscal Services (AB 341) 
Building Standards COmmission 
(AB 47) 
State Architect (AB 47) 
Real Estate and DeSign Serylces 
Local Assistance 
Sltate' Police 
Fleet Administration 

Subtotals, program changes 

Total Expenditures 
Distribution of Intrafund 

" 1992·93 Expendlt~res (proposed) 

Changes from 1991-92 
Amount 
Percent 

$5,592 

$1 

-$1,969 
. 18 

,-
66 

$121,465, 

$2,838 
2.4% 

$719 
2,699 

-34 
267 

9 

n 
-55 
407 

-47" 

$4~749 
1.1% 

are not Increases. 

Analysis and Recommendations 

Property Management Services . . ... . 

$719 
2,699 

-34 
267 

9 

n 
-2,024 

425 
66 

-47 

$7,588 
1.4% 

The property management services program has responsibility for plan­
ning, acquisition, design, construct,ion, maintenance, and operation of state­
owned facilities for state offices and employees. 

We recommend approval of the functions within this program, except for 
those discussed below. 

OFFICE OF THE STATE ARCHITECT 

The OSA provides architectural and engineering consulting services, 
construction inspection, and project management of state projects. In 
addition, the office reviews phms for certain public buildings for access for 
the handicapped and earthquake safety. The office also oversees mitigation 
Of ha~a~dous conditio~l$ in state-owned buildings. ' 
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The budget ftir the OSA includes several program changes resulting in a 
minor net decrease from the office's current-year funding level. The budget 
proposes expenditures of $47.7 million by the office in 1992-93. This is about 
$2 million, or 4.0 percent, less than estimated current-year expenditures. 

Major changes in the office's budget for 1992-93 are: 

• A net increase of $2.8 million to provide inspections .at state prison 
construction sites . 

• A decrease of $2.2 million, due to a decrease in the backlog of K-14 
projects awaiting structural safety plan checks. 

• A decrease of $1.5 million, due to the transfer of the hospital plan 
checking program to the OSHPD. 

• A decrease of $1.4 million for administering programs related to earth­
quake safety. 

We recommend approval of the office's budget, except for the items noted 
below. 

Too Many Inspectors Requested for Prison Construction 

We recommend a reduction 0/$2,176,000 (22.9 personnel-years) for prison 
construction services, because the Governor's Budget does not propose 
appropriations for two new state prisons. (Reduce Item 1760-001-602 by 
$2,176,000.) 

We withhold recommendation on an additional $2,039,000 (21.6 person­
nel-years) because construction of two other state prison facilities has been 
delayed, and the construction schedules are unknown. 

The budget requests $10.5 million (107 limited-term personnel-years) to 
provide construction inspection services for projects at nine state prisons and 
six conservation camps. 

Budget Does Not Propose Appropriations for Two New Prisons. The 
budget proposes $2,176,000 (22.9 limited-term personnel-years) for construc­
tion inspection services for new prisons in Susanville and Madera. However, 
due to the failure of the November 1990 Prison Construction Bond Act, these 
prisons are funded only through the design stages. Construction of the 
prisons cannot proceed without additional funding. Consequently, the office 
will not need the 22.9 personnel-years for inspection services for these two 
new prisons, unless the Governor proposes. funding and the Legislature 
agrees that the projects should proceed to construction. Therefore, we recom­
mend that funds for these positions be deleted. 
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Construction Delays Likely to Decrease Need for Funding. The budget 
proposes $772,000 (8.2 limited-term personnel-years) for construction inspec­
tion services for the Los Angeles Reception Center. This request is based on 
a construction start of November 1991. Construction has not begun, however, 
due to litigation concerning the project's environmental impact report. 

In addition, the budget proposes $1,267,000 (13.4 limited-term personnel­
years) for construction inspection services for the San Quentin Joint-Use 
Facility. This request is based on a projected construction start of May 1992. 
However, the Department of Corrections indicates that the construction 
schedule has been delayed indefinitely due· to uncertainty regarding water 
availability. 

Given the above, we withhold recommendation on the $2,039,000 
proposed· for the Los Angeles and San Quentin projects, pending receipt of 
revised construction schedules prior to budget hearings. 

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 property, 
and managing acquired property prior to its transfer to other departments. 
In addition, the office is responsible for the provision of well-planned, 
functional, and economical quarters in state-owned and state-leased facilities 
to accommodate agencies' space needs. 

. The proposed budget for the OREDS. ~s essentially a workload· budget. 
The budget proposes an appropriation of $10.7 million for support of the 
OREDS in 1992-93. This is an increase of $111,000, or 1.0 percent, over 
estimated current-year expenditUres of $10.6 million. The proposed budget 
amount includes $9.4 million from the Service Revolving Fund; $835,000 
from the General.Fund, Property Acquisition Law Account; and $454,000 in 
transfers from other DGS Units.· . 

Legislature Needs Additional Information 
on the Proactive Assets Management Program 

We withhold recommendation on $755;000 for support of the Proactive 
Assets Management Program, pending receipt of additional information 
from the department. 

The.mission of the Proactive Asset Management (PAM) Program within 
the OREDS is to :more aggresSively manage the state's real estate portfolio 
to ensure its maximum use for state operations, and to ma.ximiZe the state's 
revenues from the leasing and selling of unused state properties. 
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The Budget Proposes No Workload or 
Program Changes ' for the PAM Program 

,Item 1760 

.'·'t' 

The budget proposes appr~priations of $755,000 for co~tiituation of the 
PAM Program in 1992':'93. Thfsamount includes appropriations of $473,000 
from the Service Revolving Fund and $282,000 from the General Fund, 
Property· Acquisition' Law Account; 

Background. O,!,er the past several years, the Legislature and the G~ve~or 
have taken several actions to encourage the proactive management of the 
state's real estate assets. Most recently, the Governor, in Executive OrderW-
18-91 dated October 31, 1991, declared that it is the state's policy to achieve 
the comprehensive planned management of the state's real estate assets. In 
addition, he stated his intent, when economically advantageousJorthe state, 
to own and consolidate the facilities needed for its operations. 

According to the DGS, the state owns more than 3,100 properties covering 
in excess of 2.1 million acres. These properties include more than. 18,600 
structures totaling. at least 157.5 million square feet. 

. During1991~92, the PAM Program was to continue its review of state 
properties listed in the Statewide Property Inventory in the San Francisco 
;Bay Area, Los Angeles, Sacramento, arid San Diego. The purpose of these 
reviews was to determine whether state properties are under-utilized or 
surplus to state needs and, for those prqperties, to recommend potential 
development proposals. To ensure that necessary information was available 
to review the PAM Program's development proposals fqr suchprope~ties 
during 'consideration of,' the 1991-92, budget, the Legislature, adopted 
language in the Supplemental Report of the 1991 Budget Act requiring the DGS 
to provide the following information. by November I, 1991:. (1) the different 
development alternatives available for state properties, (2) proposed guide­
lines for recommending each of these alternatives, (3) a list of the properties 
identified as meriting development proposals, (4) a proposed schedule and 
action plan for undertaking development of these properties~ (5) reC~mmend­
ed guidelines and procedures to ensure Legislative oversight of 'the asset 
management program, and (6) recomJ;Ilendations for long-term funding of 
the PAM Program., . " " , , .. ' , 

; ',", 

The Department's Report Lacks Information the Legislature Needs.At the 
time this analysis was prepared, lhe DGS had just submitted its t:esponse to 
the Legislature. Consequently, ~e were only able to perform a preliminary 
reviewdf the report. The information provided by the department is 
summarized and discussed below. . '.' 

;, . . , 

The Report Includes No Discussion of the Development Alternatives 
Available for Under-utilized and Surplus Properties. Rather, it includes only 
a generalized list of potential development alternatives and indicates that 
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further study of specific properties is needed before such alternatives can be 
proposed. The alternatives identified by the department include: entering 
into long-term 'ground leases and selling surplus properties to obtain 
revenue, executing lease-option or lease-purchase agreements to increase the 
state's equity interests, exchanging state property for 'other property that 
better meets the state's needs, and entering into joint powers agreements 
with other public entities to develop state projects with alternative financing. 

While further study may be needed to finalize certain development 
alternatives for specific properties, a discussion of the merits of each potential 
developmerttalternative under consideration by the department would be 
most useful' to the Legislature. Without a complete understanding of the 
merits oHhese alternatives, it will not be possible for the Legislature or the 
department to assess development alternatives for specific properties. 

. l . 

, The Report Does Not Contain Proposed Guidelines/or Recommending 
Development Alternatives. Rather, the department indicates, that further 
study is needed to evaluate specific prop~rties for potential uses, before 
developing proposed guidelines. It is unclear why the department believes 
that further study is needed to develop the guidelines, as well as apply the 
guidelines. 

,The Report Identifies 125 Properties, of 700 Properties Reviewed, That the 
Department Believes Merit Development. These properties fall into three 
categories: (1) properties capable of being used for additional program 
functions, (2) properties that no longer meet current program needs due to 
various types of obsolescence, and (3) properties not used for ongoing state 
program functions, including surplus properties and properties that are on 
hold for future expansion. 

'The Report Does Not Contain'a" Adequate Proposed Schedule and Action 
Plan. The department did not provide a time-line for the completion of its 
pr()posed activities or an adequate description of the activities that it plans 
to undertake. More information 1s needed so that the Legislature can 
evaluate what the department plans to accomplish and when it plans to 
c;arry out these activities. . . 

The Report States That Legislative Oversiglat Should Occur After the 
Department Has Selected a Specific Depelopment Plan. We believe that 
legislative review at this point in the process is too late. If the Legislature is 
to have a meaningfuhole in the decisions concerning these state properties, 
it must receive information on the various development options before a 
specific option is selected and pursued by the department; Otherwise, the 
Legislature will be asked to simply approve ()r disapprove a specific option 
for which the DGS, other'state agencies, and privat~ developers will have 
invested substantial amounts of time and money. Consequently, it is 
essential that the department modify the proposed process to assure legisla­
tive review and approval at an earlier and more meaningful point in the 
process. 
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The Department States That, in the Long Term, the PAM Program Will 
Be Self-Supporting. The department,however, states that the program's 
initial funding must come from an annual budget appropriation .. The 
department provides no indication of when the program would become sel£­
supporting. 

There is No Apparent Coordination Between the PAM Program and the 
State's Capital Outlay and Leasing Programs. The department's response 

. raises several. questions about how the a~ivities being undertaken J:>y the 
program will be coordinated with the state's capital outlay and leasing 
processes. These three programs are responsible for providing space for state 
functions and promoting proper management of state assets.. If these 
programs continue to be undertaken without close coordination, the state 
will not achieve an effective and efficient program for the proactive manage-
ment of its assets. ." 

In summary, the report lacks information needed by the Legislature to 
assess the PAM Program's activities and raises several questions about how 
the program's activities are coordinated with other DGS's asset management 
activities. Therefore, we withhold recommend on the $755,000 proposed for 

. the PAM Program, pending receipt of additional information clarifying these 
issues. . 

Cost of Leasing Office Space 
for State Operations is Soaring 

The amount and cost of state-leased office space has increased significant­
ly,?ver the last few years. Between 1985-86 and the curren.t year, the amount 
of leased office space grew from 8.7 million squareJeet to 14 million square 
feet, or an increase of about 61 percent. In 1985-86, the state leased about 50 
percent of all office space occupied by state agencies; today, it leases 66 
percent of all of its office space. During this Period, the costs increased 
sharply from $109.6 million to $236.2 million, or about 115 percent. The 
department estimates that, by 1995-96, the cost of leased office space will 
exceed $500 million annually; 

Several Factors Contribute to the Widespread Us~ of Leased Office Space. 
The state's intent is to own more of its office space. Our review, however, 
indicates that little progress is being made in this direction. Several factors 
contribute to this lack of progress. These factors incl\lde: (1) inadequate 
coordination among those organizations within the DGS with responsibility 
for managing the state's office space needs, (2) the absence of a capital outlay 
plan for state offices, (3) the lack of a financing phm to construct ne'Voffice 
facilities, and (4) limited oversight by the Department of Finance (ooF) of 
proposed leases. 
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There is a Lack of Coordination Among Organizations Within the DGS. 
Currently, three organizations within the department are responsible for 
managing the stat~s office space needs -'- the Office of Project Development 
and Management (OPDM), the OREDS, and the PAM Program within the 
OREDS. 

The OPDM manages the state's capital outlay construction program, 
including determining the state's need for office facilities, making recom­
mendationsfor meeting these needs, and developing plans for constructing 
additional office space. The OREDS is responsible for the state's leasing 
activities. These activities include· assessing space requests from agencies to 
determine if they are appropriate, locating office space, negotiating and 
consummating leases, and managing the state's leases. The PAM Program 
is responsible for aggressively managing the state's real estate portfolio to 
ensure its maximum use for state operations and to maximize the state's 
revenues from the leasing and selling of unused state properties. 

These organizations, however, have no apparent operating plan that 
integrates their,activities relating to the management of the state's office 
space needs. Consequently, requests for construction of office facilities and 
requests for leased office space are considered individually. Projects are not 
evaluated or prioritized.as part.of an integrated capital outlay, leasing, and 
proactive assets management effort. 

There is No Capital Outlay Plan for State Offices. As discussed in the 
capital outlay section of this Analysis, the DGS has not developed a plan to 
construct state-owned office space. Without such a planning document, the 
Legislature does not have the necessary information to assess the state's 
office space needs, set priorities for meeting these needs, or develop a 
financing plan to construct facilities. 

The DOF is Not Required to Approve Leases. Under the current process, 
the agency requesting ,leased office space must only certify that funds are 
available to enter into the lease, and the DGS is responsible for approving 
the lease. The DOF is not required to review requests for leased space to 
assess their appropriateness in light of state budget priorities or workforce 
projections; , . . 

What Can Be Done to Improve the Cu"ent Process for Acquiring Office 
Space? To improve the process for acquiring office space and to achieve the 
state's goal of owning more of its office space, the DGS must undertake a 
coordinated effort to meet the state's space needs in the most cost-effective 
manner. This effort should include multi-year plans that identify space 
needs, and a ''blueprint'' for addressing these needs through use of available 
state-owned properties, construction of new facilities, and other methods, 
such as purcha~ingor leasing existing faciljties. With such plans, the 
Legislature can . evaluate needs and solutions, set priorities, and take the 
actions neCessary to fulfill the state's need for office space in a rational and 
cost-effective manner. 
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There. are several steps that the ~gislature can take to ensure that the 
state's office space needs are more actively and effectively. managed; Thes!i! 
steps include: 

• R~quiring the DGS to: 

- Prep~re an integrated operating plan for the activities carried out 
by·the OPDM and OREOS·(including the PAM Program);,. " 

Prepare an integrated capital outlay and leasing plan for the state's 
office space. , . 

Prepare.a financing plan for the' construdionofnew ()ffice 
facilities. . .. 

Develop clear criteria.to guide the state's leasing. activities. 

• Requiring qepartments that would occupy DGS facilities 10 ,prepare 
projections of their five-year program and space needs; 

• Requiringthe DOF to:' 

Approve all proposals .lor leases above a reasonable threshold (for 
example, $100,000 annual costs) that will commit the state to 
additional lease paym~nts . .. " , . ".' ;,' 

Clearly identify additional. leasing costs in the Governor'S Budget. 

Support Services Program 

The support services program provides a variety ·of service and contr61 
functions to st~.te agencies. We recommend approval of the proposed 
budgets for the functions within this program, .except as ''discus~ed below. 

OFFICE OF ADMINISTRATIVE HEARiNGS 

The Office of Administrative Hearings (OAH) conducts hearings and 
issues decisions on licensing, regulatory, and disciplinary matters for state 
and local public agencies. The office also provides reporting and· transcript 
.services. 

The proposed OAH budget is essentially a workload budget, exc~pt for 
the. proposed alterations to the Los Angeles office building .. The budget 
proposes expenditures of $9.9 million from tile SRF for s~pport of the office 
in 1992.;;93. This is $947,000, or about 11 percent, above estimated expendi:' 
tures for the current year.' This increCise is prinia~ly. due to the' cost 'of 
proposed building renovations, continuation . of" the persorta.l serVjces 
augmentation ll\ade in the ~rrentyear, andmiscellal).eousbaseline changes. 
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Need For Building Renovations Not Established 

We recommend deletion of $719,000 for additional courtroom space, 
because the office has not estab.Jished th~ ... need for such renovations. (Reduce 
Item 1760-001-666 by $719,000.) , 

The budget includes $719,000 to (1) c6nvert existing office space within 
the Los Angeles State Office Building· into additional court and conference 
rOOm space, (2) furnish the additional space, (3) install a new telephone 
syste1l\, and (4) relocate individual office space. The modifications are to be 
completed in two phases. Phase I includes conversion of vacant space into 
21 individual offices and open-office space. Current stciffwill then be moved 
from the' second floor to the 'new. space: During Phase II, five additional 
courtrooms (bringing the total available to 12), one conference room, two 
waiting rooms,.anda reception area will be I;:reated on the secondJloor. 

The request' submitted by the office indicates th.at the additional space is 
required' to meet increased caseload. According to the office, the seven 
existing courtrooms are scheduled to capacity each day, and the office often 
uses up to three additional courtrooms that are also used by the State 
Personnel Board and/or the Workers' Compensation program. . 

For the past.year; the office has been able to meet its scheduling needs 
through cooperation with other departments. The' OAH has not provided 
any information to indicate that the.same.cooperative use of existing space 
cannot continue .. :Given . the availability of. existing state-owned space to 
accommodate this program,.there is no need to spend over'$700,OOO to alter 
other, space in the. building. Under the circumstances, we recommend 
deletion.ofthe requested $719,000 under Item 1760-001-666 from the SRF. 

Capital Outlay 
. . . . , .. 

:1 The Governor's Budget proposes,several appropriations under Item 1760 
for capital outlay expenditures. Please see our analysis of the proposed 
General Services Capital Outlay Program in the capital outlay section of this 
Analysis, which is in the back of this documE!pt. .... 
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State Personnel BO(ud 
Item 1880 

General Program Statement 

Item 1880 

The State Personnel Board (SPB) has authority under the StateConstitu­
tion 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 Adrninistration is responsible for managingthe'nonmerit aspects 
of the state's personnel systems.) The board and its staff also are responsible 
for establishing and administering, ona reimbursement basis, merit systems 
for certain city, county, and civil defense employees, to ensure compliance 
with federal requirements. The SPB also is responsible for coordinating 
affirmative action and equal employment opportunity efforts within state 
and local government agencies, in accordance with state policy and feder<l;l 
law. 

Overview of the Budget Request 
The budget proposes a reduction' in funding for the board due to the 

elimination of one-time funding augmentations. 

The budget proposes total expenditures of $14.5 million for support of the 
SPB in 1992-93. This is $326,000, or 2.2 percent, below estimated expenditures 
for the current year. The proposed expenditures consist of an appropriation 
of $9.1 million from the General Fund and $5.4 million in reimbursements. 
The proposed General Fund appropriation is $195,000, or 2.1 percent, below 
current-year expenditures. This decrease reflects the elimination of funding 
for workload associated with statewide civil service lay-off processes. 
Reimbursements are expected to decrease by $131,000, or 2.4 percent, below 
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estimated current-year amounts. The decrease in reimbursements is due 
primarily to the elimination of one-year funding for expedited appeals 
processing. 

The board, along with many other departments, has been subject to a 
variety of reductions over the past several years. Among these is an 
unallocated reduction of 15 percent from the General Fund in 1991-92. This 
reduction is proposed to be carried over into 1992-93. In our companion 
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact 
of these reductions on various departments . 

. Public Employees' Retirement System 
Item 1900 

MAJOR ISSUES 

~ The state's Public Employees' Retirement System em­
ployer contributions collected by the State Controller In 
the current year will exceed by $360 million ($200 million 
General Fund) the level specified In Control Section 
3.60 of the 1991 Budget Act. 

~ ·In the absence of legislative action, $342 million of the 
$760 million In General Fund savings assumed by the 
budget will accrue~ Instead, to special funds . 

. ~ A lawsuit challenging several provisions of Chapter 83' 
has been filed In the Third Appellate Court by a coali­
tion of employee groups, and may threaten $760 million 
In General Fund savings assumed by the budget. 
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Findings and Recommendations 

1. The Office of the State Actuary. No funds are appropriated 
in the budget for the Office of the State Actuary, established 
in Ch 83/91 (AB 702, Frizzelle).Insteadl,the budget provides 
current service level funding for the Publi,c Employees' 
Retirement System's (PERS) in,..house actuarial staff. 

Item 1900 

Analysis 
Page 
,46 

2. Current-Year State Contributions to the PERS. The 47 
contributions actually collected by the State Controller are 
higher than the contributions specified in the 1991 Budget 
Act, and will result inh~gher cuqent-year contributions of 
$360 million ($200 million General Fund and $160 million 
special funds). 

3. Budget-Year State Contributions to the PERS. The rates 47 
established in Control Section 3.60 of the Budget Bill will be 
updated in the May revision. 

4. General Fund Savings from IDDAIEPDA Reserves. In the 48 
absence of legislative action, $342 million of the $760 million 
in General Fund savings assumed for the current and budget 
years will accrue, instead, to special fynds. 

5. Court Challenge. A lawsuit challenging the constitutionality 50 
of Chapter 83 has been filed in the Third Appellate Court by 
a coalition of state and local employee organizations. In the 
event that Chapter 83 is held unconstitutional, the state would 
not realize the $760 million General Fund savings assumed in 
the Governor's 1992-93 budget. 

"General Program Statement, 
The PERS administers retirement; health, and related benefit programs 

that serve OVer one million active and retired employees. The participants in 
these programs include state constitutional officers, members of the 
Legislature, judges, state employees, and most nonteaching school employ­
ees, and other employees of the 2,310 public agencies within California 
which have elected to contract for the benefits available through the system. 
The proportion of members is approximately one-third each for state 
,employees, nonteaching school employees, and the employees of other local 
government agencies. 

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

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

Overview of the Budget Request 
The budget proposes expenditures for PERS in 1992-93 of $56.5 million, 

representing an increase of $1:5 million; or 2.8 percent, over estimated 
current-year expenditures. Table 1 summarizes the prior, current, and 

c proposed budget-year expenditures for the system; by major program area . 
• , The Retirement Program accoun~s for,~2.3 million, or nearly 75 perce,nt, of 
'the PERS: proposed budget for 1992-93. The system's Investment and Health 
• Benefits Programs account for about 13 percent and 12 percent of the 
system's proposed budget, respectively. The budget includes $23.4 million 
for:administration that is distributed amoI\g the,system's other programs. 

Public Employees' Retirement System 
Budget Summary 
1990-91 through 1992-93 

, (dollars In thousands) 

Retirement ~,335 ' 
Social Security 442 
Health, Benefits 6,670 
Investment Operations 1,247 

" Administration (Distributed) 
Totals 

General Fund $53 
Judges' Retirement Fund 275 
Legislators: Retirement Fund 284 
Public Employees' Health Gare Fund 299 

, Public Emplo'yees' Retirement Fund 45,863 
Public Employees' Contingency Reserve 

Fund 6,156 
Firefighters; Length of Service Award 

Fund ", 10 
Reimbursements 754 

Personnel-Years 783.5 

$40,850 $42,287 3.,5% 
~O .339 ' -0.3 

7,028 6,632 .5.6 
6,783 7,291 7.5 

2.8% 

$27 $27 
275 272 ~1.1% 

213 175 -17.8 
696 735 5.6 

' 46,921 48;792 • 4.0 

6,108 5,789 ~5.2 

74 74 
687 685 -0.3 

778.9 758.1 -2.7% 
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Table 2 summarizes the significant changes proposed in the PERS budget 
for 1992-93. As shown in Table 2, the $1.5 million increase in the PERS' 
support budget includes $555,000 in adjustments to the current-year baseline, 
$730,000 related to workload, and $263,000 resulting from program changes 
required by recently enacted legislati()n. 

1991·92 Expenditures (revised) 

Baseline adjustments 
Various employee compensation adjustments 
One-time expenditures 
Pro rata 
Price Increases 
PERSCARE 
Miscellaneous· 

Subtotal 
Workload Changes 

Member Services Telephone Information Center 
Information and program development 
Fiscal services 
Legislative services 
Investment operations 

Subtotal 
Program Changes 

Disability Retirement Application processing (Ch 778191) 
Member Services - Unclaimed benefits (Ch 1095191) 

Subtotal 

1992·93 Expenditures (proposed) 

Change from 1991-92 
Amount 
Percent 

$55,001 

-$991 
-820 

1,577 
270 
407 
112 

($555) 

$65 
44 
16 
34 

571 
($730) 

$144 
119 

($263) 

$56,549 

$1,548 
2.8% 
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Analysis and Recommendations 
Below, we discuss the budget's proposals in the area of employer 

contribution rates, and the impact that Ch 83/91 (AB 702, Frizzelle) may 
have on these rates. 

Background on Chapter 83 

Chapter 83 was signed into law on June 30, 1991, amending numerous 
sections of the Public Employees' Retirement Law. The measure was a key 
component of the budget package for 1991-92, and the 1992-93 Governor's 
Budget was prepared assuming its successful and timely implementation. 
However, at the time that this analysis was prepared, several key provisions 
of the measure have yet to be implemented, posing possible threats to the 
proposed 1992-93 budget. In addition, a coalition of employee groups has 
filed a lawsuit in the Third Appellate District Court challenging the 
constitutionality of several provision of Chapter 83. Table 3 summarizes the 
• major provisions of Chapter 83,' the status of their implementation, and the 
extent of the threats posed to the proposed budget. 

Transfer of 
Actuarial 
Duties 

Purchasing 
Power ' 
Programs 

Cost: Potential $3.0 
over three-year 
period 

Unknown Impact 

Responsibility for actuarial assumptions, con­
tribution rates, and valuations transferred to the 
Office of the State Actuary, appointed by the 
Govemor; lejJislative review of employer contri­
bution rates IS curtailed. 
Status: Legislature rejected appointment; post 

vacant. 
Threat: 

Replaced existing IDDAIEPDA programs, fund­
ed through "excess eamings· on employee ac­
counts, which provided up to 80 percent pur­
chasing power protection; established new pro­
gram, funded from up to 1.1 percent of employ­
ee eamings with maximum benefit of 75 per­
cent purcllasing power protection. 
Status: IDDAIEPDA repealed; new benefits 

. as of 7/91. ' . 
Threat: Provision challenged In lawsuit. 

Continued 
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Employer 
Contrillutlons 
Offset 

Mandatory 
Second Tier 

PERS Semi­
annual State 
Contribution 

State Employ­
er Health 
Benefits Con­
tribution 

Savings (cash flow): 
State: $760 
Schools: $353 
Locals: $848 

Savings: Tens of mil­
. lions of dollars.annu­
ally Inlong-temi~ 

Savings (cash flow): 
$250 ($160 General 
Fund) In 1991-92 

Unknown Impact 

Allows funds In IDDAIEPDA to be used to 
offset employer contributions to the PERS In 
1991-92 and 1992-93 (partial-year Impact); 
savings otherwise would have been realized In 
future years. 
Status:' State contributions to PERS offset 

beginning with 1131192 transfer;· 
Controller applied to all funds. '. 

Threat: Leglslatlve~ction needed to specify If 
savings should accrue to General '. 

, Fund only .(as assumed in budget 
proposal); provision challenged In 
lawsuit. 

Employees who begin state service after : . 
6/30/91 are required to be provided benefits 
Linder lowe'r-cost PERS Tier II benefit plan 
(CSU and legislative employees excluded); 
requests that DPA develop an altemative to the 
Tier II plan by 6130/92.. '. . .' '.' 
Status: Mandatory Tier II Implemented; DPA . 

altemative status unknown .....•.. ~ 

· Changed the schedule6fstate contributions to 
PERS from quarterly to semi-annually; savings 
will be offset by higher-than-otherwise em. ploy­
er contributions. in future years. 

. on 1/31/92. 

· Employer contribution rates for active. emplpy-
· eesto, be established by DPA(nonrepresEinted 
state employees) or through collective bargain­
Ing (represented employees); previously. state 
emPloyer contribution was determined [nthe 
annua Budget Act. . '.' 
Status: Administration proposes "freezing" 

state employer contributions at 
1990-91 levels for active 

The following is a dis.cussion of the impact of Chapter 83 on the proposed 
1992·93 budget. Specifically, we address the status of (1) the OfficeoHhe 
State Actuary, (2) the current- and budget-year state contributions to the 
PERS, (3) the use of IDDA/EPDA, reserves to offset these contributions, and 
(4) the court challenge to the measure. 

No Funding for the Office of State Actuary 

We find that no funds are appropriated for the Office of the State 
Actuary in the budget. Instead, the budget provides current service level 
funding for PERS' in-house actuarial staff. 
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Background. Chapter 83 transferred the responsibility for' the PERS 
actuarial services from the PERS Board of Administration to the newly 
created Office of the State Actuary/with the State Actuary to be appointed 
by the Governor and corifirmedby both houses of the Legislature. The State 
Actuary was given the authority tOiamong other things, establish the PERS' 
annual· employer contributionntes, which the Legi~lature would subse­
quentlybe required to approve. The measure further specifies that costs for 
the State Actuary would be paid for with fUnds from the Public Employees' 
Retirement Fund .. 

. 'Budget Proposal. The 19~2-93 Gov~rnor's Budget does not provide 
funding for the' Office of the State Actuary. The proposed budget does 
include approximately $1.2 million to fund PERS' existing in..:houseactuarial 
operation. ,; , 

ThePERS staff has indicated Jhat, at the time a State Actuary is con­
firmed, additional funds will be necessary to finance the contracted .cost. If 
additional funds are requested, th~ Legislapue Will need to consider which, 
jf any, actuarial responsibilities should be retained by the PERS' in-house 
actUarial staff." . . ' , 

, Legislatllre Rejects Governor's Appointment. The adm~f\istration solidted 
,competitive bids, and the. <;;overnor selectec;i the actuarial firm of Towers, 
Perrin, Forster and Crosby (TPF&tC) to serve as the State Actuary.Thisfilll\, 
however, 'was ~ot confinned by the Legi~lature. The Governor recently 
resubmitted this firm for legislative confirmation. Given this situ~tion, the 
PERS Board hascontinuea to, assume responsibility for,aU ;actuarial 
functions, including development of actuarial assumptions c,tnd the,calcula-
tion of 1992-93 employer c~ntribution rates. ... 

State Employer PERS Contribution Rates. 
t"'" .", , " 

We find that the level of state contributions to the PERS in the current 
year exceeds the level specified in the 1991 BUdget Act by $360 million ($200 
million General Fund). We also find that the final 1992-93 state, employer 
cQntrib'1tipn rates wilrlikelyberates approved by thti!PERS Bo"rd of 
Administration, and may, result,in ~avings to the state of approximately$~O 
million ($50 million General F"'t'd), compared to the costs incl",ded in the 
Governors !Judget.·· . 

Background. The state employer contribution rates are specified in Control 
Section 3.60 of the annual Budget Act. When the annual' Budget Bill is 
introduced, the ratesmchided in Control Section 3.60 reflect those in effect 
during the current year, and state employer contributions based on these 
rates are built into the supportbudge~s o,f all state departments. Typically, 
these rates are updated in the May revision to reflect the budget-year rates 
approved'by the PERS Board of Administration at their February or March 
meeting. Control Section·3.60 is then adjusted to conform to these final fates. 



n· 481 STATE AND CONSUMER SERVICES Item 1900 

. PUBLIC EMPLOYEES' RETIREMENT SYSTEM-Contlnued 

1991-92 Contribution Rates. The rates established in the 1991 Budget Act 
were lower than the rates approved by the PERS Board of Administration, 
and reflected theadIJ;1.inistration's,assumption concerning the PERS earnings 
on investments (9.5 percent versus 8.5 pet:cent approved by the board). Based 
on these l~wer. employer contribution rates, ·the Budget Act assumed the 
total state contribution to thePERS in 1991-92 would be $640 million ($350 
million General Fund). This represented a savings of approximately $360 
million ($200 million General Fund) from the state contribution that would 
have been required under the rates approved by the PERS Board. 

HOwever, the State Controller -:- citing the lack of an actuarial basis for 
the budget's proposed 1991-92 contribution rates - is collecting from state 
agencies based on the higher rates approved py the PERS Board, rather than 
the rates called for in Control Section 3.60 of'the 1991 Budget Ad .. This will 
effectively increase state contributions to the PERS in 1991 .. 92 by an 
additional'$360 million ($200 million General Fund). As discussed below, the 
increased General Fund cost may be offset' by funds available in 
IDDA/EPDA. 

1992-93 Contribution Rates. As has been the case in prior years, Control 
Section 3.60 of the 1992 Budget Bill,as introduced~ reflects the employer 
contribution rates in effect during the current year (that is, the rates the 
Controller has been using). Employer contributions based on these r~teshave 
been bUilt into the 1992-93 support budgets of all state agenc:jes. Presumably, 
the control section will be adjusted in the May>reVision to reflect the final 
actuarially determined employer contribution rates for 1992-93. 

Since a State Actuary has yet to be confirmed, in May the Legislature will 
most likely be presented with 1992-93 .contribution rates as approved by the 
PERS Board of Administration. Furthermore, even if an actuary is confirmed 
before the budget is approved, it is not clear what input the neW actuary will 
have on the contribution rate proposal for 1992-93. 

At the PERS B,oard October 1991 meeting, the board approved a change 
in the actuarial interest earnings assumption for the'1992-93 actuarial valua­
tion. The new rate of 8.75 percent is 0.25 'percentage points higher than the 
current board-approved rate. This change should result in l~wer state 
contributions of about $90 million ($50 million General Fund). Several other 
assumptions, however, also factor into the calculation of the 1992-93 
contribution rates. Therefore, the actual impact on employer costs will not 
·beknown until the final rates are established in May. 

IDDA/EPDAOffset of the State's' PERS Contributions 

We find that legislative action will r,e required in order/or the General 
Fu"d to realize the full $760 million in savings over the current and budget 
years, as assumed in the Governor's Budget. 
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Background. Chapter 83, repealed the IDDA/EPDA programs and 
specified that any funds remaining in these accounts as of June 30, 1991 be 
made available to offset employer contributions to the PERS. As of that date, 
a total of $1.96 billion was in the IDDA/EPDA. The most recent accounting 
of these funds by the PERSstaff indicates that, of the total amount, $760 
million would be available to offset the state's contributions to the PERS, 
$353 million would be available to school district employers, and $848 
million would be available to local public agency employers. 

The 1991 Budget Act. As discussed above, the 1991· Budget Act assumed 
a reduced level of state contributions to the PERS based on the ratesestab­
lished in Control Section 3.60 .. In determining the General Fund_condition for 
the 1991 Budget Act, it was assumed that the funds available to the state 
from the IDDA/EPDA would be usedexdusively to offset General Fund 
contributions to the PERS. On this basis, $350 million of the state's $760 
million "credit" from the IDDA/EPDA would be used in 1991-92, leaving 
$410 million available to offset the state's General Fund contributions to the 
_PERS in subseqllentfiscal years. 

The 1992-93 Budget Proposal. The Governor's Budget recognizes the 
decision of the State Controller to use higher current-year rates, resulting in 
proposed annual General Fund contributions to the PERS of $550 million in 
1991-92 and 1992-93. Thus, the proposed budget reflects IDDA/EPDA offsets 
to General Fund contributions totaling $550 million in the current year and 
$210 million in the. budget year .. Accordingly, the entire amount available 
from IDDA/EPDA will be spent in these two fiscal years, with the budget­
year General Fund costs being only partially offset by the IDDA/EPDA 
funds. 

General Fund Savings from the IDDAIEPDA Offsets. As noted above, 
both the 1991 Budget Act and the proposed 1992-93 budget assume that the 
state's entire savings of $760 million from funds held in IDDA/EPDAwill 
accrue. exclusively to the General Fund. 

Chapter 83 specifies that any funds remaining in the IDDA/EPDA, "shall 
be used to reduce employer contributions in fiscal year' 1991-92 and 
subseqt1ent years until those funds are depleted." The PERS Board has 
approved an implementation plan that provides for employer offsets from 
IDDA/EPDA reserves to be applied in proportion to their original funding 
source (that is, General Fund and .special funds). The State Controller's Office 
has concurred with the board's position and will apply, the state's 
IDDA/EPDA reserves against contributions from all funds. The result of this 
action is that the $760 million available to. offset the state contribution to the 
PERS will offset approximately $418 millIon in: General Fund contributions 
and $342 million in special fund contributions. Thus, it appears that, absent 
legislation clarifyinS·the me of the IDDA/EPDA··amounts solely to offset 
General Fund contributions, there would be a total General Fund· shortfall 
of $342 million in the current and budget years. 
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., 

Court Challenge ,to Chapter 83 . 

"<, We .find that, irth~ co~rl. rul~s ~nfavorably on the use of PERS reserves 
to pffset e~ployer contributions, the stt!:ter,oill face a $760 million General 
Fund iproblf!m. ' . ,," 

A lawsuit challenging the'constitutionality of Chapter 83 has heenfiled 
in the;,,:I'hirdAppellate Court, by a. coaliti~:t:l< of state aI\d local employee 
organizations. The ,slli~chanenges three provisions of the,law: (1) the repeal 
of the existing purchasing ,power P~Qb:~ction prograIl\s, (2) . the ,capture pf the 
IDDA/EPDA re,serves to off!).et employer conhib\ltions, and (3) tl,tetra,nsfer 
of actuarial ,responsibilities. from th.~PERs Board of Ac;lministra,tion to the 
Office <?f the State Ac~anr. ..' ,.... <', ' . .. 

In the event that Chapter 83 is'held unconstitutional, the state would not 
realize the $760 million General' Fund savings' assumed by the 'Govemt:>rs 
1992-93 budget. At the time that this analysis was prepared, 'a date for oral 
arguments h~d not been set; however, a dech;ion on this case is expected 
before, the,elld, of the, fiscal year:',' ' .. ' . 

State Teachers', ,Retirement . System .. 
,.I;tem J920 

.. ' MAJbR ISSUES'" 

~ Th~Generot~Gnd. cost of stafutory contributions to the 
State Tea9hers' 'Rf3tire.ment System~s programs is $705 
million in J 992-93, ang is projected tq·. exceed 
$1.4 billion in 2000-01., 
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Findings and Recommendations Analysis 
Page, 

1. General Fund Statutory Cc?ntributions Fttlly Funded~ The 53" 
. level of General Fund support for the State Teachers' 'Retire-
~ent System's (STRS) prog;ra~s in 1992-93 is $705 million, 
representing a $220 million increase over the current year." 
These funds represent the state's statutory contribution 
toward fully funding the STRS and proViding for the pro~ec-
tion of retired teachers' purchasing power. ' 

.,.2~. Gener~l Fund Cost to. Exceed $1.4 Billi,Qn in. 2000-01."The,54 ,. 
cost to the General Fund of making the statutorily ,required, 
contributions. to the STRS is expected to reach $952 million, in 

'. 1994-95, and we estimate that it will. exceed.$1.4 billion in 
2000-01. " '" 

3. School Land Bank Monies. Recommend that the STRS report 56 
to the Legislature, at the time of budget hearings, on the' 

, status of the state's claim to revenues from the Elk Hills 
Naval Petrole1,1m Reserve; and on the impact that the pro-

., posed .. transfer of $45 million in anticipated revenues from an 
eventual settlement, will have on the General Fund cost of 
benefits provided to retired teachers. 

General Program Statement 
The STRS was established in 1913 as a statewide system for providing 

retirement benefits to public school teachers. Currently, the STRS serves over 
3,40,000 active and retired teachers., 

The ' .. pnmaryresponsibilityof the STRS ,Board and staff include: 
(1) maintaining a fiscally>sound plan for funding statutorily defined benefits, 
(2) providing authorized benefits to members and their beneficiaries in a 
timely manner, and (3) furnishing pertinent information ,to teachers, . school 
districts, and other interested groups. ..., 

Overview of the Budget Request 
. The budget proposes a $2.3 million ittcreaseto the Sta,te Teachers' 

Retirement System support budget, aimed primarily at improving the 
~ystem's ~rrent level of service. An additional $705 million .in statutory 
contributions from the General Fund is provided in the budget 'year as 
payments to amortize the system's unfunded liabi'ity and to .. ma,ke the 
state's contribtitionto the STRS supplemental benefitmtlintenanceprogram. 

The 1992-93 Governor's Budget proposes expenditures of $30.4 million for 
administration of STRS programs. This amount represents an increase of $2.3 
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million, or 8 percent, above estimated expenditures in the current year. 
Table 1 shoWsSTRS expenditures for the past, current, and budget years. 

State Teachers' Retirement System 
Budget Summary 
1990-91 through 1992-93 

(dollars In thousands) 

Expenditures 
Service to members and employers $28,132 
Administration 

Total. $28,132 

Teachers' Retirement Fund $27,704 
Teacher Tax Shener Annuity Fund 103 
Reimbursements 325 

Personnel-Years 357.5 

$28,102 

$28,102 

$27,797 
66 

239 

379 

$30,360 

$30,360 

$30,055 
66 

239 

394 

8.0% 
3.8 
8.0% 

8.1% 

4.0% 

Table 2 summarizes the changes proposed in the 1992-93 STRS budget, 
including baseline adjustments ($650,000), workload changes ($1,356,000), 
and program changes ($252,000). The most significant changes· include: 

• An increase of $1.1. million in pro rata charges for statewide 
administrative services. ' 

• A decrease of $305,000 due to one-time expenditures in the current 
year. 

• An increase of $425,000 and 12 personnel-years to improve the system's 
processing of death benefi~ applications. 

• An increase of $252,000 and one personnel-year to improve reView of 
disability allowance cases. 

• An increase of $225,000 in one-time costs to reconfigure an existing 
area at STRS headquarters to meet expanding space needs. 
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Baseline Adjustments 
Pro Rata 
Adjustments for one-time expenditures 

.. Employee compensation adjustment (Section 3.60) 
. Salary savings revision (Section 3.90)" . 

Price Increase 
Subtotal 

Workload Changes 
Survivor benefits--improve processing of death benefit claims 
Survivor benefit5-'-develop local area network 
Disability services-review of disability applications 
Accounting 
Regional counseling services 
Space redeSign 

Subtotals 
Program Changes 

Develop pre-retirement educational program 
Legal offlce-real estate transactions and federal tax Issues 
Employer reporting Improvements (Ch 543191) 

Subtot.al 

19~-93Expendlture8 (proposed) 
Change from 1991-92 

Amount 
Percent 

Analysis and Recommendations 

Statutory Contributions Fully Funded 

. $,1087 
-305 

$425 
107 

.252 
.135 
212 
225 

($1,356) 

$63 
89 

$2,258 
8.0% 

We find that the $705 million in statutory contributions' to the State 
Teachers' Retirement Fund (STRF) in 1992-93 represents an increase' of $220 
million abo.ve the level of current-year funding. 

. . ' . 
The STRS receives contributions from teachers and their employers 

totaling 16.25 percent of active teachers' ·payroll. This contribution amount 
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is not sufficient to provide for the, cost oHeachers' basic retirement benefits, 
nor does it provide for the protection of retirees' purchasing, power. The 
shortfalls are covered through annual transfers from the General Fund. .. 

In the budget year, $705 million will be transferred from the General Fund 
to the STRF to fully fund the state's statutory obligations. This transfer 
represents a: $220 million, or 45 percent, increase over the current-year level. 

The total increase'inc1udestwo components. First, it inc1udesa$148 
; million increase in the cost to fully fund the actuarial cost of. the STRS 
pursuant to the requirements of the Elder STRS Full Funding Act [Ch 460/90 

, (SB 1370, Cecil Green»). This increase will bring the total amOlmt transferred 
, due to this act to $515 million in 1992-93. Second, it inc1\lcles a $72 million 
increase in the state's contribution to guarantee a minimum purchasing power 
. protection of 68.2 percent of retirees' original allowances - referred to as the 
supplemental benefit maintenance program. Thus, the total amount. trans'" 
ferred to maintain purchasing power will be $190 million in the budget year. 

Statutory Contributions Will Exceed $1.4 Billion by 2000-01 

The General Fund cost to fully fund the STRS and provide protection of 
the retired teachers' purchasing power is expected to reach $952 million in 
1994-95, and we estimate it will exceed $1.4 billion in 2000-0~. . 

,. The General Fund will be required to transfer increasing levels. of funding 
to the STRS in future years for two reasons. First, the amount required to 
satisfy the Elder STRS Full Funding Act will grow as the number of covered 
teachers and their salaries increase. Currently, these combined factors are 

; expected to increase 7 percent per year. Second, ~heamount required by the 
state to fund the STRS supplemental benefit maintenance pr<:>gram will 
increase from 1.5 percent of payroll in 1992-93 tQ 2.5 percent of payroll in 
1994-95. Thereafter, this General Fund cost will also continu~ to grow at aX} 
estimated 7 percent annual rate. 

Chart 1 shows the projected amount of General Fund monies that will be 
reqUired in order'to fund these programs through the end of the decade. The 
chart indicates that by 1994-95, the General Fund cost is projected to grow 
to $952 million, an increase of 96 percent" ($467 million) over' the, level 
provided in the current year. After 1994-95, the General Fund cost of these 
programs will grow at an estimated rate of 7 percent per year, and will 
exceed $1.4 billion in 2000-01. 

; 'In order for the Legislature to address this growing General Fund 
expense, it would need to focus on those factors that are driving the costs of 
the respective STRS statutory programs. The Legislature could choose to 
reduce the level of General Fund contributions under the Elder STRS Full 
Funding Act. For example, the Legislature could contirlUe' to fund the 
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amortization of the system's unfunded liability, while requiring employer 
and employee contributions to pay for the full retirement cost for new 
teachers. This option is presented in our January 1992 publication,Options 
for Addressing the State's Fiscal Problem. 

ProJectedG~neral Fund Cost of 
STRS Statutory Contributions 
1990-91 through 2000-01 ••• Total GF contribution 

~~illii~:r-----------1 Elder s'ms Full 
I I - Funding Acta 

. Supplemental benefit 
- maintenance prograrrP 

$1_50(1'-~----~--~--~3.--~--------" 

90-91 94-95 2000-01. 

a Equal to 4.3 percent of teachers' salaries In prior calendar year. 
b Equal to specified percentages of teachers' salaries In prior fiscal year. 

The primary cost-driver of the General Fund cost of the supplemental 
benefit maintenance .program is the annual statutory increase in the 
percentage of teachers' payroll to be provided. The Legislature could choose 
to revise the funding formula for this program by: 

• Capping the state's q>ntribution at a level below the 2.5 percent 
required beginning in'1994-95. (Weestim.ate that, for a 0.5 percent 
reduction, the· General Fund would save in excess of $70 million 
anmially.) . .. . . 

• Reducing the reserve requirement in the Supplemental Benefit 
Maintenance Account below the targeted three-year level. 

• Lowering the level of purchasing power protection below 68.2 percent. 
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School Land Bank Fund Monies 

We recommend that at the time of budget hearings, the State Teachers' 
Retirement System report to the Legislature on the status of t~e state's 
claim to revenues from the Elk Hills Naval Petroleum Reserve, lind on the 
impact that the proposed transfer of $45 million from,a.n eventual settlement 
would have on the General Fund cost of benefit payments made to retired 
teachers. . 

Background. Current law expresses legislative intent to provide retired 
teachers with a benefit not less than 75 percent of their original allowance 
when they retire. This benefit is to be financed through funds transferred to 
the STRF from the· School Land Bank Fund. (This fund is supported by 
royalti~s from certain state properties referred to as "School Lands.") To the 
extent that such funds are not sufficient to provide the desired level of 
purchasing power protection, current law specifies that additional funds are 
to be transferred annually from the General Fund, to guarantee a minimum 
purchasing power protection of 68.2 percent of retirees' original allowance. 

The amount available for transfer from the School Land Bank Fund to the 
STRF in 1992-93 is $3.1 million, down from $3.4 million in the current year, 
and $4.1 million in 1989-90. 

Elk Hills Naval Petroleum Reserve. Under current law, the revenues from 
school lands within the area referred to as the Elk" Hills. Naval Petroleum 
Reserve are to be deposited in the School Land Bank Fund. The interest from 
these monies is to be transferred annually to the STRF for the supplemental 
benefit payments made to retired teachers. . 

The 1992-93 Governor's Budget reflects the receipt of $45 million from the 
settlement of the state's claim against the federal government for revenues 
derived from the Elks Hills Reserve; The Governor's Budget indicates that 
the $45 million is to be transferred to the General Fund, rather than 
deposited in the School Land Bank Fund as required by current law. The 
administration indicates it. will seek legislation to make this transfer. OUr 
review indicates, however, that the receipt of these funds in the budget year 
is unlikely because a settlem~nt has not yet been reached with the federal 
government, and any eventual settlement would require approval by the 
U.S. Congress and the President. In view of this proposal, we recommend 
that the STRS report to the Legislature at budget hearings on the status of 
the state's claim against revenues from the Elk Hills Naval Petroleum 
Reserve, and on the impact that the proposed transfer of proceeds from an 
eventual settlement would have on the General Fund cost of benefit 
payments to retired teachers. 
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Department of Veterans Affairs 
and Veterans' Home of California ' 

Items 1960 and 1970 

General Program Statement 
The Department of Veterans Affairs (DV A) provides services to California 

veterans and their dependents, and to eligible members of the California 
National Guard. The principal activities of the DVA include: (1) providing 
low-interest home and farm loans to qualifying veterans, using proceeds 
froin the sale of general obligation and revenue bonds; (2) assisting eligible 
veterans and their dependents in obtaining federal and state benefits by 
providing claims representation, county subventions, and direct educational 
assistance to qualifying veterans'· dependents; and (3) operating the Califor­
nia Veterans' Home in Yountville, which provides approximately 1,325 
California war veterans with several levels of medical care, rehabilitation 
services, and residential services. 

Overview of the Budget Request 
The budget proposes no workload or significant program changes for the 

DVA and Veterans' Home, except for a small increase in bond debt service 
for the Cal-Vet Loan Program. 

The budget proposes an appropriation of $1 billion for support of the 
DVA and the Veterans' Home in 1992-93. The proposed 1992-93 budget is 
approximately $6.4 million, or less than 1 percent, more than the estimated 
current-year expenditures. The budget increase is attributable primarily to 
the net program budget increase of $6.9 million for the Cal-Vet Farm and 
Home Loan Program to fund the program's bond debt s~rvice payments. 
Table 1 displays the expenditures and staffing levels for the department from 
1990-91 through 1992-93. Although the department's estimated total 
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expenditures are slightly over $1 billion, the departmenrs General Fund 
budget consists of only $31 million, or 3 percent, of the total. 

Dep~rtment otVeterans Affairs and 
Veterans' Home of California 
Budget. SummarY' '.' 
1990 .. 91 through 1992-93 

Expenditures 
Cal-Vet Farm and Home Loan $1,080.6 
pal,G~ard f~rmand Home Loan 3.6 
Veterans Claims and Rights .4.3 
Veterans' Home . 47.9 
'Administrat!on (distributed) 

TOt,iJIS $1,136.4 

GEmeral Fund $30.8 
Specia~ Agcount for CapitalOut{ay 

. Bond funds .. 1,084.2 
Federal funds .. 12.1 
Reimbursements 9.3 

Personnel-Years 

'$951.7 $958.7 0.7% 
2,8 2.8 .0.8 
4.1 4.0 -0.1 

47.6 47.1 . -1.1 

$1,006.2 $1,012.6 0;6% 

$30.9 $31.0 '·0.6% 
0.2 -100.0 

954.5 961.5 0.7 
11.8· . 11.4 -3.8 
8.8 8.7, ~0.4 

-0.4% 

This department,along 'with many other departments, has been subject 
to a variety of reductions over the past several years. A:inong these is an 
unallocated reduction of 5.1 percent from the General Fund support of the 
OVA and.,Yeteraps' Hom,e in 1991~92. Th~ current~year re<;luction is proposed 
to .be-carried over in,to 1992~93. In our companiondocument,The 1992~93 
8udget: Perspectives and Issues, .we discuss th,e impact of these reduc~ons on 
various departnlents. -
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Capital Outlay 

The Governor's Budget proposes an appropriation of $6 million in Item 
1970-301 for capital outlay expenditures for the Veterans' Home. Please see 
our analysis of that item in the capital outlay section of this Analysis, which 
is in the back portion of this document. 




