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| Performance Budgeting Pilot Project Yields Mixed Results.

The administration's performance budgeting pilot project has not
materially changed the state budget process as it was intended to
do. Nevertheless, evidence from the four departments participat-
ing in the project shows that it has generally helped them do a
better job of managing their programs. The administration needs
to identify the lessons learned from the project and advise the
Legislature of its future direction. (See page H-11.)

| Some Progress in Restructuring State Information Technol-
ogy, But Much Remains to Be Done. Last year, the Legislature
and Governor took a number of steps to reorganize the manage-
ment of state information technology, including creation of a new
Department of Information Technology. Our review found that little
progress has been made toward resolving many of the major
problems identified in 1994 in three independent reports. We
recommend that the Legislature continue to closely monitor state
information technology efforts and that it hold the new department
accountable to produce the results desired by both the Legislature
and the administration. (See page H-22.)

| State Opportunities for Better Use of Telecommunications.

The Department of General Services has been operating for the
past four years without an annual strategic plan for state telecom-
munications, as required by law. We identify eight areas of tele-
communications, such as videoconferencing, that the administra-
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tion should focus on that can help improve the operations of state
government. (See page H-64.)

| Revised Development Plan for Capitol Area.  The Department
of General Services is preparing a revised master plan to guide
development of state office and parking space and other land
uses in the Capitol Area of Sacramento. We recommend the
Legislature first approve any revisions to the Capitol Area Plan
prior to funding preparation of an environmental impact report. We
also recommend that the Legislature not authorize any new state
office projects in downtown Sacramento until the environmental
review process is completed. (See page H-76.)

| New Veterans' Homes Should Be Put in the Slow Lane.  Major
delays in completion of a computer information system for the
new veterans' home in Barstow—which has been deemed essen-
tial for the operation of the home—could cost the state signifi-
cantly. As a consequence of the difficulties at Barstow, the signifi-
cantly higher estimated General Fund costs of operating veterans'
homes, and the uncertainty regarding future federal funding for
elderly medical care and veterans' programs, we recommend that
the Legislature place a one-year moratorium on development of
additional veterans' homes. (See page H-103.)

| Local Agencies Should Fund Local Law Enforcement. The
budget proposes to establish an income tax “check-off” allowing
taxpayers to designate whether 1 percent of their tax liability
should be allocated to local agencies to augment police, sheriff,
and prosecution programs. We think local law enforcement is
more appropriately financed and controlled at the local level. If the
Legislature wishes to provide additional revenues to cities and
counties, we recommend that the Legislature partially reverse the
property tax shift. (See page H-117 and Part V of the Perspec-
tives and Issues.)
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unding for state administration is proposed to increase slightly in
the budget year, primarily because of increases in Motor Vehicle
License Fund apportionments to local governments.

The budget proposes total expenditures for state administration of
$6.5 billion in 1996-97, an increase of 2.5 percent above estimated cur-
rent-year expenditures. Proposed General Fund spending for state
administration is $2.9 billion, or 6.4 percent of all General Fund expen-
ditures proposed in the Governor's Budget for 1996-97.

SPENDING BY MAJOR PROGRAMS

Figure 1 (see next page) shows state expenditures for nine major
state administration programs for 1994-95 through 1996-97.

Shared Revenues

The largest program in state administration is the shared revenues
program, which distributes state-collected revenue (primarily from
vehicle license fees and gas taxes) to local government agencies. The
$117 million increase in spending primarily reflects an increase in the
Motor Vehicle License Fund apportionments to local governments as a
result of growth in the fee revenues collected.

Local Government Financing

The Governor's Budget proposes to subvene $150 million (General
Fund) to cities and counties for local law enforcement. Specifically, the
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state would create a check-off on personal income tax forms allowing
taxpayers to decide whether 1 percent of their income tax liability
should be distributed to local agencies for law enforcement purposes.

State Administration Budget Summary

a

(Dollars in Millions)

Change From

to totals due to rounding.

Actual  Estimated Proposed 1995-96
1994-95 1995-96 1996-97 Amount Percent
Shared Revenues
General Fund $0.1 $0.3 $0.3 — —
Special funds 3,136.0 3,262.6 3,379.4 $116.8 3.6%
Totals $3,136.0 $3,262.9 $3,379.7 $116.8 3.6%
Contributions to the STRS
General Fund $866.1 $901.3 $926.1 $24.8 2.8%
Transfer to the PERS
General fund $441.0 $463.9 $485.0 $21.1 4.5%
Special funds 200.0 2109 220.5 9.6 4.6
Totals $641.0 $674.8 $705.5 $30.7 $4.5%
Tax Relief
General Fund $475.8 $458.1 $464.7 $6.6 1.4%
Interest on General Fund
Loans
General Fund $408.5 $295.6 $255.0 -$40.6 -13.7%
Health Benefits for Annuitants
General Fund $297.2 $275.9 $278.7 $2.8 1.0%
Franchise Tax Board
General Fund $281.1 $320.3 $234.8 $4.5 1.4%
Special funds 6.4 8.5 8.2 -0.3 -3.5
Totals $287.5 $328.8 $333.0 $4.2 1.3%
Board of Equalization
General Fund $160.8 $172.3 $181.6 $9.3 5.4%
Special funds 18.0 22.2 22.5 0.3 1.4
Totals $178.8 $194.5 $204.1 $9.6 4.9%

8 Excludes reimbursements, revolving funds, and other nongovernmental cost funds. Details may not add
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Tax Relief

The state provides local property tax relief, both as subventions to
local governments and as direct payments to eligible taxpayers, through
seven different programs. The two largest are the Homeowners' Prop-
erty Tax Relief (homeowners' exemption) and the Renters' Tax Relief
(renters' credit) programs. The Governor's Budget proposes an expendi-
ture of $393 million on the homeowners' exemption program in 1996-97,
which comprises most of the $465 million budgeted for tax relief.

The renters' credit provides a refundable tax credit to Californians
who rent their principal place of residence as of March 1 each year. The
renters' credit program was suspended for three years, beginning in
1993, as one of many spending reductions enacted to address the state's
budgetary problems. The program was reinstated beginning on
January 1, 1996. The Governor's Budget, however, proposes eliminating
this program effective January 1, 1996. The estimated cost for this pro-
gram if it were not altered or discontinued in 1996-97 would be approx-
imately $517 million.

Retirement

Public Employees' Retirement System. The Public Employees' Retire-
ment System (PERS) is the retirement system for most state employees.
The budget projects a $485 million General Fund payment for the PERS
in 1996-97. The 1996-97 General Fund transfer is based on the 1994-95
state employee payroll, pursuant to Ch 71/93 (SB 240, Committee on
Budget and Fiscal Review). Under the provisions of that legislation,
General Fund contributions to the PERS are made two fiscal years in
arrears. Thus, based on estimated state employee payroll in 1996-97, the
General Fund transfer to the PERS in 1998-99 will be about $620 million.

As a result of a lawsuit filed by the PERS, the Superior Court in
Sacramento County has ordered the state to immediately pay all de-
ferred payments and to resume sending state funds to the PERS on a
current, rather than deferred, basis. The state has appealed this decision
and the budget assumes that the state will prevail on appeal. If the state
loses the appeal, the General Fund impact would be about $1.1 billion
in 1996-97.

State Teachers' Retirement System. The State Teachers' Retirement
System (STRS) is the retirement system for teachers in public K-12
schools and community colleges. The STRS receives contributions from
teachers and their employers. These contributions, however, are insuffi-
cient to provide for the cost of basic retirement benefits and the protec-
tion of retirees' purchasing power. The shortfalls are covered by annual
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transfers from the General Fund. These transfers are expected to in-
crease by $25 million, from $901 million in the current year to
$926 million in the budget year. The increase is due to an expected
increase in teacher payrolls, which is the key factor in the statutory
funding formulas.

Health and Dental Premiums. The budget also includes $279 million
from the General Fund to pay the state share of health and dental
insurance premiums for retired state employees and their qualifying
beneficiaries. This is $2.8 million more than estimated current-year
expenditures, which reflects an increase in the number of retirees.

Employee Compensation

The collective bargaining memoranda of understanding (MOU) that
govern pay, benefits, and other working conditions for rank-and-file
employees expired June 30, 1995. The MOU negotiations have been
completed for only one of 21 bargaining units. Chapter 768, Statutes of
1995 (SB 544, Dills), ratified the MOU for highway patrol officers. The
legislation included $16.1 million from special funds for compensation
increases in 1995-96 for the highway patrol officers. The budget request
for the California Highway Patrol includes $30 million for the 1996-97
cost of the MOU. The budget does not propose funds for new compen-
sation increases for the other 21 bargaining units at this time.

We discuss employee compensation issues in further detail in the
Crosscutting Issues section of this chapter.

MAJOR BUDGET CHANGES

Figure 2 portrays the changes in four major categories of expenditure
(shared revenues, retirement benefits, tax relief, and local government
financing) which reflect some of the increase in state administration
spending in 1996-97. Also shown are selected changes in each of these
categories.

The State's Retirement Programs

Retirement-related expenditures account for a significant part of state
spending for the budget year. In 1996-97, state expenditures for various
costs associated with public employee retirement (excluding University
of California costs and nongovernmental cost funds) will total approxi-
mately $2.5 billion, including nearly $2 billion from the General Fund.
As summarized in Figure 3 (see page 10), the General Fund provides
for employer contributions and/or various other payments to four
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Proposed Major Changes for 1996-97
All State Funds

Requested: $3.4 billion

SIENEE [REERIES Increase:  $116.8 million (+3.6%)

@ * $101.3 million due to increased vehicle license fee revenues

Requested: $2.4 billion

REATERETHEEReE Increase: ~ $71 million  (+3%)

» $30.7 million for transfers to the Public Employees' Retirement
Fund

@ * $24.8 million for transfers to the State Teachers' Retirement
Fund

» $12 million for Social Security/Medicare taxes

» $2.8 million for health and dental premiums for retirees

Requested: $464.7 million

U RETES Increase: $6.6 million (+1.4%)

* $517 million reduction from the current law requirements due to
proposed elimination of renters' credit (total spending on tax re-
lief would otherwise have been higher by this amount in
1996-97)

Local Government Requested: $159.9 million
Financing Increase:  $137.7 million (+621%)

local public safety

@ * $150 million for new income tax check-off to provide funds for

public employee retirement systems: the PERS, the STRS, the Judges'
Retirement System, and the Legislators' Retirement System. In addition,
the state (1) makes Social Security and Medicare contributions for most
state employees and (2) contributes to the payment of premiums for
health and dental benefit plans for retired state employees.
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General Fund Costs for

employees.

Retirement Programs 2

1996-97

(In Millions)

Program 1996-97

Public Employees' Retirement $485

State Teachers' Retirement 926

Judges' Retirement 57

Legislators' Retirement 1

Social Security and Medicare 283

Health and Dental Benefits for Annuitants 279
Total $2,031

@ Includes transfers to retirement trust funds for employer contribu-
tions, state mandates, retired judges' benefit payments, and other
purposes. Does not include PERS and STRS administrative expen-
ditures from trust funds. Excludes costs for University of California
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PERFORMANCE BUDGETING: WILL IT CHANGE
THE BUDGET PROCESS?

The Governor's Performance Budgeting Pilot Program, now in its
third year of implementation, has not materially changed the budget
process and it is not clear that it will. At the same time, most of the
participating departments indicate that the program has helped them
to do a better job of managing their programs. Other state departments
can benefit from the lessons learned from the pilot project, and the
administration should institutionalize those aspects which can improve
the performance of state programs.

In this section, we provide an update on the performance budgeting
pilot program and discuss the common themes and issues which have
emerged as the administration has implemented this program. We
conclude with recommendations that we believe can help to make the
pilot program more effective.

Background

What Is Performance Budgeting? Performance budgeting differs from
the traditional approach to budgeting in that it attempts to determine
whether a program is achieving its goals by focusing on outcomes,
rather than processes or inputs. For example, instead of focusing on the
number of parks and employees managed by the Department of Parks
and Recreation, performance budgeting would review an array of per-
formance measures including customer satisfaction with the park sys-
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tem, the extent to which the department is protecting wildlife habitat,
and the degree to which the department has increased access to parks.

In order to implement performance budgeting, departments must
identify performance goals, or outcomes, and the performance measures
that will be used to determine whether progress is being made toward
achieving the desired outcomes. Resources are then allocated to depart-
ments in order to achieve specific goals.

Governor Initiates Pilot Project. In January 1993, the Governor
proposed to change the state's budgeting process by pilot testing perfor-
mance budgeting in four state departments. According to the Gover-
nor's Budget, the pilot program was being proposed because the state's
traditional budget process was “seriously dysfunctional.” The adminis-
tration indicated that performance budgeting, along with quality im-
provement, offered the potential for substantial savings, improved
performance, enhanced citizen satisfaction, and greater accountability
in the delivery of state services.

The Legislature responded to the Governor's initiative by enacting
Ch 641/93—the Performance and Results Act of 1993 (SB 500,
Hill)—which established the program, required budget “contracts”
between pilot departments and the Legislature, and set January 1, 1996
as the completion date of the pilot project. Budget contracts are sup-
posed to require departments to deliver specified outcomes for a speci-
fied level of funding. They must identify criteria for evaluating out-
comes and specify provisions for reinvesting savings resulting from
performance budgeting.

Chapter 672, Statutes of 1994 (SB 1609, Hill) requires that a draft
budget contract be submitted to the fiscal subcommittees of the Legisla-
ture by January 31 if the contract is proposed to be effective in the
ensuing fiscal year.

Finally, the Legislature enacted Ch 779/94 (AB 2711, Valerie
Brown)—the State Government Strategic Planning and Performance
Review Act—which (1) requires the Department of Finance (DOF) to
identify state agencies which should either develop a strategic plan or
update an existing one, and (2) requires those agencies to report annu-
ally to the Legislature on steps being taken to develop performance
measures that could be used for performance budgeting or performance
review.

Legislative Analyst Office's Initial Assessment of Performance Bud-
get and Pilot Project. In October 1993 we released a report on perfor-
mance budgeting, including an assessment of the Governor's pilot
program to that date. Figure 4 summarizes the key findings from that
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report, which apply broadly to performance budgeting as it had been
tried in several states and localities.

Performance Budgeting
Key Findings From Other States and Localities
LAO 1993 Report

E The manner in which performance budgeting is ap-
plied and the results it produces vary widely among
the states

In most instances, performance budgeting has not
fundamentally changed the budget process

Implementation costs are significant

Performance measures need to focus on outcomes,
not process

Performance needs to be verified independently

oo oo o

Performance budgeting requires a change in the
Legislature's perspective towards the budget
process

E The Legislature must be willing to accept a longer-
term view of implementation and results

We noted in our report that the foundation of the Governor's pilot
program—reshaping the state's budget process—would not be easy to
accomplish because performance budgeting is a complex undertaking.
Recognizing the important role the Legislature would have to play to
ensure success of the project, we recommended the establishment of a
joint legislative committee to oversee the pilot project and review the
budgets of the pilot departments.
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Current Project Status

The DOF is responsible for administering the performance budgeting
pilot program which currently includes four departments:

= California Conservation Corps.

= Department of Consumer Affairs.

= Department of General Services.

= Department of Parks and Recreation.

The Departments of General Services, Consumer Affairs, and Parks
and Recreation were among the original four departments selected to
participate in the pilot. The fourth department—the Stephen P. Teale
Data Center—is no longer a participant. The California Conservation
Corps and the Department of Toxic Substances Control were added in
1994; however, the latter department dropped out in 1995.

Some Departments Are Ahead of Others. Not surprisingly, the rate
of progress in implementing performance budgeting has varied among
the participating departments. As noted above, establishing a perfor-
mance budgeting system is complicated, and some of the pilot depart-
ments are larger and more complex than others. Other factors contribut-
ing to a variation in progress include:

= Whether a department already had a strategic plan in place.
= The difficulty in determining appropriate performance measures.

= Negotiations with the control agencies (DOF, State Personnel
Board, and Departments of Personnel Administration and Gen-
eral Services) to increase administrative flexibility.

= The learning curve each department has had to undergo to get
an idea of the magnitude of the effort and what a budget con-
tract would actually look like.

Despite these factors, and although much remains to be accom-
plished, departments have completed most of the preliminary tasks to
implement performance budgeting, such as developing a strategic plan
and defining performance measures; however, most of the departments
have not established the computer-based systems which are required to
collect and maintain performance data and generate reports of actual
performance.
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Common Themes

Several common themes have emerged during the implementation
of the pilot project as displayed in Figure 5.

Common Themes of the Performance Budgeting Pilot Program

E Performance Impacts

» Program has reoriented departmental man-
agement to focus on department's purpose,
develop supporting business plans, and man-
age to achieve outcomes

« Participating departments have generally been
energized by the pilot program and have been
sincere in their efforts to improve performance

« In gathering data to measure performance,
departments have discovered in many in-
stances that such data do not exist

E Fiscal and Budgetary Impacts

« A significant investment of resources has been
made

« Anticipated savings available for redirection
have not materialized

E Administrative Impacts

« Many administrative flexibilities provided by
current budget contracts appear to be rela-
tively minor and nonquantifiable

 Other than the use of budget contracts, there
has been no significant change in the budget
process

« Controls on administrative flexibility have been
identified which have questionable value
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Departments Have Refocused on Their Purposes and Goals. Pilot
departments have exerted a considerable amount of effort to redefine
their organizations, update their mission statements, adopt strategic
plans (along with performance measures and goals), and manage in
accordance with those plans. Consequently, the pilot departments are
focusing on performance management, which they believe is proving to
be valuable to them and the programs they administer. Most of the
mechanisms that have been put in place in pilot departments—strategic
plans, goals, performance measures, and the means to capture and
report progress—are viewed as basic and fundamental to a business
enterprise. Consequently, these are practices which state departments
should have been following all along. Nevertheless, if the pilot program
goes no further than fostering performance management in state depart-
ments, and that management emphasis is maintained, the pilot program
will have served a useful purpose.

Departments Energized. It is clear that a very real and positive result
of the performance budgeting pilot program has been the enthusiasm
observed in most of the pilot departments. In some departments we
have observed that the enthusiasm permeates throughout the organiza-
tion. This enthusiasm has in many cases been channeled into depart-
ment-wide efforts to determine what's important, and to whom, and to
develop plans and strategies to keep the focus on important goals and
manage to achieve them. Whether the benefits of this enthusiasm will
be lasting will depend on the extent to which departments are able to
keep focused on their goals, maintain their plans and strategies, and
manage effectively. This in turn depends on the extent to which depart-
ment staff at all levels remain committed and involved.

Measuring Performance and Tying It to Budgets Is Difficult. In a
number of instances, departments have discovered that there is little or
no baseline performance data against which to measure improvement.
Where this occurs, departments must establish a means of collecting the
baseline data that will enable the periodic assessments of improvement
which are at the heart of performance management.

Those pilot departments which have progressed to the point of at-
tempting to present budgets in a performance-based format have indi-
cated difficulty accomplishing this task. For example, the Department
of Parks and Recreation, which had previously indicated that its 1996-97
budget would be presented in a performance-based format, has instead
provided a sample format in the Governor's Budget and has postponed
until 1997-98 presenting its budget in a new display. Similarly, the
California Conservation Corps has experienced difficulties in its attempt
to develop a new budget format which ties requested budget allocations
to specific performance areas and outcomes.
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Significant Resources Have Been Invested. In our October 1993 report
we noted that the cost to implement the pilot project would be signifi-
cant; and, in the Analysis of the 1994-95 Budget Bill, we recommended
that the DOF advise the Legislature as to its estimate of costs and bene-
fits associated with the administration's performance budgeting plans.
To date, no such estimate has been provided. Because departments are
absorbing the costs to implement performance budgeting, the costs are
not apparent. However, several pilot departments have acknowledged
that there has been a substantial investment in staff time alone, and
some departments have contracted for consultants to help in the devel-
opment of strategic plans.

In last year's Analysis, we estimated that the state's total investment
in the pilot project would be about $5 million by the end of the current
year. We have not updated this cost estimate for the budget year be-
cause departments are not uniformly accounting for their expenditures
for performance budgeting. In addition, some of them argue that they
would incur similar costs regardless of performance budgeting. This
latter point is arguable, as it seems apparent that participation in the
performance budgeting pilot program has caused departments to em-
bark on planning and other activities they would not have otherwise
undertaken.

“Redirected Savings” Have Not Occurred. One of the “carrots” made
available to departments volunteering to participate in the pilot pro-
gram is the ability to redirect 50 percent of savings resulting from
performance budgeting. Chapter 641 requires that such “gainsharing”
be specified in annual budget contracts. To date, none of the current
budget contracts provide for gainsharing. We do not know whether any
budget contract for 1996-97 will provide for gainsharing. This is because
none of the departments had submitted proposed contracts at the time
this analysis was prepared.

Increased Administrative Flexibility. A long-standing and frequent
complaint of state managers at all levels has been the inability to get the
job done effectively because of a myriad of controls on their ability to
administer programs. One of the more attractive features of the perfor-
mance budgeting pilot project to departments is the prospect of being
provided additional administrative flexibility. Although the 1995-96
budgets for the pilot departments reflect a relaxation of certain adminis-
trative controls, it can be argued that much of this flexibility is rela-
tively minor and should have been provided regardless of the pilot
program. For example, the Director of General Services is authorized to
augment the budget by up to 10 percent, without DOF approval, in
order to cover unanticipated service requests from customer depart-
ments.
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On the other hand, the number of specific administrative flexibilities
provided pilot departments in 1995-96 budget contracts increased signif-
icantly from those provided in 1994-95. Moreover, some of the
flexibilities are significant. For example, the current budget contract for
the Department of General Services (DGS) provides administrative
flexibility in 12 areas. The flexibility provided the DGS ranges from the
specific exemption from requirements to purchase goods from the
Prison Industry Authority, to the ability to obtain a waiver of specific
provisions of civil service law, with the agreement of the State Person-
nel Board, except for provisions relating to discrimination, unlawful
employment, or applicant fraud, or where a waiver would conflict with
the merit principles of the California Constitution.

Results of Flexibilities Generally Nonquantifiable. For the most part,
pilot departments are unable to quantify the benefits of the administra-
tive flexibilities which they have been provided. While it is not clear
whether these flexibilities will have a marked impact on departmental
performance, it does not make sense to subject departments to controls
which add cost unless they also add policy value and further important
oversight. Eliminating such controls should help departments to better
focus on fulfilling their missions.

Controls of Questionable Value Should Be Eliminated. It is impor-
tant to distinguish between controls which are in place for good execu-
tive or legislative oversight purposes and those that do not add value
to government programs but rather get in the way of departmental
attempts to focus on their primary missions. Some of the flexibilities
granted to the DGS in the current year, while not minor, still reflect
reasonable changes which should help the department to better focus
its resources on fulfilling its various program requirements. We believe
that the pilot program has identified a number of controls which add
little or no value to state government. For example, limiting to 60 work-
ing days the length of time for which an emergency appointment may
be made without the approval of the State Personnel Board. (The Cali-
fornia Conservation Corps was authorized under the pilot to make such
appointments for up to nine months.) In our judgment, relief from
administrative controls is always desirable where the value to the con-
trol agency is relatively minor compared to the workload or delay the
control imposes on departments.

Where Is Performance Budgeting Going?

We recommend that the Department of Finance (DOF) and the per-
formance budgeting pilot departments, advise the Legislature, during
budget hearings, as to their evaluation of the pilot program and plans
for performance budgeting in the future, including sharing with all state
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agencies lessons learned from the pilot program and the extent to which
the DOF plans to relieve other departments of administrative controls
found to be unnecessary as the result of the pilot program. We further
recommend that any plans to expand elements of the pilot program to
other departments include standards and guidelines to ensure that there
is no unwarranted duplication of effort.

Program Expectations Still to Be Met. In initiating the performance
budgeting pilot project in 1993, the Governor identified a number of
potential benefits to this budgeting approach. These benefits, and our
assessment of the extent to which they have been realized, are shown
in Figure 6. To date, performance budgeting has not realized the funda-
mental benefits initially envisioned by the administration, as shown in
the figure.

Have Performance Budgeting Benefits Been Achieved?

Benefit Met? Comment

Change fundamentally the budget process  No Only difference is budget contracts

Produce substantial cost savings No Unclear as to whether substantial
savings will result

Improve program performance Unclear  Not yet apparent

Enhance citizen satisfaction Unclear  Has not been measured

Produce greater accountability Unclear A measure of accountability is ex-

pected under budget contracts

We believe that there are several reasons for this lack of significant
results to date. First, significant improvements in performance do not
occur “overnight” and tend to take some time. Second, the experiences
of other states and local governments suggest that it takes time to radi-
cally change long-standing budget processes. In order to achieve such
changes, it requires the commitment of both the administration and the
Legislature to shed their old approaches to the budget. Third, the pro-
gram got off to a slow start and has suffered to some extent because it
has been implemented in the absence of a definitive plan, with the
result that each of the pilot departments has been left to its own devices
to define the program as it applies to them.

Progress May Have to Be Incremental. Given the administration's
experiences to date with performance budgeting, it may be that the only
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way the state can attain a better budget system is to make incremental
changes. That is why we believe it is important to identify successful
elements of the pilot program experience, institutionalize them, and
keep expectations realistic and clear as to how the pilot program can
improve the overall budget system. In our judgment, the administration
should determine what incremental steps should be taken statewide,
because it is has the current experience with the pilot program to draw
upon, and it has been assigned responsibility by the Legislature to work
toward changing the budget process.

Evaluation of Pilot Program May Help Shed Light. In this regard,
the DOF is required by Chapter 641 to report its evaluation of the pilot
program. The report, which was due January 1, 1996, is required to
address (1) the extent to which performance budgeting results in a more
cost-effective and innovative provision of government services, (2)
gainsharing rewards to each department in the program, and (3) the
specific innovations which brought about gainsharing savings. The
report had not been released at the time this analysis was prepared,;
however the DOF advises that the report will be available in time for
budget hearings. The report may shed some light on the administra-
tion's plans for performance budgeting beyond the four pilot depart-
ments.

Standard Approaches Lacking. In last year's Analysis we noted that
as a result of the independent approach to performance budgeting
occurring in the pilot departments, there was no assurance that informa-
tion technology systems necessary to make performance budgeting
work would be developed in a manner which would prevent duplica-
tion of effort and the development of redundant computer applications.
We also noted that without guidelines, the Legislature would not be
assured that performance reports submitted by the pilot departments
would be in a consistent, easy to read format. Consequently, the Legis-
lature adopted supplemental report language requiring the DOF to
develop guidelines for information technology systems and reporting
formats. The guidelines had not been developed as of the preparation
of this analysis.

Lessons Should Be Shared. As noted above, the pilot departments
will have invested, by the end of the current year, approximately
$5 million related to the performance budgeting pilot department. For
the most part, the pilot departments believe that the performance man-
agement benefits have warranted this investment. Although two of the
pilot departments recently agreed to collaborate to produce a perfor-
mance budgeting newsletter, it is not clear as to the extent to which the
lessons learned by the pilot departments will be shared with other
departments which could benefit from improving their management
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practices, or when or how such sharing will occur. Given the state's
significant investment in performance budgeting, it makes sense to
share with all state agencies the important findings and recommenda-
tions developed by the DOF and the pilot departments as a result of
their experience with the pilot program. This is important even if the
official pilot program is not extended, because there is nothing to pre-
vent other departments from independently implementing performance
budgeting.

Analyst's Recommendation. In our review of the DOF, we recom-
mend that the department provide the Legislature a status report on the
pilot program at the time of budget hearings. In that regard, we believe
there is merit in having a broader administration perspective on perfor-
mance budgeting—one which reflects pilot department views as well as
those of the DOF. This is because the pilot departments have learned
much about what works, and what doesn't work in attempting to im-
plement performance budgeting. Also, the pilot departments have
supported one another in their mutual efforts to improve program
performance through participation in the pilot program and have devel-
oped a core competency in management reform which can be useful to
other state agencies.

Consequently, we recommend that the DOF and the performance
budget pilot departments advise the Legislature, during budget hear-
ings, as to their evaluation of the pilot program, and plans for perfor-
mance budgeting in the future, including sharing with all state agencies
lessons learned from the pilot program and the extent to which the
DOF plans to relieve other departments of administrative controls
found to be unnecessary as the result of the pilot program. We further
recommend that any plans to expand elements of the pilot program to
other departments include standards and guidelines to ensure that there
is no unwarranted duplication of effort.
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RESTRUCTURING THE MANAGEMENT
OF INFORMATION TECHNOLOGY

In 1995, the Legislature enacted major legislation to reorganize and
improve the state's information technology oversight responsibilities.
In addition, the Governor initiated a number of actions intended to
improve the state's implementation of information technology.

Aside from the reorganization, relatively little progress has been
made toward resolving many of the major problems which three inde-
pendent reports identified in 1994. (Portions of the following analysis
were contained in our report entitled “State Information Technology:
An Update,” issued on January 23, 1996).

MAJOR PROJECT FAILURE AND
THREE REPORTS PROMPT REFORM LEGISLATION

The highly publicized failure of a major Department of Motor Vehi-
cles information technology project, at a cost to the state of at least
$49 million, and the publication of three independent reports in 1994
citing numerous problems with other projects, resulted in the Legisla-
ture enacting information technology reform legislation (Ch 508/95,
[SB 1, Alquist]) in 1995. This legislation eliminated the Office of Infor-
mation Technology in the Department of Finance (DOF) and established
the new Department of Information Technology (DOIT). Figure 7 dis-
plays the major features of Chapter 508.

Figure 8 summarizes the major responsibilities assigned by Chapter
508 to the DOIT.

Major Features of Recent
Information Technology Reform Legislation
(Ch 508/95, SB 1, Alquist)

Eliminates the Office of Information Technology and creates the Depart-
ment of Information Technology (DOIT), with expanded duties and au-
thority. (See Figure 8 for details.)

Continued
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Establishes two information technology advisory bodies to provide ad-
vice to the DOIT. One advisory entity is comprised of senior state infor-
mation technology managers; the other is comprised of nonstate govern-
ment individuals.

Establishes policy direction in key areas, including (1) public access to
public information contained in state computer files, (2) development of a
statewide strategy to facilitate computer-based information sharing
among departments, and (3) improving the management of information
technology projects.

Limits the role of the Department of Finance regarding information tech-
nology projects to the approval of the expenditure of funds.

Department of Information Technology
Major Responsibilities Under Ch 508/95 (SB 1, Alquist)

O O

O O

O

Oversee the management of information technology in state agencies, with au-
thority to suspend or terminate projects.

Develop and implement a strategy to facilitate information sharing among state
computing systems.

Determine which information technology applications should be statewide in
scope, and ensure that such applications are not developed independently or
duplicated by state agencies.

Develop and maintain a computer-based file, accessible to the Legislature, of all
approved information technology projects.

Develop statewide policies and plans that recognize the interrelationships and
impact of state activities on local governments, including local school systems,
private companies that provide services to state agencies, and the federal gov-
ernment.

Requires the Department of Information Technology to submit the following re-
ports (due date):

O

Progress toward compliance with the provisions of the measure (July 1,
1996).

A plan for implementing the recommendations of the Governor's Task Force
on Government Technology Policy and Procurement (October 1, 1996).

A method whereby the public may electronically access nonconfidential infor-
mation via state telecommunications networks (January 1, 1997).

A preliminary assessment of the feasibility of consolidating the state's infor-
mation technology activities (July 1, 1997).
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Constructive Actions by the Administration

Since the airing of the state's information technology issues in the
first half of 1994, the Governor and his administration have taken a
number of constructive steps to address both the state's information
technology situation in general, as well as specific information technol-
ogy issues. These steps include:

= The creation of two Governor's task forces (May 11 and July 7, 1994),
each of which issued a report on state information technology.

= The temporary establishment, on April 13, 1995, of the Governor's
Office of Information Technology to assume the responsibilities
formerly assigned the DOF's Office of Information Technology (sub-
sequently replaced by the new DOIT).

= The transfer of project management responsibility for three major
information technology projects from the Department of Social Ser-
vices to the Health and Welfare Agency Data Center (May 22, 1995).

= The appointment by the Governor of a Chief Information Officer to
lead the new DOIT (September 12, 1995).

ASSESSMENT OF THE CURRENT SITUATION

Much Remains to Be Accomplished

Given the magnitude of the state's information technology problems,
it is clearly going to take time to rectify this situation, and we believe
that the administration has taken some constructive steps in this direc-
tion. However, given the amount of time that has transpired since the
state's information technology problems were made known—18
months—there has been relatively little progress made across state
government in resolving these issues. Continuation of these problems
will inhibit the ability of state departments to achieve an appropriate
return on their investment of over $1 billion in new information tech-
nology applications.

Individual Departments Take the Initiative. Despite the lack of
statewide progress in resolving many of the state's information technol-
ogy problems, some departments are unilaterally implementing various
recommendations made in the three information technology reports
issued in 1994. These include the Department of Corrections and the
Public Employees' Retirement System, which have, for example, em-
ployed quality assurance consultants to oversee implementation of
major projects. In addition, the Franchise Tax Board (FTB) and the
Department of Housing and Community Development (HCD) have
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utilized recent changes in state contracting policy to pay contractors out
of either enhanced revenues (FTB) or reductions in program costs
(HCD) resulting from a project. To the extent these individual depart-
mental initiatives are successful, they may serve as useful models for
information technology efforts in other departments. Clearly, the DOIT
is the designated state agency to disseminate the lessons learned from
these initiatives as it develops statewide policies in response to
Chapter 508.

Several Major Projects Still Need Close Review. In our January 1996
report, we identify several major information technology efforts which
have experienced various implementation difficulties. These projects
continue to warrant legislative oversight because they face uncertain
futures as to when they will be completed, how much it will cost to
complete them, and the extent to which anticipated benefits will be
realized. Many of these projects, along with other issues involving the
application of information technology are addressed in this Analysis as
part of our review of individual departmental budgets, and are listed
below.

Additional Tasks and Challenges

In addition to the unresolved issues cited in the 1994 reports, we
have identified additional tasks and challenges which we believe the
administration should address as it implements Chapter 508. We ad-
dress these tasks and challenges in more depth in this chapter in our
review of the DOIT, and summarize them in Figure 9 (see next page).

WHAT CAN THE LEGISLATURE DO TO
ENSURE THE SUCCESS OF REFORM EFFORTS?

The Legislature can help ensure that its efforts to position the state
effectively in the information technology arena are successful by:

= Continuing to closely monitor state information technology ef-
forts and ensuring that the administration addresses issues raised
in three oversight reports.

= Holding the new DOIT accountable to produce the results sought
by Chapter 508 but removing barriers which may inhibit the
ability of the new department to fulfill its mission.

< Directing the administration to develop a new, more equitable
funding methodology to support the DOIT.
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Information Technology Tasks and
Challenges Requiring Attention

E Clarification of Responsibilities. ~ The respective
information technology oversight roles of the De-
partments of Finance and Information Technology
(DOIT) are not clear to many departments and
need to be clarified.

E Method of Funding the Department of Informa-
tion Technology Is Inequitable.  The administra-
tion's funding of the department almost equally
among two data centers and the General Fund is
fundamentally flawed and should be replaced

E Year 2000 Program Conversion. The DOIT has
taken positive steps to address the problem of con-
verting the state's computer programs to accommo-
date the year “2000.” Given the importance of this
issue and the potential conversion costs (more than
$50 million), it will be essential to move forward
quickly in a well-planned, cost-effective manner.

E Use of the Internet. State use of the Internet is
exploding, and while there are many benefits to be
derived, cost and usage implications need to be
addressed.

E Keeping the Legislature Informed. The flow of
information from the administration to the Legisla-
ture relating to state information technology pro-
jects has been curtailed and needs to be restored.

E Assuring the Success of Information Technol-
ogy Projects. In certain cases, the state should
use independent experts to verify and validate pro-
posed projects and work delivered by contractors in
order to ensure project success.
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We believe that the Legislature's continued attention to the state's
information technology situation is warranted not only because of the
considerable attention which the Legislature has given this matter in
recent years and the size of the administration's information technology
program (exceeding $1 billion annually), but because of the growing
dependence of state operations on an information technology infrastruc-
ture. Unless identified flaws in that infrastructure are repaired, the
ability of many state departments to maintain levels of service in an era
of constrained funding runs the risk of being seriously compromised.

Significant Issues Noted in This Analysis

In this Analysis we discuss several specific departmental information
technology programs and recommend actions to the Legislature regard-
ing these programs. Figure 10 lists those departments and projects
discussed elsewhere in this Analysis, where we have identified informa-
tion technology issues.

Figure 10

Budgets With Information Technology Issues
Identified in the 1996-97 Analysis

Departments

Issue

Board of Equalization

California Community Colleges
California State Lottery
Corrections

Education

Franchise Tax Board

General Services

Health and Welfare Agency Data Center
Information Technology

Motor Vehicles

Office of Emergency Services
Resources Agency

Student Aid Commission
Teale Data Center
Veterans Affairs

Migration of computer applications to Teale Data
Center

Technology planning guide
New gaming system

Correctional Management Information System
(CMIS)

Educational Technology

Bank and Corporation Tax System
Telecommunications

Various

Statewide planning and oversight

New computer improvement project

Staffing level for new information technology unit

California Environmental Resources Evaluation
System (CERES)

Financial Aid Processing System (FAPS)
Various
Barstow Veterans' Home management system
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OVERVIEW OF
EMPLOYEE COMPENSATION ISSUES

A major portion of state government expenditures is for compensa-
tion of state employees. The Governor's Budget projects $12.2 billion for
salary and wage expenditures for more than 276,000 authorized person-
nel-years in 1996-97 (including $3.8 billion and 87,000 personnel-years
in higher education). Including benefits (such as contributions to retire-
ment and health insurance), estimated employee compensation expendi-
tures exceed $15 billion for the budget year.

In this overview we discuss the following compensation issues:

= The administration's decision not to propose new pay or benefit
increases in the budget (except for higher education).

« Thecollective bargaining memorandum of understanding (MOU)
for highway patrol officers approved last fall.

« Collective bargaining negotiations currently underway.

« Legislative oversight of state employee collective bargaining
agreements.

Pay/Benefit Increases in Higher Education and
California Highway Patrol Only

For salary/benefit increases, the budget proposes $156 million for
higher education and $32 million for the California Highway Patrol.
The budget does not propose funds for new pay or benefit increases for
other state employees.

Higher Education. The budget includes $156 million from the General
Fund for salary and benefit increases at the University of California and
the California State University, as shown in Figure 11.

California Highway Patrol. The budget includes about $32 million
in 1996-97 from various special funds in the California Highway Patrol's
(CHP's) budget for the annualized costs of the highway patrol officer
MOU approved by the Legislature in Ch 768/95 (SB 544, Dills).
Figure 12 details these costs. (We discuss a fiscal issue related to this
MOU in our analysis of the CHP's budget request.)
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Figure 11

Higher Education

Salary and Benefit Increases
1996-97 Governor's Budget
General Fund

(In Millions)

University of California (UC)
5 percent faculty salary increase, effective 10/1/96 $28.4

2 percent staff salary increase, effective 10/1/96 17.4
Full-year cost of 1995-96 salary increases 9.7
Merit salary adjustments 31.7
Subtotal ($87.2)
California State University (CSU)
Salary and benefit increases to be negotiated $64.4
Full-year cost of 1995-96 salary/benefit increases 4.2
Subtotal ($68.6)
Higher Education Total $155.8

Figure 12

California Highway Patrol Salary and Benefit Increases
1996-97 Governor's Budget
Motor Vehicle Account and Other Special Funds

(In Millions)

Pay for additional half hour per day (lunch)
Education attainment/incentive pay

Pay for 18 or more years of service

Increased base for overtime payment purposes®
Savings on health insurance premiums

Total
8 1996-97 Budget Change Proposal.

$19.5
10.7
17
1.9
-1.9

$31.9

The MOU also included several provisions that attempt to streamline
the personnel rule-making process, the process for appeal of minor
disciplinary actions, and the layoff process. These provisions apply only
to the highway patrol officers covered by the MOU. The administration,
however, has expressed an interest in extending the same or similar
provisions to other state employees through collective bargaining cur-

rently underway with the other bargaining units.
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The patrol officer MOU expires June 30, 1997. The terms of the MOU,
however, provide that the state and the employee representatives may
reopen the agreement to bargain pay and benefit issues on or after
March 1, 1996.

Other State Employees. Other state employees last received a general
pay increase (3 percent) on January 1, 1995. The budget does not pro-
pose funds for new pay or benefit increases for these employees.

New Collective Bargaining Agreements
Still Under Negotiation

The Department of Personnel Administration should report to the
budget committees during budget hearings on the administration's
collective bargaining proposals and the status of negotiations.

The Department of Personnel Administration (DPA) began negotia-
tions in 1995 with the 21 bargaining units representing rank-and-file
state employees (other than higher education) for new MOUs governing
compensation and other terms and conditions of employment. These
MOUs are to replace MOUSs that expired June 30, 1995. At the time this
Analysis was prepared, the DPA had concluded an MOU only with the
bargaining unit for highway patrol officers (as discussed above). Under
current law, the provisions of the 20 expired MOUs generally remain
in effect pending adoption of replacement MOUs.

In our analysis of the DPA's budget request, we recommend that the
DPA report to the budget committees during budget hearings on the
administration's collective bargaining proposals and the status of negoti-
ations.

Strengthen Legislature's
Collective Bargaining Oversight

We continue to recommend that the Legislature adopt policies to
assure that the Legislature will have the opportunity to fully review
proposed collective bargaining agreements.

In our overview of employee compensation issues in the Analysis of
the 1995-96 Budget Bill, we discussed at some length the need to
strengthen the Legislature's oversight of proposed collective bargaining
agreements. In order to assure the Legislature has the opportunity to
appropriately review new MOUs, we continue to recommend that the
Legislature adopt the following policies:
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Review the administration's MOU proposals (including final text
and complete fiscal estimates) in the budget hearings and adopt,
as appropriate, in the Budget Act. Any MOU that is not available
in time for in-depth review during budget hearings should be
referred to the budget committees and adopted, as appropriate,
as an amendment to the Budget Act.

Require a minimum time period between the submittal of the
proposed MOUs to the Legislature and hearings on the proposal.
This would give the Legislature sufficient time to study the
MOUs to ensure that the fiscal and policy implications of the
proposals are fully understood. Given the importance of these
agreements, we suggest a 30-day review period.
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a STATE
ADMINISTRATION

DEPARTMENTAL ISSUES
]

CONTRIBUTIONS TO JUDGES'
RETIREMENT SYSTEMS (0390)

The state provides retirement benefits for municipal, superior, appel-
late, and Supreme Court judges, and their survivors, through either the
Judges' Retirement System | (JRS 1) or the Judges' Retirement System I
(JRS ). Membership in the JRS Il is mandatory for all judges taking
office on or after November 9, 1994. These systems are administered by
the Public Employees' Retirement System (PERS).

Judges' Retirement System I. Most revenue deposited in the JRS |
fund comes from the following sources:

= Active members' contributions, equal to 8 percent of members'
salaries ($13 million in 1996-97).

« Fees on civil suits filed in municipal and superior courts (about
$3 million).

= General Fund appropriations ($57 million in 1996-97), equivalent
to 8 percent of the salaries of authorized judicial positions
($12.7 million) plus any amount necessary to cover JRS | benefit
payments each year (an additional $44.3 million in the budget year
under Item 0390).

Members of the JRS | earn retirement benefits equal to a percentage
(up to 75 percent) of the current salary of the judicial office last held.
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According to the budget, the JRS I will pay a projected $75 million in
benefits to 1,298 annuitants in 1996-97.

Judges' Retirement System Il. Chapter 879, Statutes of 1994 (SB 65,
McCorquodale), created the JRS Il. Unlike the JRS I—which is funded
on a pay-as-you-go basis—the JRS Il is on a prefunded basis. In this
respect, the JRS Il is like all of the other retirement systems funded by
the state. The state and member judges contribute to the JRS Il fund
each month—8 percent of salary from the judges and 18.8 percent from
the General Fund—to create a trust fund that should be adequate to
cover future benefit payments.

Overstated Benefit Payments
Lead to Overstated Budget Request

We recommend the Legislature reduce the General Fund request for
the Judges' Retirement System | by $5 million to correct for over esti-
mates in current-year and budget-year benefit payments. (Reduce
Item 0390-001-0001 by $170,000 and Item 0390-101-0001 by $4,830,000.)

The Governor's Budget fund condition statement for the JRS | pro-
jects benefit payments to annuitants of $75.2 million in both 1995-96 and
1996-97, compared to actual payments in 1994-95 of $68.2 million. Ac-
tual benefit payments in the first six months of 1995-96 have totaled
$35.6 million. Assuming a 3 percent annual growth rate in the number
of annuitants—the average annual increase over the prior five years was
2.8 percent—we project that 1995-96 benefit payments will total
$71.6 million and that 1996-97 payments will total $73.8 million. Our
analysis indicates, therefore, that the budget overstates expenditure
needs for the current year and budget year by a combined $5 million.

We recommend, therefore, that the Legislature reduce the General
Fund appropriations for the JRS | by $5 million to correct for these
over-estimated payments. (Reduce Item 0390-001-0001 by $170,000 and
Item 0390-101-0001 by $4,830,000.) This corrective action would leave a
JRS | fund balance of $8.4 million on June 30, 1997—the same amount
shown in the Governor's Budget fund condition statement and more
than adequate to meet the fund's cash flow needs. Without the correc-
tive action the fund balance would grow to $13.4 million. This would
serve no useful purpose, since the JRS | is a pay-as-you-go system, and
would deny $5 million for higher priority state purposes in 1996-97.
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Accurate Accounting of Judges'
Retirement System Il Fund Needed

We recommend that the Department of Finance (DOF) and the Public
Employees' Retirement System (PERS) provide the budget committees
a corrected fund condition statement for the Judges' Retirement System
Il (JRS II), with an accurate accounting of contributions to the fund.
We further recommend that the DOF and the PERS report to the com-
mittees prior to budget hearings on measures to (1) assure accurate
future reporting of contributions and (2) restore lost earnings to the
JRS 11 fund.

The Governor's Budget fund condition statement for the JRS Il fund
is seriously inaccurate. For each of the fiscal years 1994-95 to 1996-97,
it shows General Fund contributions into the fund exceeding judges'
contributions by a ratio of about 1.3 to 1. Based on the requirements of
current law, however, that ratio should be 2.35 to 1. At the time this
analysis was prepared, the PERS and the DOF staff were unable to
explain the discrepancy or provide correct fund amounts. Moreover, the
PERS staff could not verify the true amounts of past or current judges'
contributions into the JRS Il fund because the Judicial Council and the
courts, in their monthly payroll reports to the PERS, have failed to
separately identify JRS | and JRS Il members. One consequence of this
reporting error is that legally required General Fund transfers to the
JRS Il fund have not been taking place. This reporting error would be
a concern under any circumstance, but is of particular significance due
to the trust fund nature of the JRS Il fund.

In view of the above, we recommend that the DOF and the PERS
provide the budget committees a corrected fund condition statement for
the JRS II, with an accurate accounting of contributions to the fund. We
further recommend that the DOF and the PERS report to the commit-
tees prior to budget hearings on measures to (1) assure accurate future
reporting of contributions and (2) restore lost earnings to the JRS Il
fund.
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DEPARTMENT OF INFORMATION TECHNOLOGY
(0505)

The Department of Information Technology (DOIT), a new state
department established by Ch 508/95 (SB 1, Alquist), is responsible for
planning and overseeing the state's uses of information technology. The
DOIT is responsible for ensuring that appropriate plans, policies, and
procedures are in place to assure the successful implementation of
information technology projects.

The budget proposes $2.5 million for support of this new depart-
ment's operations in 1996-97, exactly twice the amount of estimated
current-year expenditures (the department was created effective
January 1, 1996). The proposed amount includes $837,000 from the
General Fund and $1.7 million from reimbursements.

New Department Has Major Responsibilities

We recommend that the Department of Information Technology
advise the Legislature at budget hearings as to its progress in fulfilling
its responsibilities, including pending reporting requirements, staffing
the new department, and clarifying the respective roles of the depart-
ment and the Department of Finance regarding state information tech-
nology projects. The department should also point out any barriers it
believes may impede it from achieving success.

Background. In June 1994, we issued Information Technology: An
Important Tool for a More Effective Government, which identified a number
of major problems in the state's use of information technology. (Please
see the Crosscutting Issues section of this chapter for a broader discus-
sion of state information technology). Two subsequent reports, one
issued in September 1994 by a task force appointed by the Governor
and the other by the Bureau of State Audits (December 1994), reached
similar conclusions to those contained in our June 1994 report. Both the
Legislature and the Governor took action as the result of these reports.
The Governor issued several executive orders relating to information
technology, including the temporary establishment of the Governor's
Office of Information Technology to take over responsibilities assigned
to the Office of Information Technology (OIT) in the Department of
Finance (DOF).
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The Legislature, through the 1994 and 1995 Budget Acts, placed
various conditions on several major information technology projects,
and in 1995 enacted Chapter 508, a major information technology re-
form measure, which eliminated the OIT and established the DOIT.
Chapter 508 expanded the scope of responsibilities and authority of the
DOIT, as compared to the former OIT, regarding the planning, uses,
and management of the state's information technology activities.
Figure 13 displays the major responsibilities assigned to the DOIT by
Chapter 508.

Figure 13

Department of Information Technology
Major Responsibilities Under Ch 508/95 (SB 1, Alquist)

O

Oversee the management of information technology in state agencies, with au-
thority to suspend or terminate projects.

]

Develop and implement a strategy to facilitate information sharing among state
computing systems.

]

Determine which information technology applications should be statewide in
scope, and ensure that such applications are not developed independently or
duplicated by state agencies.

.

Develop and maintain a computer-based file, accessible to the Legislature, of all
approved information technology projects.

.

Develop statewide policies and plans that recognize the interrelationships and
impact of state activities on local governments, including local school systems,
private companies that provide services to state agencies, and the federal gov-
ernment.

O

Requires the DOIT to submit the following reports (due date):
« Progress toward compliance with the provisions of the measure (July 1, 1996).

¢ A plan for implementing the recommendations of the Governor's Task Force on
Government Technology Policy and Procurement (October 1, 1996).

« A method whereby the public may electronically access nonconfidential infor-
mation via state telecommunications networks (January 1, 1997).

« A preliminary assessment of the feasibility of consolidating the state's informa-
tion technology activities (July 1, 1997).
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Much Remains to Be Accomplished. On January 23, 1996 we released
a report entitled State Information Technology: An Update, in which we
noted that while the administration has taken some constructive actions,
there has been relatively little progress in resolving, across state govern-
ment, the major issues discussed in the three 1994 reports. We pointed
out some individual initiatives taken by several departments, suggesting
that they could become models for other state projects to the extent they
are successful. We also identified a number of current information
technology projects that we believe warrant continued oversight by the
Legislature. (In this Analysis, we also identify additional information
technology issues in our review of other department's budgets.)

Many Positions Remain Unfilled. In September 1995, the Governor
appointed a Chief Information Officer (CIO) who became the Director
of the DOIT when the new department became effective on January 1,
1996. At the time this Analysis was prepared, approximately one-half of
the 15 positions authorized the DOIT remained unfilled and the depart-
ment was in the process of recruiting to fill the vacancies.

Clarification of Responsibilities Needed. In transferring state infor-
mation technology oversight from the DOF to the DOIT, Chapter 508
specified a limited information technology oversight role for the DOF.
Chapter 508 states that “. . . the role of the Department of Finance
regarding the approval of information technology projects shall be
limited to the approval of expenditure of funds on information technol-
ogy projects.” Anticipating this reduced role, the Legislature approved
in the 1995 Budget Act a proposal from the DOF to eliminate the OIT,
but retain ten of its positions. The purpose of these positions is to en-
sure that proposed technology projects are a good investment of state
resources before project funding is included in the Governor's Budget.

Because the DOF has retained a measure of state information technol-
ogy oversight due to its budget responsibility, departments are having
to send information technology-related documents to both the DOIT
and the DOF. The respective roles of the DOIT and the DOF regarding
the review and approval of these documents are not clear to many
departments. We expect that the two departments' information technol-
ogy oversight roles will be clarified as the new CIO organizes and staffs
the DOIT. Such clarification is important in order to facilitate the imple-
mentation of effective information technology systems.

Given the considerable effort on the Legislature's part dealing with
information technology issues over the past two years, and the enact-
ment of Chapter 508, we recommend that the CIO advise the Legisla-
ture at budget hearings as to the department's progress in fulfilling its
responsibilities, including pending reporting requirements, staffing the
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new department, and clarifying the respective roles of the DOIT and the
DOF regarding state information technology projects. In addition, the
CIlO should point out any barriers which he believes may impede the
DOIT from achieving the success both the adminstration and the Legis-
lature desire.

Legislature Not Being Kept Apprised
Of Information Technology Projects

We recommend that the Legislature adopt supplemental report lan-
guage requiring that the Department of Information Technology, in
coordination with the Department of Finance, ensure that various
notifications to the Legislature regarding information technology pro-
jects, which were required prior to the creation of the department,
remain in the State Administrative Manual.

Notification Requirements Fall Between the Cracks. The State Ad-
ministrative Manual (SAM) has for years required that the Legislature
receive timely notification regarding new and modified information
technology projects. These notifications have served to keep the Legisla-
ture apprised of significant developments in the state's uses of informa-
tion technology. Since the transfer of project oversight authority from
the DOF to the DOIT, there have been a number of instances where the
Legislature has not been advised of new or modified projects. Part of
the problem may be the lack of clarification of the respective roles of
the DOIT and the DOF, as discussed above. The problem may also be
due to the relative newness of the new oversight authority, and the
limited number of positions which have been filled in that organization.

The DOIT has advised us that it is in the process of revising the
SAM to reflect the transfer of information technology oversight respon-
sibilities, and will in the meantime ensure that all required notifications
are provided to the Legislature. Since it is not clear as to how the SAM
will be revised with respect to notifications to the Legislature, we rec-
ommend that the Legislature adopt the following supplemental report
language:

The Department of Information Technonogy, in coordination with the
Department of Finance, shall ensure that legislative notification require-
ments regarding information technology projects, which were contained
in the State Administrative Manual prior to the department's creation,
shall be retained and modified only to reflect the transfer of oversight
authority from the Department of Finance to the Department of Informa-
tion Technology.
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Challenges and Opportunities

We recommend that in reporting to the Legislature in response to
current statutory reporting requirements, the Department of Informa-
tion Technology specifically address the following activities: (1) the use
of independent verification and validation experts to assure the success
of information technology projects, (2) conversion of state computer
programs to accommodate the year 2000, and (3) the state's use of the
Internet.

The DOIT is required to submit specific reports to the Legislature
regarding its efforts to implement Chapter 508. The first report, due
July 1, 1996, is a report of progress in complying with the provisions of
the new law. We assume that the report will identify initiatives under-
taken by the DOIT. We discuss below several issues which we encour-
age the DOIT to address in the July report.

Assuring the Success of Information Technology Projects. Among the
recommendations contained in the 1994 reports was the recommenda-
tion to establish criteria to determine which information technology
projects required outside assistance, and in such cases, hire experts to
ensure that proposed information technology solutions are feasible and
that the project is ultimately successful. The expertise contracted for in
this type of work has been typically referred to as “quality assurance.”
A specific type of quality assurance—"“independent verification and
validation (IV&V),”—has received some interest of late because it uses
specific methodologies developed to ensure the success of highly critical
defense projects. At the state level, the California Department of Correc-
tions (CDC) is currently using an IV&V contractor to assist it and the
prime contractor who was hired to develop and implement the CDC's
flagship project—the Correctional Management Information System
(CMIS). To the extent that the use of such experts results in more effec-
tive system implementations, the use should be made mandatory for
complex projects or projects initiated by departments with little infor-
mation technology experience. Given that the costs of information tech-
nology projects currently under development easily exceed $1 billion
statewide, the DOIT should address specific plans for assuring project
success through the use of outside qualified experts.

Converting Programs for the Year 2000. Many public and private
sector computer programs were written in such a manner that they are
unable to accommodate dates beyond December 31, 1999. Because many
of the state's programs must deal with dates in the future, some depart-
ments have already had to temporarily modify existing programs in
order to perform current work. The conversion cost is high for a num-
ber of reasons, primarily because of the complexities of finding the date
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and date calculations in the millions of lines of code in the state's com-
puter programs, and because of the need for testing corrective changes.
We believe the total state cost could exceed $50 million, based on esti-
mates prepared by some of the departments which are addressing this
need. Given the complexity of the issue, and the desirability of having
some standard approaches and sharing conversion tools and methodolo-
gies, it is important that central oversight and guidance be provided. In
that regard, we believe that the DOIT has taken positive steps to focus
some attention on this matter. How the issue will ultimately be handled
and funded remains an open question. The DOIT should address this
issue in the July report.

Internet Usage Explodes. Like private corporations and other public
organizations, state government has joined the rush to exploit the capa-
bility of the Internet to provide access to government information, as
well as to access information which will assist government. Most of
state government's Internet messages pass through the Stephen P. Teale
Data Center, which is the state's link to an outside company providing,
for a fee, access to the Internet. Given the increase in Internet traffic, the
data center will have to consider upgrading its equipment to accommo-
date the traffic and maintain an adequate response time. Moreover, the
companies which provide the Internet's communications “backbone”
and those which provide access (for a fee) to the Internet will also have
to upgrade their equipment in order to handle the phenomenal growth
which the Internet is experiencing.

Other than paying the fee to gain access to the Internet, there are
currently no direct charges for its use; however, given the impending
need to upgrade equipment at all layers of the Internet, including the
Teale Data Center, there are potential cost implications. For this reason,
the DOIT should address Internet usage in its pending report.

Method of Funding the
Department of Information Technology Is Inequitable

We recommend that the Department of Information Technology
propose to the Legislature at budget hearings a more equitable method
of funding the department's operations.

In the current and budget years, the DOIT's funding is being provided
on an almost equal share basis by the General Fund, the Stephen P. Teale
Data Center and the Health and Welfare Agency Data Center. The ratio-
nale for this method of funding appears to be twofold: (1) spread the cost
of the services among those departments which use the data centers for
information technology services and (2) minimize the use of new funds
by redirecting existing funds from within the data centers.
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This funding method is, however, inherently inequitable to the data
centers and their client departments. This is because it excludes a large
number of departments which have major information technology
programs, and presumably receive services from the DOIT but make
relatively limited use of the two data centers, thereby contributing little
or nothing to their support. Figure 14 illustrates this inequity by com-
paring the approximate information technology expenditures for the
two data centers and selected other departments for the 1994-95 fiscal
year. As can be seen in this display, many departments with substantial
information technology expenditures pay relatively little, or nothing, to
the Teale or Health and Welfare data centers.

Figure 14
Information Technology Expenditures
1994-95
(In Millions)
1994-95 Amount Amount

Estimated Paid to Paid to
Department Expenditures @ HwDCP Teale®
Corrections $34 — $5
Employment Development 102 $36 —
Equalization 23 — 3
Franchise Tax Board 68 — _d
Health Services 138 17 —d
Health & Welfare Agency Data Center 101 NA —
Highway Patrol 45 — —
Justice 33 — _d
Motor Vehicles 64 — 17
Social Services 113 2 _d
Stephen P. Teale Data Center 77 — NA
Transportation 45 — 12
Water Resources 29 — —d
@ Source: Senate Select Committee on Information Technology in State Governments.
b Health & Welfare Agency Data Center.
¢ Stephen P. Teale Data Center.
d Less than $100,000.

For this reason, we recommend that the DOIT provide the Legisla-
ture, at the time of budget hearings, with a more equitable method of
funding the department's operations. For example, the administration
could use a pro rata model to fund the department, assessing each
agency a share based on its annual information technology expendi-
tures. Another option would be direct billing of departments based on
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the amount of time DOIT staff expend related to specific departmental
projects. Alternatively, the pro rata charge and direct billing methods
could be combined to provide a more equitable billing approach.

In our analyses of the Teale and Health and Welfare data centers
later in this chapter we also point out that the proposed method is
inequitable and recommend that the funds budgeted for support of
DOIT be deleted.
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OFFICE OF EMERGENCY SERVICES (0690)

The Office of Emergency Services (OES) coordinates emergency
activities necessary to save lives and reduce losses from disasters. The
OES further acts as the state's conduit for federal assistance related to
recovery from disasters.

The budget proposes $893 million in total expenditures in 1996-97.
This is an increase of $34.3 million, or 4 percent, over estimated current-
year expenditures.

Support Budget. Of the OES's total $893 million budget, $75.3 million
is for direct support of the office. This includes $28.8 million from the
General Fund, $38.7 million from federal funds, and the remainder
($7.8 million) from various other funds and reimbursements. The
amount proposed for support is approximately $14.7 million, or
24 percent, more than estimated current-year expenditures. When com-
pared to actual 1993-94 expenditures of $35 million, the proposed sup-
port budget reflects an increase of $40 million, or 114 percent, over the
course of three fiscal years.

Local Assistance Budget. In addition to support costs, the budget
includes $818 million for local assistance to pay claims from previous
disasters. This is $19.6 million, or 2.5 percent, more than estimated
current-year expenditures for local assistance. The proposed local assis-
tance expenditures for the budget year include $729 million from fed-
eral funds, $86.9 million from the General Fund, and $1.8 million from
the Nuclear Planning Assessment Special Account.

Proposed Budget Should Be Viewed as Very Rough Estimate. In
recent years, actual expenditures by the OES have differed substantially
from the amounts originally proposed in the Governor's Budget, as
shown in Figure 15. This variation between proposed and actual expen-
ditures largely has been due to the costs of unanticipated major disas-
ters. Because the state's practice has not been to budget in advance for
unanticipated disasters, some of the variation in Figure 15 is due to
budgeting funds for disaster assistance after a disaster has occurred.
However, part of the variation is also the result of the inability to pro-
ject with reasonable accuracy the number of claims that the OES will
process following a disaster, and the amount which will be awarded for
approved claims. Consequently, the level of funding requested for the
OES in the budget year should be viewed as a very rough estimate
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which may bear little resemblance to what the OES will actually spend
in 1996-97.

Figure 15

Actual OES Expenditures
Compared to Proposed Budgets
1991-92 Through 1995-96

(In Billions)
$1.67 Il Proposed
] Actual
1.2
0.8
0.4+

91-92 92-93 93-94 94-95 95-96
L

Est.

Audit Report May Facilitate Budget Assessment

We withhold recommendation on $50.7 million and 558 personnel-
years for departmental operations, and $51.9 million proposed for the
state's share of local agency recovery costs associated with past disas-
ters, pending review of an audit of the Office of Emergency Services by
the Bureau of State Audits, as well as additional information from the
office justifying the proposed budget.

In our Analysis of the 1995-96 Budget Bill, we noted that the OES was
experiencing difficulties coping with the substantial growth in its orga-
nization which had occurred as the result of a rapid series of major
state disasters. We cited a number of concerns, including a lack of
adequate information with which to evaluate the department's annual
budget request. To help correct this situation, we recommended a com-
prehensive fiscal and performance review of the OES. The review was
to be conducted by the Bureau of State Audits (BSA) in order to de-
velop recommendations which, if implemented, would improve the
office's administrative effectiveness.
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Legislature Reduces Budget, Orders Audit. In response to this recom-
mendation, the Legislature provided only nine-month funding for 340
requested positions, and adopted supplemental report language requir-
ing the recommended audit. The audit report was released on
January 31, 1996; however, we did not have sufficient time to review it
in preparing this analysis.

Budget Includes Major Outlays for Positions and Disaster Pay-
ments. The proposed budget includes $50.7 million and 558 personnel-
years for six specific areas of activity. According to the budget, the bulk
of these funds and positions (approximately $48 million and 512 person-
nel-years) are justified on the basis of workload related to the 1995
winter storms and other recent disasters. Although the proposed fund-
ing level is identified in the Governor's Budget as an increase in the
budget year, many of the positions are, in fact, current limited-term
positions which are proposed for continuation in the budget year. In
addition to this staffing request, the budget also proposes $51.9 million
to pay local agencies the state's share of the cost of recovery from vari-
ous disasters.

Lack of Information. At the time this analysis was prepared, the OES
had presented the Legislature with information supporting only rela-
tively minor budget changes. Thus, the budget, as presented, was not
accompanied with sufficient detail to justify major portions of the pro-
posed spending. Due to this lack of information and because the find-
ings and recommendations of the BSA's audit may have a bearing on
the proposed budget, we withhold recommendation on $50.7 million
and 558 personnel-years for departmental operations, and $51.9 million
proposed for the state's share of various local disaster recovery efforts,
pending our review of the audit report and additional budget justifica-
tion from the OES.

Legislature Should Review
Method of Allocating Hazard Mitigation Funds

We recommend that the Office of Emergency Services advise the
Legislature, during budget hearings, as to its proposal for allocating
funds available for seismic hazard mitigation to public agencies, its
plans to expand the number of public agencies receiving such funds, and
its state statutory authority for allocating these funds. We further
recommend that the Legislature specifically insure that the allocations
made by the office are consistent with the Legislature's priorities.

Funds for Mitigation of Seismic Hazards. The OES, through the
Hazard Mitigation Grant Program (HMGP), allocates funds for the
mitigation of seismic hazards in public facilities. Funding is provided
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on a matching funds basis, with the federal government providing
75 percent and applicants providing 25 percent. According to the OES,
federal funds available through the HMGP as the result of the 1994
Northridge earthquake could be approximately $650 million. These
funds can be used for mitigation projects in Los Angeles, Orange, and
Ventura Counties. The OES established the following priorities for
allocating these funds;

e K-14 schools.
« Medical facilities.
« Essential buildings.

« High priority initiatives under the state Earthquake Hazard Miti-
gation Plan.

According to the OES, requests from 63 school districts to retrofit or
replace ceilings and light fixtures, at a total cost of $142 million, have
been recommended for approval by the Federal Emergency Manage-
ment Authority (FEMA). In addition, the OES has recommended
$9.5 million to relocate a school to a safer school site, and $29.7 million
for seismic studies and mapping, of which $12.5 million has already
been approved by the FEMA.

Current Practice Precludes Legislature's Involvement in Priority
Setting. According to the OES, it decides how to allocate federal HMGP
funds because under federal regulations the state has the authority to
make such allocations, and in turn the state's administrative plan dele-
gates these decisions to the Director of the OES. This process does not,
however, provide the Legislature an opportunity to ensure that the
allocations made by the OES are consistent with the Legislature's priori-
ties regarding hazard mitigation. Moreover, the OES did not identify a
state statutory authority for making the HMGP allocations.

The Legislature may well agree that funding for K-14 schools should
be the highest priority, but may not agree with other priorities estab-
lished by the administration, or with the definition of categories eligible
for the HMGP funds. For example, the 1996-97 Governor's Budget
includes $21.8 million to fund four seismic retrofit projects at the Uni-
versity of California, Los Angeles, from proposed general obligation
bonds. The Legislature could decide that these projects should be con-
sidered for the HGMP funding, thus reducing the state's need for bond
funds.

In our judgment, it is important that funds available to the state for
hazard mitigation, a portion of which are state matching funds, be
allocated in a manner that is consistent with the Legislature's priorities.
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For this reason, we recommend that the OES advise the Legislature,
during the budget hearings, as to its methodology for allocating hazard
mitigation grant funds to public agencies, its plans for expanding the
number of public agencies receiving such funds, and its state statutory
authority for allocating these funds. We will be prepared to advise the
Legislature as to courses of action it may wish to consider to make its
preferences known for the expenditure of the HMGP funds, depending
on the explanation and plans provided at the time by the OES. Such
actions may include appropriating the HMGP funds in the Budget Bill,
or modifying provisions of law to provide specific legislative direction
regarding use of the funds.
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STATE CONTROLLER (0840)

The State Controller is responsible for (1) the receipt and disburse-
ment of public funds, (2) reporting on the financial condition of the
state and local governments, (3) administering certain tax laws and
collecting amounts due the state, and (4) enforcing unclaimed property
laws. The Controller is also a member of various boards and commis-
sions, including the Board of Equalization, the Franchise Tax Board, the
Board of Control, the Commission on State Mandates, the State Lands
Commission, the Pooled Money Investment Board, and assorted bond
finance committees.

The Governor's Budget proposes expenditures of $104 million
($61.9 million from the General Fund) to support the activities of the
State Controller in 1996-97. This amount is virtually the same level as
estimated current-year expenditures.

Implementing the Performance Audit

We recommend that the State Controller advise the Legislature,
during budget hearings, as to the savings and performance improve-
ments which have occurred to date, as well as the lessons learned, from
the performance audit of her office which was reported in May 1995.

In early 1995, the Controller awarded a $394,000 contract to a private
consulting firm to conduct a comprehensive performance audit of the
operations of the State Controller's Office. According to the consultant's
final report, which was issued in May 1995, the audit was intended to
“ ... provide a bold and innovative assessment, with findings and
recommendations that would immediately improve the performance of
the office, and thus of California state government.” The report identi-
fies a number of significant deficiencies in the office, ranging from
organizational structure to obsolete computer applications, and makes
numerous specific recommendations to remedy the deficiencies and
improve the office's effectiveness. According to the report, implementa-
tion of 13 specific recommendations would allow the Controller to
eliminate 154 positions and save $27 million over a five-year period.
The report identified specific achievable savings for each of the five
years.

Immediate Budget Reduction Taken. The Controller, in response to
the consultant's report, requested during the budget hearings last year
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that the Legislature reduce the 1995-96 proposed budget by $2.9 million,
the amount recommended by the consultant as first-year achievable
savings. The Controller also requested the elimination of 24.5 positions
from the baseline budget, a little less than half the positions the consul-
tant advised could be eliminated in the first year. These requests were
approved by the Legislature and the Governor in the 1995 Budget Act.

Of the initial year savings of $2.9 million, $2 million reflects a one-
time savings in postage. The remainder was achieved by eliminating
24,5 positions. According to the Controller's Office, savings of
$4.5 million—the second-year amount recommended by the consul-
tant—will be achieved in 1996-97 primarily through the elimination of
additional positions that will be proposed in a Department of Finance
(DOF) letter. This would result in a total reduction of 98.6 positions
over the years 1995-96 and 1996-97. This reduction would be approxi-
mately two-thirds of the 154 position reduction the consultant believed
achievable by the end of a two-year period.

Value of Performance Reviews. We believe that the Controller's
actions to identify ways to improve the performance of the office
through the use of a performance audit are commendable, and that
many other departments would benefit from a comprehensive review
of their performance. The Legislature has already indicated its interest
in such reviews through passage of the Strategic Planning and Perfor-
mance Review Act (Ch 779/94 [AB 2711, V. Brown]). That measure
requires the DOF to recommend, by March 1 of each year, beginning in
1996, a plan for conducting performance reviews of state agencies that
have completed strategic plans. We believe that performance reviews,
properly conducted, can result in both savings and improved perfor-
mance; however, we believe it is important to understand the limita-
tions of such reviews and also the risks inherent in their use. In that
regard, the Controller's recent performance audit can serve as a useful
case study.

Not All Reductions Tied to Performance Improvement. While reduc-
tions to the Controller's budget have been made consistent with the
auditor's recommendations, (with the exception of the total recom-
mended position reduction), such reductions do not in of themselves
ensure performance improvement. Our analysis of the reductions made
in the current year and those proposed for the budget year indicates
that several of the reductions are not tied to improving the performance
of the Controller's operations. For example, in the current year the
$2 million of postage savings is a one-time savings, and we have been
advised that the Controller will request the restoration of these funds
for 1996-97. (The Controller indicates that a like amount of savings will
be identified in others parts of her budget for 1996-97.) In addition,
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$501,000 counted toward meeting the cost reduction goal is in fact a
budget change proposal made for 1995-96 which was subsequently
withdrawn by the Controller after the Governor's Budget had been
introduced. Consequently, a budget proposal which was not pursued
is being counted as a savings. In the budget year, $321,000 of the reduc-
tions reflect payments no longer made to the Stephen P. Teale Data
Center on behalf of certain users of the Controller's personnel and
payroll systems because the data center is now billing the users directly.
Thus, these savings are not directly attributable to the Controller's
operations.

Identifying Permanent and Real Savings. If more performance re-
views of state agencies are conducted, we believe that it is important
that the Legislature understand how much of the proposed savings are
in fact permanent and real. Otherwise, the true efficacy of performance
reviews in identifying savings opportunities will be clouded. One-time
savings should be clearly identified, and one-time savings that will
require reinstatement in a subsequent fiscal year should also be clearly
identified. Similarly, budget reductions which result from the elimina-
tion of pass-through funds should not be counted as savings. Addition-
ally, it is important that reductions made pursuant to a performance
review clearly distinguish between the elimination of excess positions
which are vacant and those which can be reduced because of organiza-
tional consolidation, workload realignment, or some other efficiency
that will in fact improve performance of the organization.

Determining the Feasibility of Performance Audit Recommendations.
One of the recommendations made by the initial consultant hired by the
Controller was to assess the office's role in maintaining the state's per-
sonnel and payroll systems. The consultant advised the Controller that
the systems were obsolete and needed to be replaced, which would be
a very costly endeavor. Soon after the consultant's report had been
made public, the Controller announced her intention to transfer respon-
sibility for these systems to the state personnel agency.

However, a subsequent report by another consultant concluded that
transferring the responsibility for the state's personnel and payroll
systems to another state agency would not be feasible, and the Control-
ler has since decided to retain responsibility for these systems. We
believe this illustrates the value of assessing the feasibility of major
recommendations made in performance reviews, particularly where the
fiscal and programmatic stakes are high.

How Will Improved Performance Be Validated? While it is important
to identify and achieve budget and staffing reductions wherever possi-
ble, it is equally important to measure the impact of those reductions
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on the organization's operations, because that is how performance will
ultimately be determined. Validation of performance improvement is
difficult given the absence of performance objectives and the means to
measure performance. It is not clear the Controller has a mechanism in
place to validate the performance improvements.

Analyst's Recommendation. We believe that the Controller deserves
credit for initiating a performance review of her office, and for taking
steps to implement recommendations made in the consultant's report.
We also believe that the experience gained from this effort can be useful
to other departments contemplating similar reviews, by helping them
to ensure that the reviews are maximally effective. For example, the
effort to implement the consultant's report has already demonstrated the
importance of validating the feasibility of major recommendations
contained in performance reviews.

Both the administration and the Legislature would benefit by under-
standing clearly the types of savings realized as the result of perfor-
mance reviews, and the extent to which a department's performance is
actually improved. For all these reasons, we recommend that the Con-
troller report to the Legislature, at the budget hearings, on the savings
and performance improvements which have occurred to date, as well
as the lessons learned from the performance review conducted of her
office. Specifically, she should identify:

= Which savings in her office operations are one-time or ongoing.

e The number of positions to be eliminated in the current and
budget years as well as how many of the reduced positions were
vacant.

< How these changes have specifically improved the performance
of the office and the measures being utilized to validate these
improvements.

e The lessons learned from the performance review which are
applicable to other state agencies.
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STATE BOARD OF EQUALIZATION (0860)

The Board of Equalization (BOE) is one of the state's major tax collec-
tion agencies. It collects state and local sales and use taxes and a wide
variety of business and excise taxes and fees, including those levied on
gasoline, diesel fuel, cigarettes, and hazardous wastes. The BOE also
oversees the administration of the property tax by county assessors and
assesses property owned by public utilities. The BOE is also the final
administrative appellate body for personal income and bank and corpo-
rate taxes, as well as for the taxes it administers.

The budget proposes expenditures of $297.8 million ($181.6 million
General Fund) for the BOE in 1996-97. This total is $10.3 million, or
3.6 percent, more than estimated current-year expenditures. The major-
ity of this increase is attributable to implementation costs of a new
computer system for delinquent tax collection ($2.5 million), computer
purchases for the audit program ($1.6 million) and merit salary adjust-
ments ($2.2 million).

Augmentation Should Not
Be Made for Prior Commitment

We recommend that the Legislature delete the $2.5 million augmen-
tation associated with a contractual obligation the board made in
prior years because the board should pay this cost from existing re-
sources. (Reduce Item 0860-001-001 by $1.8 million and Item 0860-501-
995 by $700,000.)

The board is requesting an augmentation of $1.8 million from the
General Fund and $700,000 from local government reimbursements to
make the final payment on an external consultant services contract it
entered into in 1994,

Background. The BOE is in the process of moving its data processing
systems from an in-house operation to the Stephen P. Teale Data Cen-
ter. The justification for this effort is that the board would (1) adminis-
ter its tax programs more effectively, (2) absorb increases in workload
more efficiently, and (3) eliminate the costs associated with managing
its own mainframe computer. The BOE expects the project to be com-
pleted at the end of 1996-97.
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In September 1993, the BOE indicated that in-house staff lacked the
expertise to complete the migration. It maintained that unless the pro-
ject cost was increased by $6.2 million to bring in outside consultants,
the scope of the project would have to be curtailed and the timetable for
completion would have to be pushed back by at least a year. Conse-
guently, the 1994-95 Governor's Budget increased the project cost to
keep it within scope and on schedule.

The Legislature approved the $6.2 million General Fund augmenta-
tion and added budget language directing the BOE to (1) contract with
a private consultant to provide project management expertise and (2)
contract for any services the BOE deemed necessary to oversee the
management contract to assure a successful project. The BOE received
one bid totaling $15.8 million—$9.6 million (155 percent) over the BOE's
estimate. The BOE awarded the contract on October 13, 1994, and the
consultant began work on November 1, 1994. By awarding this contract,
the board committed to an expenditure for which it did not have fund-
ing approval.

The BOE had a number of options available to it when the high bid
was received. The BOE could have: (1) rebid the proposal with the
intent of meeting competitive bidding requirements, thereby reducing
the amount of the contract through competition; (2) rebid the proposal
after advising the Legislature of the need for an augmentation and why
the original cost estimates were significantly underestimated; (3) accept
the bid and absorb the cost differential; or (4) delay accepting the bid
until the necessary funding was approved by the Legislature. The BOE,
however, chose to accept the bid in 1994, redirect funds to pay for
$6.4 million of the overrun and seek a $2.5 million augmentation from
the Legislature in 1996-97.

By accepting the bid and signing the contract, however, the BOE in
effect certified that funds were available to pay for the contract. We do
not believe it is a desirable precedent or prudent policy to allow depart-
ments to enter into contracts that obligate the Legislature to future
appropriations. Consequently, we believe the Legislature should not
approve the $2.5 million augmentation to the BOE in the budget year.
Instead, the BOE should redirect resources to pay this cost as it did to
pay for the other $6.4 million of the cost overrun. Therefore, we recom-
mend that the Legislature reduce Item 0860-001-001 by $1.8 million and
Item 0860-501-995 by $700,000.
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Facility Plan Requires Further Review

We recommend that the Legislature delete a $411,000 augmentation
requested for this project because the board has revised its plan and the
augmentation is not needed. (Reduce Item 0860-001-001 by $291,000 and
Item 0860-501-995 by $120,000.) In addition, we withhold recommenda-
tion on the board's plan to spend $1.4 million for equipment purchases
associated with an office consolidation project until the board substan-
tiates the revenue benefits of this level of spending.

The board is proposing to spend $1.8 million in the budget year on
a field office consolidation project. The majority of these expenditures
are for one-time costs related to new communications systems and
modular furniture. Of this amount, $1.4 million is to come from the
board's base budget. The budget requests an augmentation of $411,000
for the remainder.

Background. The BOE began implementation of a project during the
current year to consolidate and/or relocate about 30 field offices over
the next five years at an implementation cost of $7 million. The board
indicates that it will pay for half of this cost from within existing re-
sources and anticipated personnel savings from the elimination of
supervisory positions, and request future-year General Fund augmenta-
tions for the remainder. Over 70 percent ($5 million) of the project cost
is for expenditures on modular furniture. The board justifies this level
of spending on the basis of tax revenues to be gained.

Modular Furniture in San Francisco Not Needed. After discussions
with our office, the board reevaluated its plan and reduced its modular
furniture needs for the existing San Francisco office. This office is sched-
uled to close in two and one-half years—after the board relocates to the
new San Francisco State Service Center. As a result, the board has
informed us that it will withdraw its request for the $411,000 augmenta-
tion in 1996-97. Accordingly, we recommend that the Legislature reduce
Item 0860-001-001 by $291,000 and Item 0860-501-995 by $120,000.

Justification for Level of Spending. The board justifies spending
$1.4 million from its base budget on the field office project on the basis
of revenues to be gained from operational efficiencies and redirection
of supervisory staff to audit positions. It is not clear to us, however,
what direct revenue gain can be achieved from expenditures on modu-
lar furniture and telephone systems. Therefore, we withhold recommen-
dation on the expenditure of $1.4 million from the board's base budget
until the board provides further explanation of how the proposed
spending is needed to increase revenues.
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MUSEUM OF SCIENCE AND INDUSTRY (1100)

The California Museum of Science and Industry (CMSI) is an educa-
tional, civic, and recreational center located in Los Angeles. The mu-
seum also has 26 acres of public parking, which are available for mu-
seum visitors as well as patrons of the adjacent coliseum, sports arena,
and swimming stadium. These facilities are all located in Exposition
Park, which is owned by the state and maintained through the museum.

Associated with the CMSI is the California African-American Mu-
seum, established by the Legislature to preserve, collect, and display
artifacts of African-American contributions in a wide variety of disci-
plines.

The budget proposes total expenditures of $7.5 million for the mu-
seum for 1996-97. This is about the same amount of expenditures bud-
geted for the current year. The total includes $5.6 million from the
General Fund, $1.7 million from the Exposition Park Improvement
Fund, and $232,000 in reimbursements.

Parking Revenue Shortfall Triggers
Significant Cutbacks in Operations

We withhold recommendation on the museum's 1996-97 budget
pending receipt and review of revised estimates of revenues to the
Exposition Park Improvement Fund, and the museum's plans for layoffs
and reductions of operating expenditures in the current and budget year
to cover projected revenue losses. We further recommend that the mu-
seum report at budget hearings on its recommendations for restructur-
ing the museum to stabilize its finances and possibly reduce its future
dependence on the state General Fund.

Parking Fees a Major Revenue Source. Parking lots at Exposition
Park have historically been a major source of revenue for the museum.
For example, state expenditures for the CMSI totaled about $7.8 million
in 1994-95, with $2 million, or about one-fourth, of the total expendi-
tures supported from the Exposition Park Improvement Fund, which is
funded primarily with parking lot receipts. A large portion of the park-
ing lot revenues have ordinarily been paid by persons attending sport-
ing events at the adjacent coliseum.
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According to museum officials, the relocation of the National Foot-
ball League Los Angeles Raiders to Oakland, and the subsequent loss
of parking fees from football fans, has severely eroded the museum's
funding base.

The Governor's Budget assumes that the parking revenues received
in the current year will be $480,000 below the amount included in the
1995 Budget Act. The Governor's Budget assumes the $480,000 shortfall
would continue during 1996-97.

However, museum officials have advised us that, depending on the
results of a recent increase imposed for some museum parking rates, the
budget presented to the Legislature may significantly understate the
revenue loss because the rate changes may affect museum attendance
and other revenue sources, such as the gift shop and the theater. The
shortfall could be revised to as much as $1 million annually. Because
museum parking rates changed only recently, museum officials believe
they need several more months of actual experience before revising
their revenue projections for 1996-97.

Cutbacks in Museum Operations. The Governor's Budget indicates
that the museum has responded to the current-year revenue shortfall
with a $1.3 million, or 62 percent, reduction in spending for operational
expenses and equipment (OE&E). The OE&E cutbacks include reduc-
tions in funding for maintenance of museum buildings and facilities,
utilities, communications, and other support operations.

The museum has also responded to the shortfall by holding vacant
a significant number of its budgeted positions. As of December 1995,
more than 30 of the museum's 142 state-funded positions—more than
20 percent of the total—were unfilled. We have been advised that as
many as 20 additional staff members could be laid off during the cur-
rent year to help cover the museum's funding shortfall.

The Governor's Budget proposes essentially to carry forward the
reductions in OE&E expenditures into the budget year. However, the
budget proposal presented to the Legislature assumes no change in
staffing levels and thus does not reflect the significant number of vacan-
cies or the expected layoffs.

1996-97 Budget Plan Needs Revision. Given the loss of football-gen-
erated parking revenues, we believe that the museum is taking signifi-
cant and appropriate steps to ensure that its expenditures remain within
its available revenues during the current fiscal year. We believe, how-
ever, that these changes and the potential for more reductions in reve-
nues to the Exposition Park Improvement Fund should be factored into
the proposed 1996-97 budget. Thus, we withhold recommendation on
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the proposal, pending revised parking revenue estimates and expendi-
ture levels for staffing and OE&E that the museum could support
within its available funding.

Museum Could Be Restructured. Because of the ongoing and severe
revenue shortfall, museum officials are reexamining the museum's
structure as a state agency and its relationship with the California
Museum Foundation. The foundation, an auxiliary nonprofit organiza-
tion funded with private donations, has been providing an ever-increas-
ing share of financial and staff support for museum operations. The
$9 million provided by the foundation in 1995-96 is expected to almost
double to $16.8 million in 1996-97. The expansion of the foundation's
role is closely tied to a plan to open a new exhibit hall, to be known as
the California Science Center, in spring 1997.

Accordingly, we recommend that the museum also report at the time
of budget hearings on its recommendations for restructuring the mu-
seum, perhaps through its association with the foundation, to stabilize
museum finances and possibly reduce its future dependence on the
state General Fund.
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FRANCHISE TAX BOARD (1730)

The Franchise Tax Board (FTB) is one of the state's major tax collect-
ing agencies. The FTB's primary responsibility is to administer Califor-
nia's Personal Income Tax and Bank and Corporation Tax. The FTB also
administers the Homeowners' and Renters' Assistance programs and the
Political Reform Act audit program. In addition, the FTB collects child
support and motor vehicle registration delinquencies. The FTB consists
of the Director of Finance, the Chair of the State Board of Equalization,
and the State Controller. An executive officer is charged with adminis-
tering the FTB's day-to-day operations, subject to the supervision and
direction from the board.

The budget proposes expenditures of $340 million ($325 million
General Fund) in the budget year, an increase of $4.3 million, or
1.3 percent, over estimated current-year expenditures. The increase is
largely attributable to (1) merit salary increases and price increases
($7.7 million) and (2) legislative changes to employer wage and with-
holding reporting ($5 million), partially offset by a net reduction in
expenditures for the Bank and Corporation Tax computer system
($6.3 million) and the elimination of 31 positions due to the automation
of Department of Motor Vehicles bad debt collection ($900,000).

Proposed Contract Amendments Obligate
State Funds Without Legislative Authorization

We recommend that the Franchise Tax Board not proceed with pro-
posed amendments to a computer system contract that would obligate
the state to pay an additional $5.7 million until the Legislature has
reviewed and approved the proposal.

The FTB is entering the fourth year of a six-year project to purchase
a new computing system for collection of bank and corporation taxes.
When the FTB initiated the project, total expenditures to complete the
system were estimated to be $113 million. The FTB, however, has re-
guested the Department of Finance (DOF) to approve an additional
$5.7 million in the current year for the project. The Governor's Budget
does not include this proposal because the funds to pay for this added
cost will not be needed until a future year.
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Background. The new system has three components: (1) the Business
Entities Tax System (BETS), which is the primary data base for the
program; (2) the Collection Account Process System (CAPS) to help
increase the FTB 's collection of outstanding assessments; and (3) the
Pass-Through-Entity Automated Screening and Support System (PASS)
to enhance the FTB's audit and enforcement capabilities.

The payment plan for this project differs from traditional state
procurements. The vendors for this system finance all up-front project
costs. The FTB repays the vendors as additional tax revenues are real-
ized. Under this plan the vendor for each component receives 75 per-
cent of projected additional annual tax revenues attributable to the new
system subject to an overall “cap” on payments. If additional annual tax
dollars come in slower than projected, the vendor is paid 75 percent of
the actual additional amount collected, with the unpaid principal plus
approximately 9 percent interest carrying over for payment in a subse-
guent fiscal year. The repayment schedule and cash flow projections
show that the project will be paid for by 1998-99. If, however, actual
revenues fall below the projected amounts, the plan calls for payments
to be extended beyond the projected repayment schedule (up to four
years longer) to pay the vendor for any unpaid principal plus interest.

The second and third elements of the project, the CAPS and the
PASS, are progressing on schedule and are not anticipated to have any
cost overruns. Under the BETS component, however, the FTB is propos-
ing (outside the budget process) an amendment to increase the cost and
capabilities beyond the scope of the original BETS contract. Most of
these additional costs and capabilities appear to be for enhancements
that may be desirable but are not necessary to complete the project as
originally approved.

Proposed Amendment. In September 1995 the FTB submitted a Spe-
cial Project Report addendum to the DOF proposing a $6.2 million
amendment to the BETS contract. The FTB subsequently withdrew a
$500,000 element of this amendment. The DOF has approved
$3.9 million of the requested amount and deferred action on the remain-
ing $1.8 million pending receipt of a separate feasibility study report.

At the time this Analysis was written, the FTB had not signed the
$3.9 million contract amendment. It is not clear to us how the FTB can
sign an amendment obligating state funds for which there is no expen-
diture authority. Therefore, we recommend that, prior to signing any
contract amendments, the FTB present to the Legislature, at budget
hearings, the proposal along with necessary data to clearly delineate the
need for and expected annual revenues from each of the requested
additional capabilities. To proceed otherwise places the state in the
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untenable position of having signed a contract and having the vendor
undertake the agreed to work without first receiving the Legislature's
approval to spend the state's money. This represents a highly undesir-
able administrative procedure that undermines the Legislature's consti-
tutional responsibility to appropriate state revenues.
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DEPARTMENT OF GENERAL SERVICES (1760)

The Department of General Services (DGS) is responsible for
(1) providing a broad range of support services to operating depart-
ments and (2) performing management and oversight activities related
to these support services. It provides these services primarily through
two programs: statewide support and property management services.

The Governor's Budget proposes expenditures of $524 million from
various funds ($11.2 million from the General Fund) to support the
activities of the DGS in 1996-97. This reflects a net decrease of
$15 million, or 2.8 percent, below estimated current-year expenditures.
Approximately three-quarters of the department's funding is appropri-
ated in other departments, and paid to the department for various
services, primarily through the Service and Architectural Revolving
Funds.

Statewide Support Services. Expenditures for statewide support
services are $350 million in the budget year, representing an increase of
$19 million, or 5.7 percent, above estimated current-year expenditures.
This increase is based primarily on additional demand for printing
services and the replacement of printing equipment ($9.7 million),
increased material purchases to meet orders placed by customer depart-
ments ($5.1 million), and the continued replacement of microwave
communications equipment ($2.2 million). The remainder of the pro-
posed increase is for the increased cost of operating vehicles maintained
by the department for state employee use, expansion of the State Re-
cords Center to accommodate an increase in documents sent by state
agencies for storage, and continuation of the State Payphone Manage-
ment Program.

Property Management Services. Proposed budget-year expenditures
for property management services are $171 million, which is
$34 million, or 18 percent less than current-year levels. The decrease is
mainly due to one-time expenditures of $36 million in the current year
for the local public buildings' portion of the 1990 earthquake safety
bond funds. Other major changes include (1) an increase of $900,000 to
address deferred maintenance needs in state office buildings, (2) a
$500,000 increase to renovate state buildings for compliance with the
American with Disabilities Act standards, and (3) a $600,000 increase to
study the disposition and/or development of unused or underutilized
state properties.
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STATEWIDE SUPPORT SERVICES

Has Departmental Performance Improved?

Background. In our Analysis of the 1993-94 Budget Bill, we reviewed
the performance of the department in carrying out its responsibilities,
and concluded that performance was seriously inadequate in many
areas. We recommended a fundamental rethinking of how the depart-
ment provides support services to other state agencies, including an end
to its monopolies and the introduction of competition to determine who
should provide services to state agencies. The department agreed that
there was a need for fundamental change.

Performance Budgeting. The department has indicated that a key part
of its efforts to improve its services is its participation in the Governor's
performance budgeting pilot program (it is one of four pilot depart-
ments). The department has invested substantial resources in perfor-
mance budgeting. However, it is not clear that performance budgeting
will in and of itself cause major improvements in departmental perfor-
mance. This does not mean that the department has not realized bene-
fits from its participation in the pilot project, or that it has not made
progress in improving performance as the result of some other initia-
tives. (We discuss the state's performance budgeting pilot project in the
Crosscutting Issues section of this chapter.)

Reform Initiatives Yield Mixed Results. The DGS cites as examples
of improved performance several initiatives it has undertaken, including
procurement reform, its seismic retrofitting of state-owned buildings, an
assessment of the state's telephone network (CALNET), state office
consolidation projects, and the California Multiple Awards Schedule
(CMAS), which facilitates state agencies' acquisition of information
technology equipment and services.

We believe that a number of the department's initiatives have re-
sulted in improvements which have benefited its customers. The CAL-
CARD, which allows agencies to make small purchases by credit card,
is one such example. Others, such as procurement reform, remain un-
tested in terms of improved performance or net benefits to customers.

On the whole, we believe that departmental performance has im-
proved in some areas during the last three years, but major changes
that reflect a fundamental rethinking of the department's role in provid-
ing services to state agencies has not yet been achieved because depart-
mental efforts to make substantial changes are still in process (see our
following discussion on telecommunications, for example). Nevertheless,
we continue to believe that departmental executive management is
committed to making the major changes which are essential to its cus-
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tomer departments in an era of cost-cutting efforts and demand for
guality service at competitive prices.

It is not clear whether executive management reform efforts will be
as successful as desired. In part, this is because it is difficult to trans-
form the culture of a department which provides goods and services
that other state agencies have been forced to use into a customer-ori-
ented culture which must compete for work. In the following discussion,
we cite two examples of the challenges and opportunities facing the
department in improving its performance.

Statewide Telecommunications: Navigating Without a Map

We recommend the adoption of supplemental report language direct-
ing the Department of General Services to maintain the annual state-
wide telecommunications plan required by statute, and include in that
plan specific annual objectives for improving the state's application of
telecommunications technologies. We further recommend that the Legis-
lature direct the department to assure implementation of the plan by
coordinating closely with the Departments of Information Technology
and Finance, and by monitoring state agency uses of telecommunica-
tions.

The DGS's Responsibilities. The department's Telecommunications
Division is responsible for statewide telecommunications. This responsi-
bility includes developing policies and plans for telecommunications,
preparing an annual strategic telecommunications plan, and providing
management oversight of statewide telecommunications systems devel-
opments. The department is also required to report annually to the
Legislature on its actions to reduce costs and to plan and advocate the
most advantageous use of telecommunications technology in state
government.

Based on our review, we conclude that the department's performance
of its telecommunications responsibilities has been inconsis-
tent—successful in some applications but unsatisfactory in others. In
this regard, ultimate success may require close coordination among the
DGS, the Department of Finance (DOF), and the new Department of
Information Technology, because of their statewide fiscal and informa-
tion technology oversight roles. We discuss below our assessment of the
department's performance in the area of telecommunications.

Strategic Plan Has Not Been Maintained. The department has not
maintained an annual strategic plan for telecommunications. The last
annual strategic plan report to the Legislature was in March 1992. Con-
sequently, the department has been operating for four years without an
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updated strategic plan. At the same time, the state has expended mil-
lions of dollars on various telecommunications applications, some of
which have not fulfilled their objectives, while others have either not
been monitored adequately or pursued fully.

The department released on February 5, 1996, a consultant's report
containing initial findings regarding alternative strategic telecommuni-
cations directions for the state. According to the department, the consul-
tant's report will be used to update the strategic telecommunications
plan. At the time this Analysis was prepared, it was not clear whether
the updated plan would reflect the consultant's recommended strategic
direction, or some other alternative. Given the growing dependence on
telecommunications systems to carry out state programs, it is important
that the state have an up-to-date strategic telecommunications plan, and
that it be maintained on an annual basis as required by statute. More-
over, to allow the Legislature to evaluate the department’s performance,
the plan should include specific annual objectives for increasing the
cost-effectiveness of state operations through the use of telecommunica-
tions.

Analyst's Recommendation. To ensure that the Legislature is in-
formed of the department's performance, we recommend the following
supplemental report language:

The Department of General Services shall fulfill its statewide telecommu-
nications oversight responsibilities by maintaining the annual strategic
telecommunications plan required by state law, and include in that plan
specific annual objectives for improving the state's application of telecom-
munications technologies to make government more cost-effective. The
department shall coordinate closely with the Departments of Information
Technology and Finance to ensure implementation of the annual plan,
and shall monitor state agency uses of telecommunications to ensure that
the uses are consistent with the annual plan.

Many Other Opportunities for Government
Improvements Through Telecommunications

We recommend that the Legislature adopt supplemental report lan-
guage requiring that the Department of General Services' strategic plan
for telecommunications identify specific long-term goals, policies,
procedures, and annual objectives for improving statewide benefits
obtainable from (1) CALNET, (2) the capital area fiber optic cable loop,
(3) state telephone usage, (4) telecommuting, (5) videoconferencing,
(6) telemedicine, (7) facsimile transmission, and (8) electronic commerce.

We discuss below several telecommunications activities in which the
department is either playing a lead role or otherwise has a statewide
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responsibility. While we believe that the department should get good
marks for taking the lead in certain of these activities, we find that in
many instances the opportunities for increasing the cost-effectiveness of
state operations through various telecommunications applications have
not been sufficiently pursued. In other instances, the department has
not effectively fulfilled its statewide telecommunications oversight
responsibilities.

CALNET. This is a statewide voice and data system estimated to cost
$100 million when fully implemented. In last year's Analysis, we noted
that CALNET was not breaking even and that the private contractor
hired to install the system had failed to complete a key task, the deliv-
ery of a Network Management System. We noted that CALNET's viabil-
ity was in question because it was losing business to outside competi-
tors as state agencies determined that they could obtain better prices or
services elsewhere. Since then, the department has amended the con-
tract with the contractor, eliminating certain requirements the contractor
was unable to meet and adjusting the value of the contract accordingly.
This may reduce the amount the department pays the contractor, but
the state is left with a system where state agencies continue to take their
business elsewhere because they do not find CALNET to be a cost-
effective service.

Downtown Fiber Optic Cable Loop Underutilized. In 1989, the de-
partment installed, at a cost of $883,000, a fiber optic cable loop in the
Capital Area for the purpose of providing a communications link
among downtown Sacramento state offices. (Fiber optic cable consists
of bundled strands of glass threads which can carry, via light, voice,
data, and video transmissions.) The department intended that the loop
be a part of the CALNET system; however, the contractor winning the
CALNET bid chose not to use the loop. Since then, a handful of state
agencies are using the loop, and their payments for use of it are only
enough to reimburse the department for its annual maintenance
costs—$18,000—and not enough to pay off the original investment.
Instead, according to the department, the installation expense is being
recovered over a ten-year period by spreading the cost across the entire
Telephone and Network Services Program.

State Telephone Usage: Susceptible to Abuse and Poorly Monitored.
The DGS spent $1.6 million on telephone company services in 1994-95,
including $200,000 for cellular phone charges. It advises that it monitors
employee telephone usage on a decentralized basis by distributing
telephone billing detail to the various operating units throughout the
department. The bills are then scanned manually in an effort to deter-
mine any misuse, and employees who are found to have misused tele-
phones are required to reimburse the department. Although this
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method is better than no monitoring, distributing responsibility widely
does not ensure that all monitoring will be adequate.

Our review indicates that the department should explore methods of
computer-based monitoring, using billing information which can be
obtained from the telephone companies. Any improvements the depart-
ment makes in reviewing telephone usage could be applied on a state-
wide basis.

Cellular Phones Especially Vulnerable. The department was unable
to advise us as to how much the state spends on telephone usage, or
how many cellular phones were in use by state agencies, despite the
statutory requirement that the department oversee statewide uses of
telecommunications. Recently published accounts of the misuse of
cellular telephones in Los Angeles (both city and county governments)
highlight the kinds of potential problems associated with providing
cellular phones to employees for official business use. The problems
cited in Los Angeles include the electronic theft of cellular phone num-
bers resulting in large charges which were billed to the public agency,
charges for phones which were supposed to have been disconnected,
and extremely high monthly charges for some individual employ-
ees—none of which were adequately monitored by the city or county,
according to the reports. Add to these abuses the more typical em-
ployee misuse of an employer's telephone for extraordinary personal
purposes, such as conducting a business, and it is apparent that the
telephone is very susceptible to misuse. Therefore, its use needs to be
monitored effectively.

Telecommuting Planning Lags. Telecommuting—where employees
work part of the time from their home or a remote facility using tele-
communication equipment—offers numerous potential benefits. These
include cost savings (resulting from reduced office expenses), environ-
mental improvement (fewer vehicles on the road), and increased worker
productivity (because a telecommuter is subject to fewer interruptions).

Recognizing these benefits, the Legislature first authorized an experi-
mental telecommuting program, under the direction of the DGS. And
in 1994, the Legislature established the State Employee Telecommuting
Program (Ch 1209/94 [AB 2672, Cortese]), encouraging state agencies
to adopt policies that facilitate telecommuting by state employees. The
legislation also required every state agency to develop and implement,
by July 1, 1995, a telecommuting plan where it was determined that
telecommuting was practical and beneficial to the agency.

According to a March 1995 survey from the department's
Telecommuting Advisory Group, there are many agencies without
formal telecommuting policies. On the other hand, the survey pointed




H - 68 State Administration

out the need for the state agencies in which an estimated 3,200 employ-
ees already telecommute to collectively demonstrate the costs and bene-
fits which have been experienced. We concur and recommend that the
administration ensure that a cost-benefit analysis is completed soon.

We suggest that this be an administration responsibility, because
recent legislation (Ch 980/95 [AB 1671, Katz]) appropriates $82,000 to
the Department of Personal Administration (DPA) to develop and
administer a statewide telecommunications program. The status of the
DGS-administered telecommuting program is unclear, as Chapter 980
did not specifically transfer responsibility for this program from the
DGS to the DPA. Given this situation, the administration should direct
the appropriate agency, or agencies, to develop the cost-benefit analysis
of telecommuting.

Improving Employee Productivity Through Videoconferencing.
Videoconferencing, a method of conducting televised meetings in lieu
of long-distance travel, offers a significant reduction in travel costs. For
that reason, many state agencies have acquired, through master con-
tracts issued by the department, videoconferencing equipment and
established videoconferencing centers. Through the use of these centers,
for example, state employees in Sacramento can conduct a televised
meeting with individuals gathered at a videoconferencing center in Los
Angeles. According to the department, 22 state agencies have invested
at least $5.3 million for equipment alone. Given the millions of dollars
spent annually on employee transportation costs and related lodging
and meals—and the lost productivity while traveling—
videoconferencing appears to offer a cost-effective alternative in many
cases to travel.

Despite the obvious benefits, however, an October 1995 report on
state videoconferencing provided by the DGS states that, “ . . . usage
levels for some agencies are minimal and there is some resistance to
using the technology on a regular basis.”

Telemedicine Needs a Shot in the Arm. One of the telecommunication
technologies which has been receiving increasing attention nationally is
that of telemedicine. This involves a physician examining a patient,
making a medical diagnosis, and prescribing treatment through a video
communications link. Telemedicine has obvious potential benefits for
several state agencies. Given the cost of maintaining the state's growing
and aging prison population, telemedicine offers opportunities for cost
savings. For example, it would allow the California Department of
Corrections (CDC) to diagnose and treat prisoners in remote state pris-
ons. The CDC has indicated an interest in testing the use of this tech-
nology. As telemedicine has applicability in other state programs, such
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as state hospitals, the DGS is the appropriate state agency to guide and
facilitate the use of this technology. We believe that the department can
accomplish this without a significant impact on its resources by leverag-
ing the expertise in telemedicine which resides in the University of
California system.

Facsimile Transmission: Useful but Costly. Facsimile transmission,
commonly referred to as FAX, has been a significant benefit to govern-
ment agencies in getting information quickly from one point to another.
At the same time, it is becoming an increasingly larger cost component
of organizations' telephone bills.

While information is not available about the cost of FAX to state
government, there is some information from the private sector. For
example, a poll of Fortune 500 companies found that FAX charges
accounted for 40 percent of the average company's 1994 phone bill, and
that the number of FAX machines at each corporate location had in-
creased an average of 42 percent over a one-year period.

Despite its statewide telecommunications responsibilities, the depart-
ment has performed little, if any oversight of the state's use of FAX
machines, other than acquiring them through its master purchase con-
tracts. The department does not know how many FAX machines are
installed in state agencies, or the rate of growth, or the annual cost of
their operation, including telephone charges. Moreover, the department
does not have published guidelines or policy regarding its own use of
FAX machines.

Without guidelines, FAX machines will be used in instances where
it would be less expensive to send the information by other means
where time is not a critical factor (for example, the state messenger
service which the department manages). Moreover, given the increasing
number of state employees using desktop computers, and continuous
advances in computer capabilities (including FAX), there may be oppor-
tunities to reduce document transmission costs using desktop comput-
ers in lieu of manually-operated FAX machines. Through improved
oversight and published guidelines, the DGS can help ensure that state
agencies make the most effective use of the various document transmis-
sion options.

Electronic Commerce: Stuck on the On-Ramp? In last year's Analysis
we reported on the department's efforts to apply the concept of “elec-
tronic commerce” to state purchasing activities in order to reduce the
cost of transactions associated with procurement. Through electronic
commerce, orders, invoices, payments, and related matters, are accom-
plished electronically using computers and communication networks.
We noted that in an October 14, 1994 report, the DGS indicated that
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electronic commerce “. . . is worth doing and the state should strive for
full implementation.” We also noted, however, that the department
believed there were several obstacles to further implementation, includ-
ing the state's information technology coordination situation. Since then,
the department has continued to explore the application of electronic
commerce, including providing procurement-related information via the
Internet and automating a portion of the purchasing process.

Given the potential savings possible through the use of electronic
commerce in state government, we believe that the department needs
to be more aggressive in fostering its application and can begin by
setting an example through applying electronic commerce more fully to
its own operations.

Conclusion. We conclude that the DGS can and should improve its
oversight of telecommunications systems. Therefore, we recommend
that the Legislature adopt the following supplemental report language:

The Department of General Services' annual strategic telecommunications
plan shall identify specific long-term goals, policies, procedures, and
annual objectives for improving statewide benefits obtainable from
(1) CALNET, (2) the capital area fiber optic cable loop, (3) state telephone
usage, (4) telecommuting, (5) videoconferencing, (6) telemedicine,
(7) facsimile transmission, and (8) electronic commerce.

State Payphone Management Program
Could Be Missing Revenue Opportunities

We withhold recommendation on $451,000 and three positions re-
quested to continue and enhance the Payphone Management Program.
Further, we recommend that the Departments of General Services and
Corrections jointly report at the time of budget hearings as to how the
state will maximize General Fund revenues from pay telephones located
at state prisons, and how the use of consultants will help in this regard.

Program Has Been a Money-Maker. The Payphone Management
Program is a good example of an area in which the state has received
significant added revenues through contracts with private telephone
companies to install and operate pay telephones in state facilities. Initi-
ated in 1986-87, annual program revenue derived from the state's share
of pay telephone usage has grown from $904,000 in 1986-87 to
$12.6 million in 1994-95. Approximately 86 percent of the annual revenue
is derived from pay telephones in CDC facilities. The DGS has managed
the program since 1993-94, when it was provided two three-year limited-
term positions. The department is now proposing to make the two posi-
tions permanent, establish an additional position for administrative and
clerical support, and provide $287,000 for consultant services.
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State May Not Be Maximizing Revenues. According to the DGS, the
state receives 22 percent to 32 percent of noncoin pay telephone revenue
and 44 percent of coin revenue. As noted in our review of the CDC in
the Judiciary and Criminal Justice section of this Analysis, annual reve-
nue from prison pay telephones could more than double if the state was
able to obtain the higher fee-sharing arrangements that other states have
obtained. Any additional revenue which may be obtainable from a more
favorable fee-sharing arrangement has been deferred, however, because
the DGS and the CDC recently agreed to extend the current contracts
a second time, until August 1997, rather than allow them to expire in
August 1996. We understand that the extension was made because the
DGS and the CDC were unprepared to rebid the prison pay telephone
contracts this year.

Value of Consultant Contracts Not Clear. In addition to our concern
that the state might be missing an opportunity to increase pay tele-
phone revenue substantially, it is not clear that the $287,000 requested
by the DGS for consultant services for this program is necessary. Of this
amount, $175,000 is proposed for marketing support to increase the
installation of pay telephones in state agencies, and related services, so
as to increase General Fund revenue from this program. Given the
significant growth in revenues generated by this program over the past
several years, and the interests and marketing resources of the compa-
nies holding state pay telephone contracts, it is not clear why the state
needs to do any marketing of its own. Similarly, it is not clear why the
state should expend up to an additional $112,000 for a consultant to
evaluate proposed changes to Public Utilities Commission and Federal
Communications Commission regulations.

In view of the above, we withhold recommendation on $451,000
requested for the Payphone Management Program and recommend that
the DGS and CDC jointly report at the time of budget hearings as to
how the state will maximize General Fund revenues from pay tele-
phones located at state prisons, and how the use of consultants will
help in this regard.

State Public Safety Microwave Network Funds
Should Not Be Included in Base

We recommend that the Legislature approve $2.2 million requested
to continue the upgrade of the Public Safety Microwave Network, and
adopt supplemental report language directing the Departments of Gen-
eral Services and Finance to not include this amount in the depart-
ment's baseline budget beyond 1996-97.
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Plan Prepared in Response to Legislature's Direction. The Public
Safety Microwave Network (PSMN) is a statewide microwave system
operated by the DGS since 1978 to meet the communications needs of
all public safety agencies within the state. In last year's Analysis, we
noted that the DGS had embarked on a plan to upgrade the system at
an estimated cost of $90 million. This involved converting its equipment
to digital technology in order to keep up with the needs of its customer
agencies. We pointed out, however, that the department had not yet
prepared a conversion plan. In addition, it was not clear what effect the
system upgrade would have on the fees charged by the DGS to client
agencies. For these reasons, the Legislature adopted supplemental re-
port language requiring the department to develop a conversion plan.

The plan submitted on January 22, 1996 provides the Legislature with
a much better understanding as to how the DGS intends to accomplish
the conversion. On that basis, we recommend that the Legislature ap-
prove the $2.2 million requested to continue the upgrade of the PSMN.
Because the request is for one-time equipment purchases, we further
recommend that this amount not be built into the department budget
in subsequent years. The following supplemental report language is
consistent with this recommendation:

The Departments of General Services and Finance shall not increase the
department's baseline budget $2.2 million for the purposes of replacing
microwave equipment.

Focus Misplaced on State Vehicle Fleet

We withhold recommendation on $920,000 requested for increased
vehicle operating and maintenance costs, pending information from the
Department of General Services as to the status of its efforts to auto-
mate fleet operations, including establishing a vehicle reservation
system, and other steps to improve service to its customers.

The proposed budget includes $920,000 for increased costs associated
with the operation and maintenance of the state vehicle fleet maintained
by the DGS. The bulk of this increase is to cover the rise in costs of
labor and replacement parts. A lesser portion would cover a relatively
minor increase in the amount set aside for insurance.

Most Employees Continue to Stand in Line and Wait. The DGS
operates several state garages and maintains approximately 5,000 of the
state's total fleet of around 12,000 passenger vehicles (the remainder are
spread across many other agencies). In last year's Analysis, we cited
numerous concerns with the manner in which the fleet was being man-
aged, noting that most employees who needed to use a state passenger
vehicle were unable to reserve one. Instead, employees must go to a
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state garage and personally request a vehicle, and wait if none are
immediately available. Wait time can easily exceed a half hour when
demand is high.

Employees who tire of waiting have the option of postponing travel,
traveling to a private rental agency for a vehicle, or taking their own car
if one is available. Although the department will try to arrange for a
private rental car, private agencies often have no cars available, and
even if cars are available, the employee will have to wait until a shuttle
can transport the employee to the rental lot. Not all employees have to
wait, however, as reservations are made for higher-level employees.
This situation clearly does not represent a commitment to customers
which is a hallmark of the department's performance budget effort. In
addition, it results in lost productivity.

Promised Reservation System Has Not Materialized. In response to
these concerns, the DGS stated during last year's hearings that it would
be acquiring a computer-based system to manage the fleet, and that the
system would include an automated reservation system. The depart-
ment indicated that the system would be operational by the end of
1995. According to the DGS, the implementation of the system has been
delayed due to difficulties experienced by the contractor hired to pro-
vide it. Moreover, the department indicates that it has no plans to
provide an interim reservation system for employees.

Customer Service Needs to Be Improved. A state employee who has
never checked out a vehicle from the Sacramento state garage, and who
tries to do so at a time when many employees are trying to obtain a
state vehicle, will find a tiny, crowded office with no clearly posted
instructions as to how to obtain a vehicle. Once the employee finds the
necessary form to request a vehicle, it must be brought to the attention
of a DGS employee for processing.

While the request process and waiting area beg for improvement, a
tour of the state garage itself reveals that much effort—and funds—have
gone into the vehicle maintenance and repair area, including specialized
equipment. This suggests that fleet management has an appreciation for
the technical part of fleet management, which is essential, but has not
assigned equal importance to meeting the needs of state employees who
require state vehicles in order to perform their work.

When we have raised the issue of competing with the private sector
to meet employee vehicle needs, the department has maintained that its
rental rates are significantly lower, and that putting fleet operations out
to bid would not be a meaningful exercise. On the other hand, private
rental agencies tend to be more customer-oriented, offering not only the
ability to reserve a vehicle in advance, but also the ability to drop it off
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at another location, something the department's fleet operation does not
allow.

For these reasons, we withhold recommendation on $920,000 re-
guested for increased vehicle operating and maintenance costs, pending
the department's explanation as to the status of efforts to automate fleet
operations, including establishing a vehicle reservation system, and
what other steps it intends to take to improve service to its customers.

Constant Loans From the General Fund for
911 Program Should Be Ended

We recommend the enactment of legislation requiring that telephone
service providers remit 911 telephone use surcharges within 15 days
following the month in which the surcharges were collected.

Telephone Companies Earn Interest on Monies Owed the State. The
budget proposes a temporary General Fund loan of $10.1 million to
meet the cash flow requirements of the 911 program. The loan would
be repaid in 1997-98. This is the fifth consecutive year in which a loan
has been requested. The loan is necessary because the department does
not have sufficient funds in the State Emergency Telephone Number
Account (911 Account) to cover the monthly payments to agencies
which operate the 911 system (primarily local agencies, except for the
California Highway Patrol, which handles cellular calls).

The 911 Account is funded by a surcharge on telephone calls, which
is collected by the telephone companies through their monthly billings
to customers.

Under current law, the amounts collected by the telephone compa-
nies are required to be remitted to the state no later than the last day
of the second month following the calendar quarter in which they were
collected. In other words, surcharges collected for the months of Janu-
ary through March do not have to be remitted to the state until May 31.
With statewide quarterly surcharges approximating $18 million, the
telephone companies, rather than the 911 Account, are receiving the
benefit of earned interest while they hold the surcharges, typically until
the last possible date allowed under the law, according to the DGS. At
the same time, the law provides that the state pay the telephone compa-
nies interest on overpayments the telephone companies might make in
remitting surcharge funds to the state.

Current System Hinders Cash Flow. Not only does the current situa-
tion result in telephone companies earning interest on monies owed the
state, it aggravates a recurring cash flow deficiency in the 911 Account
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which is being covered by repetitive General Fund loans. Diverting
scarce General Fund resources to cover these deficiencies prevents those
resources from being used for other pressing state needs. According to
the DGS, it would not have to borrow any General Fund monies for the
911 Account if telephone companies were required to remit surcharge
funds to the state 15 days following the month in which the surcharge
was collected. For this reason, we recommend the enactment of legisla-
tion requiring that telephone service providers remit 911 telephone use
surcharges within 15 days following the month in which the surcharges
were collected.

Baseline Adjustments Should Not Be Permanent

We recommend that the Legislature approve $5.8 million requested
to cover the increased demand for specific departmental services, and
adopt supplemental report language directing the Departments of Gen-
eral Services and Finance to not make the increases a permanent ad-
justment to the Department of General Services' baseline budget beyond
1996-97.

The budget includes $5.8 million for proposed increases in the areas
of procurement ($5.1 million) and equipment replacement ($677,000) to
cover the cost of increased customer demand. The department has
requested that the increases be made permanent adjustments to the
baseline budget. Thus, the increase would be included in future bud-
gets.

Permanent Adjustments May Not Be Warranted. The department has
committed to allow state agencies to choose among many goods and
services providers by 1999, rather than being forced to use DGS ser-
vices. Thus, we do not see the need to make the requested baseline
adjustments permanent. By moving from a monopoly operation to one
which will depend on business through competition, it is possible that
some current DGS services will be eliminated or modified substantially.
Consequently, permanent baseline adjustments are in our opinion un-
warranted at this time. For this reason, we recommend that the Legisla-
ture approve $5.8 million requested to cover the increased demand for
specific departmental services, but adopt the following supplemental
report language directing the DGS and the DOF to not make the in-
creases a permanent adjustment to the DGS' baseline budget:

It is the intent of the Legislature that the Department of General Services'
baseline budget not include an increase of $5.8 million for purposes of
procurement and equipment replacement. Additional procurement and
equipment replacement shall be justified in the annual budget process.
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Need for State Records Center Growth Unclear

We withhold recommendation on $712,000 and one position to ex-
pand the holding space of the State Records Center and support its
operation, pending a conceptual plan from the Department of General
Services, developed in coordination with the Department of Informa-
tion Technology, to reduce the amount of paper documents being sent
to the center.

The State Records Center (SRC) is comprised of two facilities located
in West Sacramento, with a combined total of 180,000 square feet. The
purpose of the SRC is to provide low-cost storage for documents owned
by various state agencies, as well as to dispose of those stored docu-
ments which no longer need to be retained. The budget proposes
$712,000 to add 70,000 square feet to the one facility which is leased,
and add an additional warehouse worker.

Why Increase Paper in the Electronic Age? According to the depart-
ment's budget proposal, the DGS must expand the SRC to accommodate
an estimated increase of 44 percent in the demand for records storage
space over the next 5 years. The budget proposal also indicates, how-
ever, that the amount of records (in cubic feet) sent to the SRC on an
annual basis has not grown with any regularity, and in fact many re-
cords were permanently removed several years ago when the Franchise
Tax Board opened its own storage facility.

We believe the department should work with the recently-established
Department of Information Technology (DOIT) to assess methods for
reducing the amount of paper generated through government operations.
We think this is particularly warranted given the administration's em-
phasis on using information technology to make government more cost-
effective, as well as the department's own emphasis on applying infor-
mation technology in lieu of manual transactions. Consequently, we
withhold recommendation on $712,000 and one position to expand the
holding space of the SRC and support its operation, pending a concep-
tual plan from the DGS, developed in coordination with the DOIT, to
reduce the amount of paper documents being sent to the center.

PROPERTY MANAGEMENT SERVICES

Status of the Capitol Area Plan

The Department of General Services is currently reassessing the
Capitol Area Plan (CAP)—the state's master plan for development of
state-owned land near the Capitol. The department should submit the
proposed changes and revised CAP to the Legislature for review and
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approval during this years' budget process. We recommend that upon
legislative approval of the CAP, the Legislature provide funds for the
preparation of an environmental impact report on the approved CAP.
Furthermore, we recommend that the Legislature not approve any new
state office projects for the Sacramento downtown area until the envi-
ronmental impact process on the CAP is completed.

Background

In 1977, the Legislature adopted the CAP, which established a frame-
work for development of state-owned land in a 72-square-block area
adjoining the State Capitol. The CAP set various land use policies for
developing additional state offices and parking garages and for provid-
ing new and rehabilitated housing, open space, public amenities, and
community development.

Figure 16 displays the major goals and elements of the 1977 plan.
Under the state office space element of the CAP, the goal is to accom-
modate about 90 percent of state office space in the greater Sacramento
area in state-owned buildings. Throughout the 1980s, however, the
percentage of state-owned office space declined in Sacramento and,
conversely, total state-leased space tripled.

Capitol Area Plan
Major Elements and Goals

Element Goal

State office space + Accommodate about 90 percent of state in state-owned buildings.
Develop 2 million gross square feet of additional office space in the
Core Area by 2000.

Transportation » Reduce single occupant vehicle trips downtown to 5 percent.
Parking facilities * Replace surface parking in Capitol Area with garages and peripheral
parking.

Develop 5,100 garage spaces and 5,300 peripheral spaces by 2000.

Housing » 3,500 residents in Capitol Area by 1986.
* Develop 975 new housing units and rehabilitate 785 units by 1986.
Land use » Develop mixed use of offices, parking, housing, and commercial

space.

Recognizing a lack of planning and implementation of the CAP, the
Legislature adopted Res. Ch 131/91 (SCR 39, Presley). This resolution
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requested the DGS to prepare a plan to consolidate, to the extent possi-
ble, state employees and functions within the Capitol Area and adjacent
areas, consistent with the CAP. In December 1992 and July 1993, respec-
tively, the DGS released the two phases of its Strategic Facilities Plan for
Sacramento. In this plan, the DGS indicated that the state would need
several million additional square feet of office space (above current
levels) in the Sacramento area over the next 20 years. The DGS also
indicated that the land use policies of the existing CAP would allow
development of only about 1 million more gross square feet of state-
owned office space in the Capitol Area.

Recognizing the need for additional office space and the potential for
long-term cost savings by developing on state-owned land, the DGS plan
called for modifying the CAP to allow increased office development. In
the Supplemental Report of the 1993 Budget Act, the Legislature directed the
DGS to reevaluate the CAP to assess the potential for increasing the
development of state office space. The DGS subsequently concluded that
about 1.8 million additional square feet (800,000 square feet more than
under the 1977 CAP) could be developed in the Capitol Area.

In 1995, the DGS engaged a panel from the Urban Land Institute
(ULI) to examine aspects of the state's office building program in Sacra-
mento. The panel spent one week visiting the city and interviewed over
125 neighborhood, government, and business representatives before
preparing its findings and recommendations. As part of its report, the
ULI indicated that about 2.2 million additional square feet of state office
space (compared to the DGS's 1.8 million square foot estimate) could be
built in the Capitol Area. The ULI also concluded that the state, in
developing new office space, should give immediate priority to locating
these offices on state-owned land in the Capitol Area. This recommen-
dation was based on both the opportunity for cost savings (from using
state-owned land) and from a land use planning perspective. Specifi-
cally, the panel was concerned that, as the city's downtown expands to
the north in the future, the State Capitol and Capitol Park would be left
on the fringe. The panel concluded that additional development on state
land east and south of Capitol Park would ensure that this area remains
a focal point within the city.

Current-Year Activities

In the current year, the DGS redirected $50,000 and received a $40,000
deficiency authorization to develop proposed revisions to the CAP,
including an increase in the amount of state office space. After comple-
tion of this work (scheduled by the spring), the DGS will submit a re-
vised CAP to the Legislature along with a request to fund the prepara-
tion of an environmental impact report (EIR) on the CAP. The comple-
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tion of an EIR will facilitate implementation of the CAP by minimizing
the time needed for environmental reviews of future building projects.

Analyst's Recommendations. We have long advised the Legislature
that it is cost-effective for the state to own its office space. We also
concur with the DGS that the state should place high priority on devel-
oping state-owned land close to the Capitol. We will review the DGS's
proposed changes to the CAP when it is available and make recommen-
dations as appropriate to the Legislature.

We also recommend that the Legislature not approve funding for
preparation of an EIR or any other aspects of the CAP until the Legisla-
ture has approved the CAP. (This approval could be through separate
legislation, budget act language or supplemental report language.) In
reviewing the CAP, the Legislature should consider at least the follow-
ing elements of a revised plan:

= The extent to which more intensive office development in the
area will affect (1) other land uses (such as parking or housing),
including any current land use designations in the CAP and
(2) traffic in the downtown area.

= Provisions for parking and assumptions about future commute
patterns. (As noted in Figure 1, the 1977 CAP envisioned a signif-
icant decrease in single occupant vehicle commutes, which has
not occurred.)

= Provisions related to housing, including number and types of units
on state-owned property. We note that the DGS has indicated its
intention to dispose of 59 state-owned properties in the Capitol
Area that are currently used for residential or commercial purposes.

Finally, with respect to state office projects in downtown Sacramento,
we recommend that the Legislature not consider any such proposals
until it has reviewed and approved the CAP and the EIR process on the
revised CAP is completed. This approach would be consistent with the
ULI's recommendation that the state's first priority for new office devel-
opment should be in the CAP. In addition, it will ensure that all new
projects are consistent with the Legislature's priorities within the CAP.

Surplus State Property Inventory

We recommend modification of the state Surplus Property Inventory
law to require the Department of General Services to first seek authori-
zation from the Legislature prior to selling any property. Until such
legislation is enacted, we recommend that the Legislature budget any
amount appropriated to the department to study specific properties for
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sale in a separate budget item. Further, we withhold recommendation
on $1,385,000 in Item 1760-001-0002 for studies/assessments of specific
properties, pending further discussions with the department on the
proposed uses of these funds and the results of previously funded stud-
ies.

Background. As part of the implementing legislation for the 1994
Budget Act, the Legislature enacted Ch 150/94 (AB 2384, Assembly
Ways and Means Committee), which required the DGS to identify state-
owned property that is unused or underutilized by state agencies. (This
legislation was enacted at a time when the state had experienced several
years of budget shortfalls and with the expectation that sales of surplus
properties would rather quickly generate additional General Fund
revenues.) These properties—designated as the Surplus Property Inven-
tory—are to be made available for sale, lease, or exchange to state
agencies, local government, and the public. The department was re-
quired to prepare a plan for sale of these properties and submit this
plan to the Legislature by January 1, 1995. Starting in 1995-96, the DGS
is to sell, lease, or exchange at fair market value at least 10 percent of
the properties on this statewide inventory each year. Proceeds from
these transactions are to be deposited in the General Fund. The depart-
ment is to report each January on activity related to the disposition of
properties on the inventory.

Surplus Inventory. Pursuant to Chapter 150, the department evalu-
ated almost 900 properties, which were then divided into five catego-
ries. In category 1 are properties in which the entire site is appropriately
used for a state purpose. Category 2 includes those properties already
declared surplus by the Legislature through the state's existing surplus
property process. In the required January 1995 report, the DGS identi-
fied 166 properties in the remaining three categories of the Surplus
Property Inventory:

= Category 3. A total of 69 properties (607 acres) where 100 percent
of the site is not used for any state program. Of this total, 59 are
state-owned properties used for residential and commercial pur-
poses located south of Capitol Park in downtown Sacramento
(known as the Capitol Area).

e Category 4. A total of 29 properties (13,104 acres) of which a
portion of each site is unused.

= Category 5. A total of 68 properties (16,844 acres) of which a
portion of each site is underutilized. These consist mainly of
buffer zones around prisons and parking lots at county fair-
grounds.
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The department's report contains some important caveats. First, the
acreage listed for each property on the inventory is the entire property,
including all existing facilities. The DGS indicates that the portion of the
property that is unused or underutilized, and thus might be sold, can-
not be determined without further study in conjunction with the land-
holding agency. Second, the inventory was undertaken in a relatively
short time frame (six months). Thus, the list consists of all potential
unused or underutilized properties, based on the DGS's initial review.
According to the DGS, several of the departments with properties listed
on the surplus inventory have expressed concern over this designation.
For example, the CDC and the Department of the Youth Authority are
concerned that lands they consider to be buffer zones around some of
their institutions are on the inventory. The DGS indicates that, as it
works with the various agencies to determine their future needs and
study specific sites, properties might be removed from the surplus
inventory.

Disposition Plan. The DGS indicated that its plan to dispose of the
surplus properties would include the following:

= Category 3 Properties. In 1995, begin marketing a portion of the
59 DGS properties in the Capitol Area and all of the other cate-
gory 3 properties. Sell, lease, or exchange a minimum of
10 percent of these properties annually as required by Chapter
150.

« Category 4 and 5 Properties. Work with the landholding agencies
to define the surplus areas of these properties. Over a two-year
period (1995 and 1996), define these areas for at least 10 percent
of the properties and 10 percent annually thereafter. Market at
least 10 percent of these properties annually starting in 1997. The
DGS indicates that the category 5 properties will be the least
marketable sites because they will be available for lease and not
for sale.

In the 1995 Budget Act, the DGS received $655,000 for stud-
ies/assessments of ten properties in categories 3 or 4. These studies are
in various stages of completion. In the 1996-97 budget, the department
is requesting $1,385,000 for studies of 39 properties in categories 3, 4,
and 5.

Analyst's Concern With the Law. Our concern with the existing law
is that the Legislature has essentially been removed from future deci-
sions regarding the sales of state property. Under this law, by placing
any property on the surplus inventory, the DGS has all necessary au-
thority from the Legislature to dispose of that property. In some cases,
the Legislature might not concur with sale of certain properties as
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identified by the DGS. For example, the Legislature might believe that
it is not in the state's long-term interest to sell any property in the
Capitol Area or to sell property adjacent to a state prison at a time
when the prison population is growing significantly. We believe that
the Legislature should have more involvement in the process than
provided by current law. The Legislature should participate in decisions
regarding the use of state property based on legislative priorities and
perspectives regarding the state's long-term property needs.

Analyst's Recommendation. We recommend that the Legislature
modify the existing law to require the DGS to annually submit and
receive legislative authorization for those properties that it proposes to
sell. Until such legislation is enacted, we recommend that the Legisla-
ture budget in a separate item the funds requested by the DGS for
studies/assessments of properties included in the surplus inventory.
This will allow the Legislature to consider the merits of the DGS's
proposals to study specific sites and fund only those that are consistent
with legislative priorities.

Budget Proposal. As mentioned above, the budget includes
$1,385,000 for site studies/assessments of properties on the surplus
inventory. Though the budget request covers 39 properties, about three-
fourths of the total amount ($1,050,000) would be for the following six
assessments:

= $500,000 to develop a master plan for Agnew Developmental
Center, West Campus, which has been closed.

= $250,000 to develop a plan for selling the 59 housing/Zcommercial
properties in the Capitol Area.

= $100,000 to develop a plan for selling unused land at the Califor-
nia Institution for Men, Chino.

= $100,000 to assess the potential for disposing of the Stockton
Developmental Center, which is being closed in 1995-96.

= $50,000 to assess unused land at Folsom State Prison.
= $50,000 to assess unused land at Metropolitan State Hospital.

We have not been able to determine whether the amounts requested
for these activities are appropriate or necessary. For instance, we note
that in our analysis of the DGS's current efforts to revise the CAP, we
recommend that the Legislature not provide additional funding for an
EIR for this area until it has reviewed and approved any proposed
changes to the area plan. Similarly, the $250,000 request listed above
involving residential/commercial properties in the Capitol Area should
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likewise not be approved pending legislative review of any revisions to
the plan. With regard to another of the proposed assessments, the DGS
received $250,000 in the current year to prepare a master plan for the
California Institution for Men in Chino. According to the DGS, the first
phase of this plan will not be completed until March 1996. Thus, we
cannot determine whether the department's request for an additional
$100,000 to assess this property in 1996-97 is appropriate.

The $1,385,000 request is about twice the amount that the DGS re-
ceived in the current year for property evaluations. A few of the funded
studies have been completed, but most are still underway. Conse-
guently, we cannot yet evaluate the results of previously funded studies
and determine the extent to which a large increase in overall funding
for similar activities is merited in 1996-97. We therefore withhold rec-
ommendation on this request pending (1) a review of the previously
funded studies as they are completed and (2) further discussions with
the DGS on the amounts for and specific purposes of these evaluations.

State Office Space Requirements

We recommend the Legislature adopt supplemental report language
requiring the Department of General Services to modify its current
policies with regard to building standards for new state leases and
building acquisitions.

As the state's property and leasing manager, the DGS is responsible
for acquiring most of the general office space used by state agencies.
This includes both state-owned facilities and space leased from the
private sector. Statewide, agencies occupy 21.5 million square feet of
space that is controlled by the DGS—6.8 million square feet that is state-
owned and 14.7 million square feet of leased space. These offices are in
several thousand buildings of varying size, age, and quality throughout
the state.

When a new building is constructed or when an existing building
undergoes significant alterations, such improvements must be made in
accordance with regulations embodied in building codes. These codes
govern all elements of building construction and are established in part
to ensure that building occupants (1) have a safe environment in which
to work, (2) can exit the structure in case of a fire, and (3) will survive
an earthquake. In addition, the codes also prescribe means of providing
appropriate access into and throughout a building for disabled individ-
uals.

For California, building construction is governed by the California
Building Standards Code which is published by the California Building
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Standards Commission. Local governments, however, may apply more
stringent requirements than the state standards for buildings under
their jurisdiction. Building codes are usually modified every few years
as new knowledge is gained about the performance of buildings (such
as during an earthquake) or to implement new government policies
regarding such features as access for the disabled or energy efficiency.
Due to this regular “updating” of code requirements, most existing
buildings do not meet all current building codes. This does not imply that
most buildings are unsafe for occupants, however, and the codes do not
require immediate building alterations to meet updated requirements.
Currently, the DGS has inconsistent policies in its treatment of state-
occupied space with regard to current building requirements.

Policy for Existing State-Owned Buildings. The DGS does not have
a policy to periodically renovate a state-owned building to bring all
building systems to current codes. As noted above, such a policy would
be unnecessary. Very few state-owned buildings meet all current codes,
but these buildings generally are safe and accessible for state employees
and visitors. When state-owned buildings are renovated for program-
matic reasons, the required code compliance improvements are made
to those building areas that are renovated. In addition, the State Archi-
tect has surveyed state-owned buildings to determine those which are
seismic safety hazards. The structural elements of these buildings will
be strengthened on a priority basis financed from general obligation
bonds approved by the voters in 1990.

In our view, the department's policy on existing state-owned build-
ings is eminently reasonable. In fact, we know of no other em-
ployer—public or private—that has a different policy. As such, it is
difficult to understand why the department has adopted different stan-
dards for newly leased or acquired state buildings.

Policy for State Leasing. Leasing of facilities for state agencies is the
responsibility of the DGS's Office of Real Estate and Design Services
(OREDS). The office has established certain administrative policies
regarding building standards required for either newly leased buildings
or renewals of existing leases. These policies generally require that
leased buildings (1) be free from hazardous asbestos conditions,
(2) meet the requirements of the Americans with Disabilities Act, and
(3) meet all current building code requirements except regarding struc-
tural safety, for which an earlier, less stringent building standard is
applied.

Thus, under the OREDS' requirements, even if a state agency had
occupied a leased building for ten years and wished to renew its lease,
the building owner would have to renovate the building in order to
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meet the current code requirements. Otherwise, the state could not
remain in that building. Even if the building was renovated, the owner
would again have to make it conform with building codes in place at
the time of any future lease expiration. In essence, this state leasing
policy results in the state financing improvements to privately owned
buildings—improvements which are not required under the building
code and are not necessary from the standpoint of providing a safe
work environment. This policy is both costly and disruptive to the
affected state programs. In addition, this policy can have the effect of
reducing the choice of sites that could be available for the state to lease
because some building owners may be unwilling to make such im-
provements.

Policy for Acquiring State-Owned Buildings. If the state constructs
a new office building, that building will of course comply with all
building codes in place at the time. The state can also obtain additional
state-owned office space by acquiring an existing, privately owned
building. The DGS policy for such acquisitions, however, is that the
acquired building, regardless of age, must meet all current building
codes. As a result, a privately owned building might be comparable to
or better in quality than existing buildings the state already owns, but
under the DGS policy, this building would be unacceptable for state
acquisition without altering it to meet all building codes. This policy
could therefore significantly increase the cost of buying a building or
make such a transaction infeasible.

Policy Should Reflect Code Requirements Only. As discussed above,
although building codes change every few years, most existing build-
ings are not unsafe. In those cases where a change in a building code
is deemed to require immediate corrections to existing buildings, the
codes will require retroactive application of the changes.

The DGS requirement to bring all leased or purchased buildings to
all current codes (regardless of a need to do so) is costly and limits the
choice of potential buildings for state use. We therefore recommend that
the Legislature adopt the following supplemental report language di-
recting the DGS to apply the following policy with regard to building
requirements for state leases and building acquisitions.

The Department of General Services shall, in obtaining leased space or
renewing existing leases or in purchasing office space, only require build-
ing improvements that (1) are specifically required under applicable
building codes because of building alterations or (2) are retroactive re-
quirements of the applicable building codes. In purchasing office space,
the department shall require a level of structural safety comparable to
that which is acceptable for existing state-owned buildings.
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Budget Language for Architectural Services

We recommend the Legislature adopt Budget Bill language, consis-
tent with action in previous budgets, to prohibit increases in autho-
rized positions for architectural and engineering positions because
workload increases can be addressed with consultant contracts.

The Budget Bill contains two provisions which permit the adminis-
tration to augment the budget for the DGS in cases where the Legisla-
ture has approved funds for services or equipment in the budgets of
client departments. The first provision (Provision 1 under Item 1760-
001-0666) allows the DGS to augment its budget by up to 10 percent so
long as the DOF is notified within 15 days of the augmentation. The
second provision (Provision 2) permits the Director of Finance to aug-
ment the DGS' budget beyond 10 percent to accommodate unanticipated
requests from clients for which the DGS will be reimbursed.

The two proposed provisions are identical to provisions contained in
the 1994 Budget Act and the 1995 Budget Act with one exception. Lan-
guage was also included in the two previous budgets stating that the
DGS could not use the provisional expenditure authority to add posi-
tions for architectural and engineering services in the Division of the
State Architect (DSA). The DSA's Architecture and Engineering Services
section provides architectural, engineering, and construction support
services for state capital outlay projects and some special re-
pair/deferred maintenance projects.

In our Analysis of the 1994-95 Budget Bill, we noted that the responsi-
bility for managing the design and construction of major capital outlay
projects (those with a total cost over $250,000) is the responsibility of
the Office of Project Development and Management (OPDM) within the
DGS. As part of this management responsibility, the OPDM in consulta-
tion with the DSA, determines which projects will be designed by the
DSA and which projects will be designed by private design consultants.
This practice allows the state to more efficiently manage fluctuations in
workload and prevents the need for layoffs when workload decreases.
We indicated that the DSA therefore did not require any authorization
to increase design staff because design work that cannot be accom-
plished by existing DSA staff can be contracted out. Consistent with
that recommendation, we recommend that the Legislature again add the
following budget language to Provisions 1 and 2 under Item 1760-001-
0666.

The Department of General Services shall not use this authority to in-
crease the number of positions in the Division of the State Architect,
Office of Design Services, for architectural or engineering services.
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STEPHEN P. TEALE DATA CENTER (2780)

The Stephen P. Teale Data Center (TDC) is one of the state's two
general purpose data centers (the other is the Health and Welfare
Agency Data Center). It provides a variety of information technology
services to over 200 state agencies. The cost of the center's operation is
reimbursed by these client agencies.

The budget proposes $78.4 million from the TDC Revolving Fund for
support of the center's operations in 1996-97. This is an increase of
$1.6 million, or 2.1 percent, over estimated current-year expenditures.
The primary reason for the increase is the addition of computing capac-
ity to meet customer demand.

Legislative Direction Vetoed, But Followed in Part

Of three oversight requirements included by the Legislature in the
1995 Budget Bill, but vetoed by the Governor, two are being addressed
by the administration in a manner that we believe may achieve part of
the Legislature's intent.

In passing the 1995-96 Budget Bill, the Legislature included language
intended to address several areas of concern with the operations of the
TDC. The concern developed over recent years as the result of the data
center's equipment acquisition practices and certain of its business
decisions, primarily those relating to cost recovery for certain services
provided to customer departments. To address these concerns, the
Legislature adopted Budget Bill language last year that required:

=« An independent review, by the State Auditor, of the data center's
billing and cost recovery practices.

= That the director not commit the data center to any fiscal obligation
exceeding $250,000 for computer projects about which the Legislature
had not been specifically informed in writing.

= A Policy Advisory Council to provide oversight regarding the data
center's plans and policies to respond to customer needs for comput-
ing and network services.

All three requirements were vetoed by the Governor. However, the
intent of some of the requirements may eventually be met.
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Administration Orders Audit. The proposed budget includes
$400,000 to reimburse the Department of Finance (DOF) for an audit of
the data center, which is anticipated to be completed within six months
of the approval of the 1996-97 budget. The audit will review the data
center's billing system and cost recovery methodologies. We believe that
this audit should provide a level of review which will satisfy the Legis-
lature's intent in this regard.

Increased Oversight by Administration Has Occurred. As regards the
requirement that the TDC notify the Legislature prior to committing to
certain expenditures, we believe that increased oversight of data center
operations by both the center's parent agency (Business, Transportation,
and Housing Agency) and the DOF, while not directly satisfying the
Legislature's desire for notification, has addressed the underlying con-
cern which led to the notification requirement. For example, the agency
reviewed the data center's finances and directed reductions totaling
$2 million in the current year, while the DOF has subjected major
equipment expenditure proposals to a more thorough level of scrutiny.
It is evident that the increased fiscal oversight of data center operations
and new proposals, which these two agencies have brought to bear,
provides a level of assurance that data center decisions to initiate new
projects and acquire computers will receive appropriate external review.

What's Wrong With Customer Oversight? The requirement to estab-
lish a policy advisory committee to oversee data center activities would
have allowed TDC customer departments to perform the same oversight
role which customers of the Health and Welfare Agency Data Center
have had for years. We believe that such customer involvement can
help to ensure the long-term viability of a data center by ensuring that
it deals with the interests of its client base, as opposed to making its
own determinations as to what is best for customers. Moreover, a policy
advisory committee would have a different focus than the agency and
the DOF, and therefore would not be duplicative of the efforts of those
two organizations. Given the administration's reluctance to increase
customer involvement, and the fact that a comprehensive audit of the
data center will be completed in 1996-97, we believe that the best ap-
proach regarding the matter of customer involvement may be to wait
until the audit report is issued and see what actions the administration
takes in response to the audit's findings and recommendations.

Will Money-Losing Service Break Even?

We withhold recommendation on $410,000 requested for support of
the Human Resources Information System pending information from
the data center, as to its plans to make this system self-supporting.
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Background. The Human Resources Information System (HRIS) has
been developed and enhanced over the past several years by the data
center to provide leave accounting and other personnel-related services
to client agencies. According to the data center, it will expend an esti-
mated $410,000 in the budget year to support the system.

In last year's Analysis, we questioned whether the HRIS should be
phased out because another system developed by the State Control-
ler—the California Leave Accounting System (CLAS)—is partially
duplicative of the HRIS and was becoming the system of choice by state
agencies. At the same time, the number of employees covered by the
HRIS was declining.

In response to this issue, the Legislature included in the 1995 Budget
Act a requirement that the TDC and the Controller survey their clients
and determine whether the two systems should be merged, and report
their findings and recommendations to the Legislature. The reports,
made separately by each department, essentially found that while there
was overlap with respect to leave accounting, the Controller's system
was designed to interface with other personnel-related systems main-
tained by the Controller, and the HRIS contained unique features that
were not planned for inclusion in the CLAS. Additionally, each system
was based on different software. Consequently, the reports did not find
that a merger of the two systems was practical or warranted.

Numbers Do Not Reflect TDC's Confidence. The TDC estimates that
in 1996-97 revenues from the HRIS ($450,000) will for the first time
exceed the data center's cost to support the service ($410,000). If this
occurs, it will be a positive turnaround. The TDC's expenditures for
support of the HRIS since 1991-92 will have totaled an estimated
$3.1 million by the end of the current year, as compared to estimated
revenue for the same period totaling $1.8 million. Although the TDC
estimates that it will reverse this losing trend by more than tripling the
number of covered employees by the end of the current year, we be-
lieve that this may not materialize. In this regard, we note that informa-
tion provided by the TDC last year suggested that HRIS coverage
would apply to 18,000 employees by the end of 1995, whereas the data
center now reports that only slightly more than 9,000 employees were
covered at the end of 1995. The Legislature has previously expressed
concern with the TDC undercharging for certain services because this
results in the data center's other customers making up the difference.

For these reasons, we withhold recommendation on $410,000 in-
cluded in the budget to support the HRIS, pending receipt of informa-
tion from the data center, as to its plans to make this system self-sup-
porting. This information should include the number of employees
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currently covered by the HRIS, and the basis for the data center's pro-
jection of additional customer departments.

Data Center Being Charged Too Much
To Support New Department

We recommend deletion of $840,000 proposed to support the activi-
ties of the new Department of Information Technology (DOIT), because
the funding method the administration proposes is inequitable. We
further recommend that this item be adjusted to reflect whatever new
funding method is ultimately adopted by the Legislature for the budget
of the DOIT. (Reduce Item 2780-001-0683 by $840,000)

The budget includes $840,000 to help support the recently-established
DOIT. This reflects approximately one-third of the DOIT's 1996-97
budget (the Health and Welfare Agency Data Center and the General
Fund are providing the other two-thirds of support for the DOIT).

We discussed this funding method in our January 23, 1996 policy
brief entitled, State Information Technology: An Update. In that report, we
found that the method was flawed because it allowed many other large
users of information technology to escape from helping to fund the
DOIT, which was created to oversee the information technology activi-
ties of all state agencies, not just the two large data centers. In our brief,
we recommended that the Legislature direct the administration to de-
velop a more equitable funding method. (We discuss this recommenda-
tion in more detail in our analysis of the DOIT in this chapter.) Accord-
ingly, we recommend deletion of $840,000 proposed to support the
activities of the new DOIT, because the funding method the administra-
tion proposes is inequitable. We also recommend that this item be
adjusted to reflect the new funding method adopted with respect to the
budget of the DOIT.
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HEALTH AND WELFARE AGENCY DATA CENTER
(4130)

The Health and Welfare Agency Data Center (HWDC) provides
information technology services, including computer and communica-
tions network services, to the various departments and other organiza-
tional components of the Health and Welfare Agency. The center also
provides services to other state entities and various local jurisdictions.
The cost of the center's operations is reimbursed fully by its clients.

The budget proposes $188 million for support of the center's opera-
tions in 1996-97, which is an increase of $27.6 million, or 17 percent,
over estimated current-year expenditures.

Plan to Expand the Interim Statewide
Automated Welfare System Needs Further Justification

We withhold recommendation on $15 million requested to expand by
20 the number of counties served by the Interim Statewide Automated
Welfare System, pending receipt of information, prior to budget hear-
ings, from the data center justifying this proposal.

Background. The budget includes $33 million to continue support for
the Interim Statewide Automated Welfare System (ISAWS), one of three
major projects in the Department of Social Services (DSS) transferred by
the administration in 1995 to the HWDC for project management. The
purpose of the ISAWS is to provide standardized computer support to
county welfare operations. The ISAWS is one of up to four automated
welfare system consortia authorized by the Legislature in the 1995
Budget Act. According to the Budget Act, the ISAWS is one such con-
sortium, as is the Los Angeles Eligibility Automated Determination,
Evaluation, and Reporting System (LEADER). The two other possible
consortiums are not defined in the Budget Act, but would consist of
groupings of counties not covered by the ISAWS or LEADER consortia.

In the current year, the ISAWS consortium is comprised of 15 coun-
ties representing approximately 10 percent of the state's welfare case-
load. The budget proposes to increase the level of support for the
ISAWS by $15 million in 1996-97—to a total of $33 million—to provide
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for participation by 20 additional counties. These additional counties
represent about 3 percent of the state's welfare caseload.

Proposal Conflicts With Audit Report and Is Premature. We have
several concerns with the HWDC's proposal. First, in an April 1995
review of the Statewide Automated Welfare System (SAWS) project, the
Bureau of State Audits found that the DSS' approach to welfare automa-
tion—based on the ISAWS—is too costly and is unlikely to succeed. The
report identified a number of problems with the ISAWS, including that
it cost more on a per welfare case basis than other California automated
welfare systems, would lose money for nearly ten years, and was built
on a proprietary software application that was inefficient for the type
of work needed to support county welfare operations. The report stated
that “. . . the ISAWS is not a good choice for statewide welfare automa-
tion.”

We believe that expanding the ISAWS to accommodate 20 additional
counties at a cost of $15 million is premature, because there has been no
cost-benefit analysis, nor is it clear that there is any plan to do so. Yet,
in authorizing the ISAWS as one of four consortia, the Legislature also
specified in the 1995 Budget Act that the multiple-county consortia
strategy include “. . . mechanisms for measuring and ensuring cost-
effectiveness for use of General Fund moneys.” For these reasons, we
withhold recommendation on $15 million requested to expand the
number of counties served by the ISAWS, pending receipt of informa-
tion from the data center justifying this proposal.

Statewide Automated Child Support System
Project Cost Increase Anticipated

We withhold recommendation on $25.7 million budgeted to continue
implementation of the Statewide Automated Child Support System,
pending receipt of additional information, prior to budget hearings,
regarding: (1) recent revisions in project costs, (2) the Health and Wel-
fare Agency Data Center's assessment of lessons learned from recent
pilot testing of this system, and (3) the status of enhanced federal
funding which is not currently available.

The Statewide Automated Child Support System (SACSS) is a federal
and state-mandated automated system to provide a statewide child
support enforcement tracking and monitoring capability. In 1995, the
administration transferred the responsibility to manage this project from
the DSS to the HWDC. The proposed budget includes $25.7 million to
continue project development in 1996-97.
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Project Costs Increase, Savings Decrease, and Schedule Extended. The
ten-year project costs of the SACSS, estimated at $152 million when the
Legislature approved last year's budget, are now estimated at
$260 million, an increase of $108 million, or 71 percent. The increase is
the result of several factors, including tasks which the HWDC says were
inadvertently omitted from previous cost estimates, increased county
child support caseloads, growth in the number of county sites using the
system, and a renegotiated contract with the firm hired to develop and
implement the SACSS. The HWDC's budget does not reflect the in-
creased costs which are now anticipated, and the data center has ad-
vised that a budget revision will be submitted in the spring to increase
the proposed expenditures for 1996-97.

At the same time that estimated project costs have increased, antici-
pated state and county savings over the ten-year project period have
decreased by approximately 50 percent, from $276 million to $137 mil-
lion, according to the Department of Finance (DOF). However, the DOF
indicates that beyond the ten-year period the project is expected to
break even.

In addition to changes in the project's estimated costs and benefits,
the project implementation schedule has been extended by 17 months,
from September 1995 to February 1997. This extension is due to a
longer-than-anticipated amount of time to complete the detailed system
design, and the decision to stagger the pilot testing phase in five coun-
ties.

Uncertainty of Recent Cost and Schedule Estimates. As part of the
implementation process, the HWDC recently conducted a test of the
SACSS with Fresno County to determine whether the system was ready
for wider deployment in the counties. Such “usability” testing is consis-
tent with good system development practice, and is conducted prior to
putting a new system into full statewide production in order to identify
system flaws and familiarize those who must operate the new system.

As a result of the usability test, along with experience gained in
other counties in which the SACSS has been installed, the HWDC an-
nounced in late January 1996 that it was suspending installation of the
system in additional counties and conducting an in-depth assessment
of the project. The assessment will focus on implementation issues
including training and the number of staff needed to support a state-
wide system. According to the HWDC, until the assessment has been
completed (sometime after January 21, 1996), the impacts of these issues
on costs, benefits, and schedule are not clear. (Any increased costs
resulting from this assessment would be in addition to those identified
in the recent revised estimate.)
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State's Share of Costs Uncertain. The proposed budget includes
$2.9 million from the General Fund as the state's share of project devel-
opment costs in 1996-97. This estimate, as noted above, is subject to
change. Moreover, it is based on the assumption that enhanced federal
funding, which expired on September 30, 1995, will be extended to
September 30, 1997. According to the DSS, an extension was included
in federal welfare reform legislation which was vetoed by the President,
and efforts are underway to include the extension in another bill.

Analyst's Recommendation. We withhold recommendation on
$25.7 million budgeted to continue implementation of the SACSS, pend-
ing receipt of additional information regarding: (1) recent revisions in
project costs, (2) the data center's assessment of lessons learned from the
“usability” testing of this system in Fresno County and experiences in
other counties in which the system has been installed, and (3) the status
of enhanced federal funding which is not currently available. We will
be prepared to make a recommendation once we have had an opportu-
nity to review additional information regarding these issues.

Legislative Direction on
Fraud Detection System Ignored

We withhold recommendation on $11.6 million and three positions
proposed to support the development and implementation of a State-
wide Fingerprint Imaging System, pending receipt of information from
the Health and Welfare Agency Data Center, prior to budget hearings,
on: (1) how the proposed system will address the Legislature's previous
direction to pursue the development of a biometric identification sys-
tem to deter welfare fraud, (2) the estimated costs and benefits of the
system, and (3) why the needs of the system cannot be met through use
of the automated fingerprint system maintained by the California
Department of Justice.

Background. During budget hearings last year, the administration
proposed a $250,000 augmentation to the HWDC's budget to hire a
consultant to assist with implementation of a statewide fingerprinting
system to deter welfare fraud. The Legislature rejected the proposal and
instead approved $100,000 to hire a consultant to identify a biometric
identification system (fingerprint, palm print, etc.) which best meets the
state's needs to reduce welfare fraud. The Budget Bill also included
language requiring the HWDC to report to the Legislature by January 1,
1996, regarding recommendations to ensure that the state's system
would be interoperable with other government systems.

In signing the Budget Bill, the Governor approved the $100,000, but
vetoed the Budget Bill language and indicated that he would pursue
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separate legislation to authorize implementation of “an effective fraud
detection system." He also directed the HWDC to use the $100,000
provided by the Legislature to hire a contractor to assist in developing
the necessary plans and planning documents.

Although separate authorizing legislation was not obtained, on De-
cember 14, 1995 the Director of Finance notified the Joint Legislative
Budget Committee (JLBC), pursuant to Section 27 of the Budget Act,
that he was authorizing a deficiency of $391,128 in the current year for
the HWDC in order to expedite the development and implementation
of a Statewide Fingerprint Imaging System (SFIS). These funds would
have been in addition to the $100,000 provided in the 1995 Budget Act.
In response to this proposal, the Chairman of the JLBC notified the
Director of Finance on January 12, 1996, that he did not concur with the
director's proposal. In addition, he stated that the Director should pro-
vide the budget subcommittees with the following information during
budget hearings: (1) how the proposed system will address the Legisla-
ture's previous direction to pursue the development of a biometric
identification system to deter welfare fraud, and (2) cost and benefit
data associated with the implementation and operation of the SFIS.

Budget Includes Development Funds. The HWDC's proposed budget
includes $11.6 million and three positions to develop and implement a
SFIS. According to budget documents, the purpose of the SFIS is to
detect, deter, and otherwise eliminate multiple aid case fraud for the
Aid to Families With Dependent Children (AFDC) program. Extension
of the SFIS to other programs, such as Food Stamps and Medi-Cal, is
apparently being planned. The project is on a very fast schedule accord-
ing to the “business plan” prepared by the HWDC in support of its
current-year deficiency request to the DOF. If the plan is followed, a
contract will be awarded on May 15, 1996, at which point system devel-
opment activities by the winning bidder are scheduled to begin.

Concerns With Administration's Proposal. The proposal to begin
implementation of the SFIS in the current year is not only inconsistent
with the Legislature's direction regarding current-year expenditures for
a statewide fraud detection system, but it is also inconsistent with the
normal process of justifying information technology projects. Moreover,
the proposal appears to be inconsistent with statutory direction regard-
ing the development of automated fingerprint systems. We discuss
these issues below.

No Feasibility Study Report. First, the likely costs and benefits of the
SFIS are unknown at this point because the HWDC has not prepared a
feasibility study report (FSR), as is required for any major information
technology project. Among other things, the purpose of an FSR is to
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provide a realistic assessment of project costs and benefits. Although the
proposed SFIS schedule makes no reference to the preparation of a FSR,
the HWDC advises that it will comply with the state's FSR requirements
prior to the scheduled May 15, 1996 contract award.

Existing State Fingerprint System Apparently Ignored. The state has
invested millions of dollars over the years to develop, operate and
maintain at the Department of Justice (DOJ) the world's most compre-
hensive automated fingerprint system. Moreover, current law provides
that all statewide automated fingerprint identification systems be main-
tained by the DOJ, unless a determination is made that the DOJ's sys-
tem would be costlier or incapable of meeting a department's needs.

Conclusion. In disregarding the Legislature's explicit direction, the
HWDC has embarked on a costly venture without having provided the
Legislature adequate information as to its likely costs and benefits. Nor
has the HWDC demonstrated why it should be granted an exemption
from the law requiring that statewide fingerprinting systems shall be
maintained by the DOJ.

We find that the proposal is contrary to specific direction provided
by the Legislature in the 1995 Budget Act. Thus, we withhold recom-
mendation on $11.6 million and three positions proposed to support the
development and implementation of the SFIS, pending receipt of infor-
mation, prior to budget hearings, from the HWDC on: (1) how the
proposed system will address the Legislature's previous direction,
(2) the estimated costs and benefits of the SFIS, and (3) why the needs
of the SFIS should not be met through use of the automated fingerprint
system maintained by the DOJ.

Data Center Being Charged
Too Much to Support New Department

We recommend deletion of $840,000 proposed to support the activi-
ties of the new Department of Information Technology, because the
proposed funding method is inequitable. We further recommend that
this item be adjusted to reflect whatever new funding method is ulti-
mately adopted by the Legislature for the budget of the department.
(Reduce Item 4130-001-0632 by $840,000.)

The budget includes $840,000 to help support the recently established
DOIT. This reflects approximately one-third of the DOIT's 1996-97
budget (the Stephen P. Teale Data Center and the General Fund would
provide the remaining two-thirds).

We discussed this funding method in our January 23, 1996 policy
brief entitled State Information Technology: An Update. In that report, we
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found that the method was inherently flawed, because it allowed many
other large users of information technology to escape helping to fund
the DOIT, which was created to oversee the information technology
activities of all state agencies, not just the two large data centers. In our
brief, we recommended that the Legislature direct the administration to
develop a more equitable funding method. We discuss this recommen-
dation in more detail in our analysis of the DOIT earlier in this chapter.
Accordingly, we recommend deletion of $840,000 proposed to support
the activities of the new DOIT, because the administration's proposed
funding method is inequitable. We also recommend that this item be
adjusted to reflect whatever new funding method is adopted by the
Legislature for the budget of the DOIT.




H - 98 State Administration

DEPARTMENT OF PERSONNEL ADMINISTRATION
(8380)

The Department of Personnel Administration (DPA) manages the
nonmerit aspects of the state's personnel system. (The State Personnel
Board manages the merit aspects.) The Ralph C. Dills Act provides for
collective bargaining for most state employees. Under this act, the DPA
is responsible for (1) reviewing existing terms and conditions of em-
ployment subject to negotiation, (2) developing management's negotiat-
ing positions, (3) representing management in collective bargaining
negotiations, and (4) administering negotiated memoranda of under-
standing (MOUs). The DPA also is responsible for the compensation,
terms, and conditions of employment of managers and other state
employees not represented in the collective bargaining process.

The budget proposes total expenditures of $24.6 million for support
of the department in 1996-97. The principle funding sources are:

= $5.3 million from the General Fund.
« $12.9 million from reimbursements from other state departments.
= $5.5 million from the Deferred Compensation Plan Fund.

The proposed expenditures for DPA support are $4.2 million, or
21 percent, above estimated current-year expenditures. Most of this
increase is in reimbursements from departments contracting with the
DPA for assistance in “total quality management” under the Statewide
Continuous Improvement Program. The budget proposes no change in
the level of General Fund support for the DPA.

Collective Bargaining Agreements Still Under Negotiation

We recommend that the Department of Personnel Administration
report to the budget committees during budget hearings on the adminis-
tration's collective bargaining proposals and the status of negotiations.

The DPA began negotiations in 1995 with the 21 bargaining units
that represent rank-and-file state employees (other than higher educa-
tion) for new MOUs governing compensation and other terms and
conditions of employment. These MOUs are to replace MOUs that
expired June 30, 1995. At the time this Analysis was prepared, the DPA
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had concluded negotiations only with bargaining unit 5 (California
Highway Patrol officers). This MOU was ratified by the Legislature in
Ch 768795 (SB 544, Dills), and signed by the Governor last October.
Under current law, the provisions of the 20 expired MOUs generally
remain in effect pending adoption of replacement MOUs.

The Ralph C. Dills Act directs the administration and employee
representatives to endeavor to reach agreement before adoption of the
Budget Act for the ensuing year. The act further specifies that provi-
sions of MOUs requiring the expenditure of state funds be approved by
the Legislature in the annual Budget Act before the provisions may take
effect. Historically, however, agreements often have not been reached
in time for the Legislature's consideration as part of the budget process.

In recognition of the statutory intent and the importance of these
negotiations for the 1996-97 budget, we recommend that the DPA report
to the budget committees during budget hearings on the administra-
tion's collective bargaining proposals and the status of negotiations.

Our overview of employee compensation issues in this Analysis
includes related discussion regarding state employee collective bargain-

ing.
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DEPARTMENT OF FINANCE (8860)

The Department of Finance (DOF) advises the Governor on the fiscal
condition of the state, assists in developing the Governor's Budget and
legislative programs, evaluates the operation of the state's programs,
and provides economic, financial, and demographic information. In
addition, the department oversees the operation of the state's accounting
and reporting systems.

The Governor's Budget proposes expenditures of $28.7 million
($21.7 million from the General Fund) to support the activities of the
DOF in 1996-97. This is $156,000, or less than 1 percent, more than
estimated current-year expenditures.

Oversight of the Performance Budgeting Pilot Project

We recommend that the Department of Finance advise the Legisla-
ture during budget hearings on its evaluation of the performance bud-
geting pilot project which the department oversees, and the status of
its efforts to comply with directives in the Supplemental Report of the
1995 Budget Act.

Background. In 1993, the Governor proposed a performance budget-
ing pilot program involving four departments. The purpose of the pilot
was to test the concept that performance budgeting could result in
substantial cost savings, improved program performance, enhanced
citizen satisfaction, and greater accountability. The program was subse-
guently enacted in statute in Ch 641/93 (SB 500, Hill) as the Perfor-
mance and Results Act of 1993. The DOF is responsible for oversight of
the program, and is required by Chapter 641 to evaluate the pilot to
determine the extent to which performance budgeting results in a more
cost-effective and innovative provision of government services, and
report its evaluation to the Legislature by January 1, 1996. The report
had not been released at the time this Analysis was prepared; however,
the DOF advised that it was in the process of being completed.

Investment in Program Is Significant. As noted in last year's Analy-
sis, there has been a considerable investment of state resources by the
pilot departments to implement performance budgeting; we estimated
the investment at approximately $5 million through the end of the
current year. Although most of these resources have been from the
redirection of existing funding within the pilot departments, the effort
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is nevertheless costly, because it diverts these resources from other
priority needs. Consequently, it is important that departments receive
a good return on their investment; the DOF is in a good position to
ensure this, given its responsibility to oversee the program.

Legislature Directs Department to Provide Guidance. The pilot
departments, as well as our office, have noted that there has been mini-
mal guidance from the DOF as the pilot has progressed, including the
absence of a well-defined plan to guide pilot implementation. On the
other hand, both pilot departments and the DOF have seen value in
allowing each pilot department to be creative in its approach to perfor-
mance budgeting, rather than forcing all participants into one mold. At
the same time, we have noted that too little guidance can result in
duplicative efforts, and we recommended in last year's Analysis that the
DOF provide guidelines to pilot departments to (1) ensure a standard
format for reporting performance, and (2) avoid the redundant develop-
ment of information systems to support performance budgeting. The
Legislature adopted our recommendation in the Supplemental Report of
the 1995 Budget Act. Because the evaluation report has yet to be submit-
ted and the department has not issued guidelines as directed by the
Legislature, we recommend that the department advise the Legislature
during budget hearings as to its evaluation of the performance budget-
ing pilot project, and the status of its efforts to comply with supplemen-
tal report language relating to this project.

Getting Rid of the
Department of Motor Vehicles Computers

We recommend that the Department of Finance advise the Legisla-
ture at budget hearings as to the results of its efforts to either place in
another state agency or sell, computers that are no longer needed by the
Department of Motor Vehicles.

In July 1995, the Department of Motor Vehicles officially terminated
its project to develop new vehicle registration and licensing databases.
As a consequence, computers which the department had acquired at a
cost of approximately $18 million became available either for use by
another governmental agency or sale. When this issue was discussed
during last year's budget hearings, the fair market value of the com-
puter systems was estimated at no more than $800,000. The 1995 Budget
Act requires the DOF to “make all efforts” to determine whether the
computers could be used by another state agency, and to report to the
Joint Legislative Budget Committee (JLBC) before making the computers
available for sale.
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Computers Continue to Lose Value. At the time this Analysis was
prepared, the DOF had not located another agency with which the
surplus equipment could be placed, nor had it notified the JLBC that
the computers should be made available for sale. As the computers
continue to lose value on the open market, and are fast-approaching the
point at which they will have only scrap value, we recommend that the
department advise the Legislature, at the time of budget hearings, as to
the results of its efforts to place the computers in another state agency,
or determine that they are surplus to state needs and can be sold.
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DEPARTMENT OF VETERANS AFFAIRS AND
VETERANS' HOMES OF CALIFORNIA (8955-8965)

The Department of Veterans Affairs (DVA) 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 from the sale of general obligation and reve-
nue bonds; (2) assisting eligible veterans and their dependents in ob-
taining federal and state benefits by providing claims representation,
county subventions, and direct educational assistance to qualifying
dependents; and (3) operating veterans' homes in Yountville and
Barstow with several levels of medical care, rehabilitation services, and
residential services.

The budget proposes total expenditures of $380 million for the DVA
in 1996-97. This is $5.7 million, or 1.5 percent, less than the projected
current-year expenditures. Total expenditures from the General Fund
during the budget year would be $39 million, almost exactly the same
amount as in the current year.

The 1.5 percent decrease in the overall budget reflects significant
decreases in the Cal-Vet farm and home loan program that are largely
offset by the significant increases for bringing the new veterans' home
at Barstow to full capacity.

Barstow Computer System Faces Major Delays

A new computer information system deemed essential to the opera-
tion of the new veterans' home in Barstow—and which the department
advised the Legislature would be implemented last month—will not be
completed until May 1997 at the earliest. We recommend that, at the
time of budget hearings, the department detail its proposed interim
computer system and its fiscal impact and the appropriate level of
funding required in the 1996-97 budget if the activation of the nursing
facility beds at the Barstow home were delayed until the permanent
computer system is in operation.

Barstow Timetable Slips. Although the state has operated a home for
veterans at Yountville in northern California since 1884, no veterans
home has existed in southern California until now. Construction of the
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new Barstow veterans' home was recently completed on schedule. This
is a 400-bed facility which is to include 220 domiciliary care beds, a
120-bed skilled nursing facility (SNF), and a 60-bed intermediate care
facility (ICF). Last year, at the time of the May Revision, the DVA
requested and the Legislature approved funding to activate the home
in the current year. Under the original timetable presented by the DVA,
occupation of the home was to begin in early January 1996 with full
occupation completed in October 1996.

The DVA has revised its timetable and is now scheduled to begin
occupying the home around the end of February 1996 with full occu-
pancy in December 1996. The 1996-97 Governor's Budget for the DVA,
which requests $17.1 million to operate the Barstow home, reflects the
slower timetable for its occupation.

Computer Project for Barstow Home. The 1995 Budget Act included
$2.5 million to procure and commence operation of a Veterans Home
Information System (VHIS), a computer system with the capability to
track medical billings generated by the SNF and the ICF units as well
as the costs and revenues associated with the operation of the domicili-
ary beds. In the feasibility study report (FSR) submitted in April 1995
to justify the VHIS project, the DVA stated that it “must implement a
modern VHIS prior to the opening of the Barstow facility.” The report
concluded that “a system of this type is essential if the Veterans' Home
at Barstow Administrator is to have the management tools necessary to
effectively manage the facility.”

Although the FSR included language which called into question
whether the VHIS system could be procured and operating by the
scheduled opening of the Barstow home, departmental representatives
assured the Legislature in writing in June 1995 that the procurement
process could be completed and the system fully implemented by the
target date (January 1996). The DVA stated that a relatively brief pro-
curement and implementation process would be possible because hard-
ware and software needed for the VHIS could be acquired off the Cali-
fornia Multiple Awards Schedule (CMAS) list, which consists of items
that are preapproved for purchase by state agencies. The regular bid-
ding process ordinarily takes much longer than a CMAS procurement.

Upon receiving these assurances from the DVA, the Legislature
provided the funding in the 1995 Budget Act to open the home but also
adopted Budget Bill language directing the DVA not to commence
operation of the Barstow home unless the VHIS project was imple-
mented successfully. The Budget Bill language provided an exception,
permitting the Secretary of the DVA to open the home without the
VHIS system in place if he determined that an interim accounting sys-
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tem could be implemented that would not require a significant increase
in the DVA staffing or cause a significant loss of federal trust fund or
reimbursement revenues for operating the home, including Medi-Cal,
Medicare, and fees paid by home residents. The language was vetoed
by the Governor.

Computer Project 17 Months Behind Schedule. We have recently been
advised by the DVA that procurement and installation of the VHIS
cannot be completed in time for the scheduled opening of the home.
Implementation will not be completed until May 1997 at the earliest, at
least 17 months behind schedule. In effect, the project will take four
times as long as the DVA had indicated when the Legislature approved
the 1995 Budget Act. The DVA has advised that the cause of the delay
was the DVA's discovery that acquisition of the advanced computer
system it needed through the CMAS would be too risky. As a result,
the DVA terminated the CMAS procurement process in September and
initiated a bidding process that is projected to result in a contract award
around May 1996.

At the time of this Analysis, the DVA advised that it intends to pro-
ceed with full activation of the Barstow home without the VHIS in
place. An interim computer information system yet to be specified
would be used temporarily. Because the DVA s still devising an in-
terim plan, the department is not able to advise the Legislature regard-
ing the staffing and other costs associated with this approach. Nor can
the DVA advise the Legislature yet as to what impact use of an interim
system would have on the home's ability to obtain reimbursements for
medical and other billings.

Analyst's Recommendation. Because the Legislature has not received
sufficient information about an interim solution, there is some risk that
the unknown system now being devised by the DVA could be expen-
sive to operate. Moreover, the state could end up incurring significant
one-time costs for equipment that would become obsolete upon the
activation of a permanent computer system.

For these reasons, we recommend that, at the time of budget hear-
ings, the DVA (1) detail its proposed interim computer system and its
fiscal impact on the DVA staffing and Barstow federal trust fund and
reimbursement revenues, and (2) outline the appropriate level of fund-
ing required in the 1996-97 budget if the activation of the SNF and the
ICF beds were delayed until the permanent VHIS is operating in
1997-98.

If the Legislature concludes that an interim computer system would
be too costly to the state, it should consider reducing the funding of the
Barstow home to halt activation of the SNF and the ICF beds until the
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permanent computer system has been installed and is working prop-
erly. (We note that there is less reason for concern about opening the
domiciliary beds without a permanent VHIS in place, because compli-
cated medical billings would not be necessary for these residents.)
Domiciliary residents who became ill during this interim period would
be treated at community medical facilities, but could transfer back to
the Barstow home when the SNF and the ICF beds could be activated
in a cost-effective manner.

Moratorium on Building
More Veterans' Homes Warranted

We recommend that the Legislature adopt Budget Bill language
imposing a moratorium on the development of additional veterans'
homes at least until 1997-98 because of the uncertainty of federal sup-
port for operating them as well as uncertainty over the cost of the new
Barstow veterans' home to the state General Fund.

Loan Authorized to Develop More Homes. Chapter 943, Statutes of
1995 (AB 940, Knight), initially contained provisions authorizing
$36 million in state lease-payment bonds for the construction of three
additional veterans' homes. Prior to the bill's final passage, however,
these provisions of the bill were removed and replaced with language
authorizing the State Controller's Office (SCO) to provide up to a
$1.7 million loan from the General Fund to the DVA to complete site
studies, suitability reports, environmental studies, master planning, and
architectural drawings for two proposed additional veterans' homes in
Chula Vista and Lancaster. The DVA is currently arranging to obtain
the full amount of the loan from the SCO for the purposes provided in
the legislation and intends to apply in August for federal funding to
construct the facilities.

The Legislature and the Governor have yet to enact pending legisla-
tion that would provide the state matching funds required to secure the
federal funding. Last year, the state match for building the two homes
was estimated at about $24 million, which the DVA proposes be raised
from the sale of lease-payment bonds. The DVA has indicated it will
again seek legislation this year to provide the state match.

Since enactment of Chapter 943, we believe that additional informa-
tion regarding the Barstow home's operating costs and potential federal
law changes have added substantial uncertainty regarding the desirabil-
ity of constructing new homes, as discussed below.

Operating Costs Could Be Significant. Given the state's prior diffi-
culty in projecting the cost of the Barstow home, we are concerned
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about the fiscal impact on the General Fund if additional homes are
built and opened. As recently as March 1994, the DVA had projected
that the annual cost of operating the Barstow home would be
$12.4 million, with $5.8 million contributed from the General Fund. The
annual operational cost of the Barstow home at full occupancy is now
projected to exceed $17 million, including a $10.7 million per year
contribution from the General Fund. In effect, the General Fund cost of
the new home almost doubled.

We believe the significant cost overruns in the operational budget of
the Barstow home are cause to strongly reconsider the DVA's plans and
legislative proposals to construct more homes along the lines of the
Barstow model. If that same model were followed, and no other econo-
mies achieved, the additional homes might increase the state budget by
another $36 million annually, creating an additional $22 million demand
on the General Fund.

Federal Operational Funding Uncertain. While it appears that the
costs of operating additional homes would be substantial, it is still
unclear what level of federal funding will be available to support the
medical and other costs of caring for residents of the proposed addi-
tional veterans' homes. Since the Legislature considered the issue of
building more homes last year, both the Clinton administration and the
Republican majority in Congress have proposed major reductions in the
federal agencies and programs which support the existing veterans'
homes. For example, the President has proposed to reduce Medicare
funding by $124 billion and Medicaid funding by $59 billion over seven
years in order to balance the federal budget. Republicans in Congress
proposed a $168 billion reduction in Medicare and an $85 billion reduc-
tion in Medicaid over that same period. Both Medicare and Medicaid
are a major source of funding for the existing veterans' home at
Yountville.

As of this Analysis, the President and Congress have not reached
agreement on these issues, and no overall agreement may be forthcom-
ing until after the November elections. Until an agreement is reached
on federal spending provided for these programs, there is a risk that the
federal funds and reimbursements available to operate the existing as
well as any new veterans' homes will be diminished.

Summary and Recommendation. Because the Barstow home has yet
to open, this new veterans' home model is still untested and it is un-
clear how much of its operational cost will actually be recovered
through federal funds and reimbursements. The delay in the implemen-
tation of the new computer system, as we discussed above, could affect
the level of revenues received by the home. It may be well into 1997-98
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before the state has a sound basis for projecting the fiscal impact to the
state General Fund of opening the proposed additional veterans' homes.

Because of this uncertainty we recommend the adoption of Budget
Bill language imposing a one-year moratorium on the development of
additional veterans' homes. By that time, the operating costs and reve-
nues for the new Barstow home will be more clearly established, and
the federal government is likely to have resolved whether Medicare,
Medicaid, and veterans programs will incur any significant budget
reductions that could affect the federal funding and reimbursements
needed to operate additional veterans' homes. In the meantime, the
domiciliary unit at Barstow and also the units at the Yountville home
would continue to serve the needs of veterans. Once these issues are
resolved, if the DVA still wishes to pursue additional homes, it should
report to the Legislature on their projected cost and revenues.

Specifically, we recommend adoption of the following Budget Bill
language:

The Department of Veterans Affairs shall cease the development of any
additional veterans' homes during 1996-97. If the department still wishes
to pursue the development of additional veterans' homes, it shall submit
a report to the Legislature by April 1, 1997, projecting the full operating
cost of the additional veterans' homes and the General Fund, federal trust
fund, and reimbursement expenditure authority required for each such
facility.

General Fund Cost of
Yountville Home Should Be Reduced

We recommend a $500,000 General Fund reduction in the amount
requested for operation of the Yountville veterans' home because in-
creases in federal trust funds and reimbursements received by the home
reduce the need for General Fund support. (Reduce Item 8960-011-0001
by $500,000.)

The 1995 Budget Act appropriated $500,000 in federal trust fund and
reimbursements to the veterans' home in Yountville for unspecified special
projects that would directly benefit members residing at the home. The
additional funds were generated by the home as a result of improved
collection efforts and federal funding increases. The Budget Act did not
specify whether the $500,000 was a one-time expenditure or would be
added to the funding base of the home. The DVA has since allocated the
$500,000 for various special repair projects at the Yountville facility.

The Governor's Budget assumes that the $500,000 in additional reve-
nues would continue to be received by the home during 1996-97. The
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pending budget request would permit the DVA to retain this expendi-
ture authority in the home's funding base for unspecified purposes. The
DVA has advised that it intends to use the funding to address a backlog
of special repair projects at the home. However, the DVA has not yet
determined which specific projects would receive priority for the fund-
ing. Moreover, the specific projects have not yet been submitted to
either the Department of Finance or the Legislature for review.

Analyst's Recommendation. Because the DVA has not identified its
intended use of these funds, we recommend that the $500,000 in federal
funds and reimbursements be used to offset the state's General Fund
costs of operating the home. Thus, we recommend that the home's
General Fund budget request be reduced by $500,000. This action would
help the DVA achieve a stated goal in its strategic plan of reducing the
dependence of the veterans' home on the General Fund.

We are advised that the DVA is continuing efforts to increase its
federal trust fund and reimbursement revenues. If the DVA succeeds in
these efforts, additional funding should be available for at least some
special projects once the DVA has provided justification.

Staffing Level for New Ward
At Yountville Home Is Questionable

We withhold recommendation on $572,000 requested for additional
staffing to open a new intermediate care facility at the Yountville
veterans' home, pending a review by the Department of Health Services
of the staffing plan for the new facility.

New Wards to Be Activated at Yountville Home. The 1996-97 Gover-
nor's Budget requests funding to open two new nursing facilities at the
Yountville home in facilities which have been remodeled and modern-
ized.

The DVA has requested $1 million and 25.3 personnel-years to acti-
vate a new 21-bed SNF in which rehabilitation services would be pro-
vided in remodeled Ward 2B. We believe the proposal is reasonable and
cost-effective and recommend that it be approved.

The DVA has also requested an additional $572,000 and 15
personnel-years to implement a plan to close down an outmoded ICF
and shift most of the patients to a newly remodeled facility known as
Section G. Although we believe that closure of the old ward and the
opening of Section G is reasonable, the additional staffing for nurses
requested is questionable and warrants further review before the Legis-
lature acts upon this budget proposal.
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Fewer Beds at Higher Cost. The DVA is proposing to close a 90-bed
ICF known as Annex | staffed with 23.8 personnel-years of nursing
positions, and activate an 80-bed facility providing the same level of care
in Section G staffed with 37.4 personnel-years of nurse staffing. Thus,
the proposal would provide 13.6 additional personnel-years to serve ten
fewer patients.

The DVA believes that additional staffing for nurses is necessary to
ensure the health and safety of residents placed in Section G. Specifi-
cally, the DVA has stated that the additional nursing staff are necessary
due to the floorplan of the facility, the change from an open-bay ward
to two-person rooms, and its distance from the main hospital at
Yountville.

Staffing Exceeds Licensing Standards. The Department of Health
Services' (DHS") Licensing and Certification Division establishes the
minimum staffing levels that must be met by California medical facili-
ties, including Yountville home nursing units. According to the DVA,
if Section G were staffed at the minimum level required by the DHS,
the staffing for nurses would be 20.4 personnel-years, or less than the
staffing that is proposed for the new facility or the existing facility.

Although the DHS has not formally reviewed the Section G proposal,
we are advised by the division that its lower staffing standards for ICF
are considered sufficient to ensure the health and safety of patients. If
that is the case, the additional staffing proposed by the DVA would be
unnecessary.

Analyst's Recommendation. For these reasons, we withhold recom-
mendation on the request, pending a review of the Section G staffing
plan by the DHS.
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VETERANS MEMORIAL COMMISSION (8975)

The Veterans Memorial Commission is composed of nine members
appointed by the Governor, the Speaker of the Assembly, and the Sen-
ate Rules Committee. The panel is authorized to raise and expend
funds, including contributions from private donors as well as those
received from a check-off on state income tax forms, to build a Veterans
Memorial on the grounds of the State Capitol.

The Veterans Memorial Commission does not appear in the Budget
Bill. This is because the Veterans Memorial Account, into which any
contributions are transferred, is continuously appropriated without
regard to fiscal year. The commission estimates that it had cash on hand
and deposits of $250,000 as of June 30, 1995. The commission projects
that it will receive $172,000 in revenues and expend $79,000 in 1996-97.

Commission Should Be Abolished

Because the fund-raising efforts for the memorial have failed, we
recommend enactment of legislation to abolish the Veterans Memorial
Commission and provide for a transfer of its remaining assets to an
appropriate private or public program that would benefit California
veterans. We recommend that the Secretary of Veterans Affairs report
to the Legislature at budget hearings regarding his recommendation as
to an appropriate recipient of these funds.

The Veterans Memorial Commission was created in 1985 to raise
private donations to build a memorial to all California war veterans. In
1991-92, $700,000 in funds that had been raised to build a memorial to
California's Vietnam War veterans was transferred to the commission
to assist with the construction of the new memorial to all California war
veterans. That same fiscal year, the Legislature enacted Ch 481/91
(SB 1029, Rogers) to establish a check-off to the state income tax form
to raise additional contributions from taxpayers for the new memorial.
The tax check-off provision will expire at the end of 1996.

Fund-Raising Effort Not Successful. At the end of 1995-96, after five
years of extensive fund-raising activities, the memorial construction
account had only about $250,000 in cash and deposits, less than half the
money that was available in the fund when it began the effort. A 1994
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Department of Finance audit found that the commission expended
hundreds of thousands of dollars on fees for private fund-raising con-
sultants, direct-mail fund-raising solicitations, administrative costs, and
one staff position with little or no return in contributions to the memo-
rial construction fund. We estimate that the commission would have
$1.5 million available today had it simply set aside the surplus funds
received from the Vietnam Veterans Memorial and the tax check-off,
invested the funds in the state's Pooled Money Investment Account, and
engaged in no fund-raising activity of its own.

Last year, commission officials advised the Legislature that they
expected to complete their fund-raising activity and break ground for
the new memorial by November 1995. However, memorial fund-raising
has not improved much since that time, and it now appears very un-
likely that the commission will achieve its fund-raising goal. That is the
case, even though the commission recently reduced that goal from
$2.8 million to $1.2 million to reflect a cost-saving redesign of the pro-
posed memorial. The state income tax check-off, which is expected to
generate $112,000 in memorial contributions during 1996-97, will expire
at the end of 1996, depriving the memorial account of almost its only
source of revenues.

Analyst's Recommendations. For these reasons, we recommend the
enactment of legislation to abolish the commission and transfer its
assets to an appropriate private or public program that would benefit
California veterans. We recommend that the Secretary of Veterans
Affairs report to the Legislature at budget hearings regarding his rec-
ommendation as to an appropriate recipient of these funds.
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TAax RELIEF (9100)

The state provides local property tax relief, both as subventions
to local governments and as direct payments to eligible taxpayers,
through seven different programs. The two largest are the Homeowners'
Property Tax Relief (homeowners' exemption) and the Renters' Tax
Relief (renters' credit) programs.

As required by the State Constitution, the homeowners' exemption
grants a $7,000 property tax exemption on the assessed value of owner-
occupied dwellings, and requires the state to reimburse local govern-
ments for the resulting tax loss. The exemption reduces the typical
homeowner's taxes by about $75 annually. This is the amount that
otherwise would be owed on the $7,000 exemption at the statewide
average property tax rate of 1.06 percent (including debt levies). The
Governor's Budget proposes an expenditure of $393 million on this
program in 1996-97.

The renters' credit provides a refundable tax credit to Californians
who rent their principal place of residence as of March 1 each year. The
credit is applied first to any income taxes due, with any balance paid
directly to the renter as a refund. Persons with no income tax liability
must file a return to receive the tax relief payment. The amount of the
credit is $60 for single renters and $120 for married couples or heads of
households. The renters' credit program was suspended for three years,
beginning in 1993, as one of many spending reductions enacted to
address the state's budgetary problems. The program was reinstated
beginning on January 1, 1996. The Governor's Budget, however, pro-
poses eliminating this program effective January 1, 1996. The estimated
cost for this program if it were not altered or discontinued in 1996-97
would be approximately $517 million.

Historical Background

The homeowners' exemption and renters' credit were established to
mitigate rapidly rising property taxes in the late 1960s and early 1970s.
The homeowners' exemption was established by Proposition 1A in 1968
to provide homeowners with direct property tax relief. Recognizing that
renters also pay property taxes indirectly through rental payments, the
Legislature simultaneously passed companion legislation which ex-
tended tax relief primarily to renters. Specifically, this legislation,
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Ch 1/68 (SB 8, Miller), doubled the personal income tax standard de-
duction, which most renters use to calculate their income tax liabilities.
This legislation was contingent upon the voters' passage of
Proposition 1A, establishing the homeowners' exemption.

The modern renters' credit was one element of a comprehensive prop-
erty tax reform package, Ch 1406/72 (SB 90, Dills), passed by the Legisla-
ture in 1972. Among other changes, this legislation increased the home-
owners' exemption to its current level ($7,000) and placed limits on prop-
erty tax rates. It also created the renters' credit by establishing specific
credits which renters could use to reduce their income tax liability.

Proposition 13 Has Reduced
The Need For General Property Tax Relief

The original renters' credit and homeowners' exemption were estab-
lished during times of rapidly rising property tax liabilities. However,
as we have indicated in previous analyses, the passage of Proposition 13
in 1978 has significantly reduced the need for general property tax
relief. Both homeowners and renters have benefited from the reductions
in property taxes resulting from the measure, which limits the property
tax rate to 1 percent and limits the maximum allowable annual rate of
increase in assessed value to 2 percent.

As a result of Proposition 13, property tax liabilities have dropped
significantly. For instance, just prior to the passage of the proposition
in 1977, Californians paid 5.5 percent of their total personal income in
property taxes. Today, that figure is about 2.6 percent.

Consequently, it is unclear why the state needs to continue to pro-
vide additional property tax relief through the renters' credit and the
homeowners' exemption. While the former can be eliminated through
statute (as proposed by the Governor), the latter would require a consti-
tutional amendment approved by the voters.

Other Considerations

While the renters' credit program was created to provide property tax
relief, it is often viewed in the context of general tax relief. The renters'
credit is primarily claimed by low- and moderate-income taxpayers.
According to projections for the 1996 tax year, three-fourths of those
eligible to claim the credit will have less than $30,000 in annual income
(see Figure 17). In fact, projections indicate that 42 percent of those
eligible for the credit will have no income tax liability. Most of these
individuals will have less than $10,000 in annual income.
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Figure 17

Renters' Credit

Claimants by Income 2

Number of Returns  Percent of

Adjusted Gross Income (In Thousands) Total
Less than $10,000 1,769 30.9%
$10,000 to $20,000 1,476 25.8
$20,000 to $30,000 1,049 18.3
$30,000 to $40,000 642 11.2
$40,000 to $50,000 377 6.6
More than $50,000 415 7.2
Totals 5,728 100.0%

@ Based on projections for the 1996 tax year.

Given the income of those eligible to claim the renters' credit, many
have come to view this program as a means for easing the tax burden
of lower-income residents of the state. In fact, the Legislature and Gov-
ernor recognized this aspect of the renters' credit program in 1991 and
1992. In order to limit spending, the credit was modified by making
higher-income renters ineligible.

In deciding how to respond to the Governor's proposal to eliminate
the renters' credit, the Legislature faces a difficult calculus. On the one
hand, this program (along with the homeowners' exemption) can be
viewed as it was originally intended—as property tax relief. In this case,
it is no longer needed.

If, however, the renters' credit is viewed outside of this context and
considered as an issue of general tax relief, the Legislature will have to
make its decision with consideration of a variety of factors:

e The Existing Allocation of Tax Burden Across Income Classes.
Eliminating the renters' credit would result in an increase in the
tax liabilities for those typically lower-income individuals who
are currently eligible to claim the credit.

= How That Burden Would Change, Based on the Elimination of the
Renters' Credit and the Potential Implementation of the Gover-
nor's Other Tax Proposals. In addition to the elimination of the
renters' credit, the Governor has proposed a reduction in income
taxes (see Part V of the Perspectives and Issues). This proposal would
change the relative tax burden of California income taxpayers.
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= The Relative Treatment of Homeowners and Renters. In addition
to the homeowners' exemption, homeowners benefit from re-
duced state and federal income taxes as a result of the deductibil-
ity of property taxes and mortgage interest. Renters do not re-
ceive similar preferences.

Thus, in making its decision on the renters' credit, the Legislature
should consider what purpose the program serves and how this pro-
gram fits in with the overall allocation of the tax burden.
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LOCAL GOVERNMENT FINANCING (9210)

This budget item reflects state appropriations to local governments
for a variety of purposes, including:

Supplemental Subventions Program. In 1980-81, the Legislature fully
exempted business inventories from the property tax and increased the
existing business inventory subvention to reimburse local agencies for
the lost property taxes. Under this arrangement, the Legislature provided
100 percent reimbursement for business inventory revenue losses in
1980-81 through 1983-84. Beginning in 1984-85, the Legislature repealed
the business inventory subvention and began providing a new “Special
Supplemental Subvention” to reimburse local agencies for any further
revenue loss related to the repeal of the business inventory subvention.
The special supplemental subvention to cities was ended in 1988-89, but
redevelopment agencies are still eligible for such subventions.

Monterey County Viewshed Subvention. The California Wildlife,
Coastal and Park Land Conservation Act (Proposition 70) made a total
of $25 million available to Monterey County for projects to preserve
viewshed in the Big Sur area.

In the current year, the budget estimates spending on the program
at $27 million. For 1996-97, the budget proposes expenditures of
$164.9 million, with the increase due to a major new proposal regarding
local law enforcement.

Citizen's Option for Public Safety

We recommend deletion of $150 million from this item because local
law enforcement is more appropriately financed and controlled at the
local level.

The Governor's Budget provides $150 million of state funds for local
law enforcement under the Citizens' Option for Public Safety (COPS)
program. Specifically, the administration proposes to modify the state's
personal income tax forms to allow taxpayers to decide whether
1 percent of their income tax liability should be subvened to local agen-
cies to augment police, sheriff and prosecution programs. The adminis-
tration estimates that three-quarters of California’'s income tax filers will
participate in this “check-off” program, providing $150 million annually
to local agencies.
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As we discuss more fully in our “Counties and the 1996-97 State
Budget” piece in Part V of the Perspectives and Issues, local law enforce-
ment is more appropriately financed and controlled at the local level.
Accordingly, we recommend the Legislature delete the funds provided
for the COPS subvention. If the Legislature wishes to provide additional
revenues to cities and counties, we recommend that the Legislature
partially reverse the property tax, rather than subvene state income
taxes. We further recommend that cities and counties be authorized to
use any such funding for the highest priority needs of the communities.
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HEALTH AND DENTAL BENEFITS
FOR ANNUITANTS (9650)

This appropriation provides for the state's contribution toward health
and dental insurance premiums for annuitants of the Judges', Legislators',
District Agricultural Employees', and Public Employees’ Retirement Sys-
tems, as well as specified annuitants of the State Teachers' Retirement Sys-
tem. The program provides annuitants the option of selecting from as many
as 18 state-approved health plans (depending on where an annuitant lives).

Budget-Year Costs are Uncertain

We withhold recommendation on the $278.7 million General Fund
request for Health and Dental Benefits for Annuitants pending final
determination of premium rates for calendar year 1997.

The budget proposes total expenditures of $278.7 million from the
General Fund for health and dental benefits for annuitants in 1996-97.
This is $2.8 million, or 1 percent, more than estimated expenditures for
this purpose in the current year, reflecting an increase in the number of
annuitants. However, the actual amounts needed in this item are depen-
dant on negotiations over health premiums currently underway between
the state and providers. According to Department of Finance staff, these
negotiated premium rates will be available for legislative review as part
of the May Revision of the budget. Pending receipt of these rates, we
withhold recommendation on the amount requested under this item.
Figure 18 displays General Fund expenditures for annuitant health and
dental benefits for the three fiscal years starting with 1994-95.

Health and Dental Benefits for Annuitants
General Fund Expenditures
1994-95 Through 1996-97

(In Thousands)

1994-95 1995-95 1996-97
Program Actual Estimated Budgeted
Health $269,599 $247,321 $248,946
Dental 27,601 28,590 29,734

Totals $297,160 $275,911 $278,680
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CONTROL SECTION 3.60

Public Employees' Retirement System
Employer Contribution Rates

We withhold recommendation on employer contribution rates for
retirement benefits pending (1) final determination of the actual rates
to be applied in the budget year and (2) receipt and review of informa-
tion regarding the actuarial assumptions underlying the rates.

This control section specifies the contribution rates for the various
retirement classes of state employees in the Public Employees' Retire-
ment System (PERS). The section also authorizes the Department of
Finance to adjust any appropriation in the Budget Bill as required to
conform with changes in these rates. In addition, the section requires
the State Controller to offset these contributions with surplus funds in
the employer accounts of the retirement trust fund.

Under current law, the PERS is responsible for developing employer
contribution rates each year based on actuarial analyses. At the time this
Analysis was prepared, a final determination of these rates had not been
made.

Consequently, we withhold recommendation pending final determi-
nation of 1996-97 rates and receipt and review of information from the
PERS regarding the actuarial assumptions underlying the determined
rates. This information is typically available in March or April.
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CONTROL SECTIONS 27.00 AND 28.00

Deficiencies and Unanticipated Funds

We withhold recommendation on these two control sections pending
further discussions with Legislative Counsel and the administration on
how best to clarify the use of this delegated expenditure authority.

Control Sections 27.00 and 28.00 are two of the most important provi-
sions in the annual Budget Act. Through these sections, the Legislature
delegates to the administration the ability to spend money not specifi-
cally authorized in the Budget Act. Specifically:

« Section 27.00. Under this section, departments are authorized to
spend at rates which will result in deficiencies by the end of the
fiscal year. The Legislature still has to appropriate monies later
on to fund the deficiencies, but at that time it usually has no
practical option but to provide the funding.

« Section 28.00. This section allows the administration to spend
unanticipated funds that come in after the start of the fiscal year
(or reduce spending allocations). Typically, these are federal
funds and reimbursements—not state revenue sources.

For both sections, there is a 30-day notification period to the Legisla-
ture. This means that the administration may not approve additional
spending authority before the Legislature—through the Joint Legislative
Budget Committee—has had a chance to review the proposal.

Purpose of the Sections. The basic reason for the Legislature to dele-
gate this authority to the administration is to deal with certain unfore-
seen circumstances, especially when the Legislature is not in session
(primarily the fall). For example, a department could learn shortly after
the start of the fiscal year that due to an unanticipated event (say, a
court order or a natural disaster), it needs to spend at a higher rate than
the Budget Act assumed. In this case, Section 27.00 allows the depart-
ment to incur a deficiency after notifying the Legislature.

Concerns with Recent Submittals. This past December, the Depart-
ment of Finance (DOF) submitted several Section 27.00 and 28.00 pro-
posals to the Legislature which—in our view—are inappropriate uses
of these control sections:
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« Starting New Programs in the Current Year. There are several
examples where departments have proposed to redirect monies
within their budgets to start new programs in the current year
that have been included in the Governor's Budget for initiation in the
budget year. For example, the Department of Insurance recently
requested $900,000 to install a new interactive voice response
telephone system and to respond to some long-standing audit
findings, even though there was nothing urgent about the re-
quest and it has been presented to the Legislature for approval
in the 1996-97 budget. By using the Section 28 process in this
manner, the administration would begin implementing a new
program before the Legislature had the opportunity to properly
assess it during the normal budgetary process.

= Proceeding with Programs Specifically Rejected by the Legisla-
ture. The DOF has also used the sections to forward specific
proposals that were rejected by the Legislature. For instance, the
department recently submitted a Section 27.00 notification to
implement a welfare fraud fingerprint system that the Legislature
had considered but did not authorize during the 1995-96 budget
process.

The DOF believes that these proposals are in keeping with the lan-
guage of the control sections. As such, the department apparently views
them as alternative mechanisms to the budget process. In contrast, we view
the sections as “safety valves” that allow the administration to make
spending adjustments to the annual Budget Act only when: (1) there are
concerns about timing or urgency, and (2) the added spending is in
keeping with established legislative policy or direction.

Given the importance of these control sections, we believe it is criti-
cal to clarify the language of Sections 27.00 and 28.00 so that the Legis-
lature is delegating only the authority that it determines is appropriate.
We will be working with Legislative Counsel and talking further with
the DOF to provide alternative language for the Legislature’s consider-
ation. Accordingly, we withhold recommendation on the sections at this
time.




LIST OF FINDINGS AND
RECOMMENDATIONS

Crosscutting Issues

Performance Budgeting: Will It Change the Budget Process?

1. Pilot Program Yields Mixed Results. Pilot has not
materially changed budget process, as intended, but
has helped pilot departments to manage better.

2. Reporting on Status of Pilot. Recommend Department
of Finance and performance budget pilot departments
report evaluation of pilot program, and future plans,
and address institutionalizing positive aspects of the
program across all departments, and standards and
guidelines if program is expanded.

Restructuring the Management of Information Technology

3. Lack of Progress in Restructuring State's Information
Technology. Most of the state's information technology
problems remain unresolved.

Overview of Employee Compensation Issues

4. Pay/Benefit Increases in Higher Education and Cali-
fornia Highway Patrol Only. For salary/benefit in-
creases, the budget proposes $156 million for higher
education and $32 million for California Highway Pa-
trol. The budget does not propose funds for new pay
or benefit increases for other state employees.

5. New Collective Bargaining Agreements Still Under
Negotiation. Department of Personnel Administration
should report to the budget committees during budget
hearings on the administration's collective bargaining
proposals and the status of negotiations.
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Strengthen Legislature's Collective Bargaining Over-
sight. Continue to recommend that the Legislature
adopt policies to assure that the Legislature will have
the opportunity to fully review proposed collective
bargaining agreements.

Contributions to Judges' Retirement Systems

7.

8.

Overstated Benefit Payments Lead to Overstated Bud-
get Request. Recommend that the Legislature reduce
the General Fund request for the Judges Retirement
System | by $5 million to correct for over estimates in
current-year and budget-year benefit payments. (Re-
duce Item 0390-001-0001 by $170,000 and Item 0390-
101-0001 by $4,830,000.)

Accurate Accounting of Judges Retirement System |1
Fund Needed. Recommend that the Department of
Finance (DOF) and the Public Employees' Retirement
System (PERS) provide the budget committees a cor-
rected fund condition statement for the Judges' Retire-
ment System Il, with an accurate accounting of contri-
butions to the fund. Further recommend that the DOF
and the PERS report to the committees at budget hear-
ings on measures to (1) assure accurate future report-
ing of contributions and (2) restore lost earnings to the
fund.

Department of Information Technology

9.

10.

Progress Report. Recommend department advise Legis-
lature during budget hearings on progress in meeting
statutory requirements, staffing the department, and
clarifying information technology oversight roles.

Keeping Legislature Apprised. Recommend Legisla-
ture adopt supplemental report language requiring that
the Legislature continue to be notified of new informa-
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11.

12.

tion technology projects and significant changes to ex-
isting projects.

Addressing Specific Information Technology Issues.
Recommend required reports to Legislature address (1)
methods for assuring the success of information tech-
nology projects, (2) converting state programs to ac-
commodate the century change, and (3) cost implica-
tions to the state for use of the Internet.

Establish Equitable Method of Funding the Depart-
ment. Recommend department propose, during budget
hearings, a more equitable method of funding its oper-
ations.

Office of Emergency Services

13.

14.

Additional Positions and State's Share of Local Disas-
ter Costs. Withhold recommendation on $50.7 million
requested to establish 558 new positions and
$51.9 million to reimburse local governments pending
review of Bureau of State Audits' report and additional
justification by the Office of Emergency Services (OES).

Hazard Mitigation Grant Program. Recommend the
OES advise the Legislature during budget hearings as
to its proposal for allocating seismic mitigation funds
to public agencies, its plans to expand the number of
agencies receiving the funds, and its state statutory
authority for allocating the funds.

State Controller's Office

15.

Performance Audit. Recommend the State Controller
advise the Legislature as to results and lessons learned
from the performance audit of her office, and recom-
mendations for improving quality and results of perfor-
mance reviews of other state agencies.
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State Board of Equalization

16.

17.

Augmentation Should Not Be Made for Prior Com-
mitment. Reduce Item 0860-001-001 by $1.8 million
and Item 0860-501-995 by $700,000. Recommend that
the Legislature delete the $2.5 million augmentation
associated with a contractual obligation the board
made in prior years because the board should pay this
cost from existing resources.

Facility Plan Needs Review. Reduce Item 0860-001-001
by $291,000 and Item 0860-501-995 by $120,000. Rec-
ommend that the Legislature delete a $411,000 augmen-
tation requested for this project because the board has
revised its plan and the augmentation is not needed.
Withhold recommendation on the board's plan to
spend $1.4 million for equipment purchases associated
with an office consolidation project until the board
substantiates the revenue benefits of this level of
spending.

Museum of Science and Industry

18.

Revenue Shortfalls. Withhold recommendation on the
museum’'s 1996-97 budget pending receipt and review
of revised estimates of revenues to the Exposition Im-
provement Fund, and the museum'’s plans for layoffs
and reductions of operating expenditures in the current
and budget year to offset projected revenue losses.
Further recommend that the museum report at budget
hearings on its recommendations for restructuring of
the museum to stabilize its finances and possibly re-
duce its future dependence on the state General Fund.
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Franchise Tax Board

19.

Proposed Contract Amendments Obligate State Funds
Without Legislative Authorization. Recommend that
the Franchise Tax Board not proceed with proposed
amendments to a computer system contract that would
obligate the state to pay an additional $5.7 million until
the Legislature has reviewed and approved the pro-
posal.

Department of General Services

Statewide Support Services

20.

21.

22.

23.

State Telecommunications Planning. Recommend sup-
plemental report language requiring that an annual
plan required by law be enhanced and maintained, and
that the department work with the Departments of
Information Technology and Finance to ensure its im-
plementation.

Taking Better Advantage of Telecommunications.
Recommend adoption of supplemental report language
requiring that strategic plan address several specific
telecommunications applications.

State Payphone Management Program. Withhold rec-
ommendation on $451,000 and three positions pending
explanation as to how General Fund revenue from this
program will be maximized.

Public Safety Microwave Network. Recommend ap-
proval of $2.2 million to upgrade the network, with
supplemental report language directing that these
funds not be included in the department's baseline
budget.
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24.

25.

26.

27.

State Vehicle Fleet. Withhold recommendation on
$920,000 for increased vehicle operating costs pending
explanation as to status of efforts to automate fleet
operations and improve service to customers.

General Fund Loan to 911 Account. Recommend en-
actment of legislation requiring that telephone service
providers remit 911 surcharges on an accelerated basis
to avoid necessity for General Fund loans.

No Baseline Adjustments. Recommend approval of
$5.8 million for various service-related increased costs,
with supplemental report language directing that this
increase not be included in the department's baseline
budget.

State Records Center Growth. Withhold recommenda-
tion on $720,000 to expand the State Records Center
pending conceptual plan from department to reduce
the amount of paper documents being sent to the cen-
ter.

Property Management Services

28.

29.

Status of the Capital Area Plan. Recommend that the
department submit the proposed changes and revised
Capital Area Plan (CAP) to the Legislature for review
and approval during this year's budget process. Rec-
ommend that upon legislative approval of the CAP, the
Legislature provide funds for the preparation of an
environmental impact report on the approved CAP.
Recommend that the Legislature not approve any new
state office projects for the Sacramento downtown area
until the environmental impact process on the CAP is
completed.

Surplus Property Inventory. Recommend modification of
Surplus Property Inventory law to require the depart-
ment to first seek authorization from the Legislature prior
to selling any property. Until such legislation is enacted,
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30.

31

recommend that the Legislature budget any amount ap-
propriated to the department to study specific properties
for sale in a separate item. Withhold recommendation on
$1,385,000 in Item 1760-001-0002 for studies/assessments
of specific properties pending further discussions with
the department on the proposed uses of these funds and
the results of previously funded studies.

State Office Space Requirements. Recommend that the
Legislature adopt supplemental report language requir-
ing the Department of General Services to modify its
current policies with regard to building standards for
new state leases and building acquisitions.

Budget Language for Architectural Services. Recom-
mend that the Legislature adopt Budget Bill language,
consistent with action in previous budgets, to prohibit
increases in authorized positions for architectural and
engineering positions because workload increases can
be addressed with consultant contracts.

Stephen P. Teale Data Center

32.

33.

34.

Legislative Direction Vetoed, but Followed in Part.
Governor vetoes three requirements, but administration
actions may provide partial compliance with intent.

Human Resources Information System. Withhold rec-
ommendation on $410,000 for Human Resources Infor-
mation System pending receipt of information as to the
data center's plans to make the service self-supporting.

Support of the Department of Information Technol-
ogy. Reduce Item 2780-001-0683 by $840,000. Recom-
mend deletion of $840,000 to fund new state oversight
department because the funding allocation is inequita-
ble. Recommend that this item be adjusted to reflect
whatever new funding method is ultimately adopted
by the Legislature.
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Health and Welfare Agency Data Center

35.

36.

37.

38.

Expansion of the Interim Statewide Automated Wel-
fare System. Withhold recommendation on $15 million
to add 20 counties to the Interim Statewide Automated
Welfare System pending justification by data center
during budget hearings.

Budget Understated for Major Project. Withhold rec-
ommendation on $ 25.7 million for the Statewide Auto-
mated Child Support System pending receipt of addi-
tional information.

Statewide Fingerprint Imaging System Ignores Legis-
lative Direction. Withhold recommendation on
$11.6 million for new system pending receipt of infor-
mation on how proposal meets the Legislature's previ-
ous direction, costs and benefits, and other alternatives.

Support of the Department of Information Technol-
ogy. Reduce Item 4130-001-0632 by $840,000. Recom-
mend deletion because allocation of cost to support
new statewide oversight authority is inequitable. Rec-
ommend that this item be adjusted to reflect whatever
new funding method is ultimately adopted by the Leg-
islature.

Department of Personnel Administration

39.

New Collective Bargaining Agreements Under Nego-
tiation. Recommend that the DPA report to the budget
committees during budget hearings on the administra-
tion's collective bargaining proposals and the status of
negotiations.
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Department of Finance

40.

41.

Performance Budgeting Pilot Program. Recommend
department advise the Legislature at budget hearings
as to its evaluation of the pilot program and compli-
ance with legislative direction to provide guidance to
pilot departments.

Placement or Disposal of Surplus Department of Mo-
tor Vehicles Computers. Recommend department ad-
vise the Legislature during budget hearings as to its
efforts to place Department of Motor Vehicles comput-
ers in another state agency or sell them as surplus.

Department of Veterans Affairs and
Veterans' Homes of California

42.

43.

44,

45,

Barstow Computer System. A new computer informa-
tion system deemed essential to the operation of the
new veterans' home in Barstow will not actually be
completed until May 1997 at the earliest. Recommend
that the Legislature consider halting activation of nurs-
ing facilities until the computer system is operating.

Building More Veterans Homes. Recommend adop-
tion of Budget Bill language imposing a moratorium on
the development of additional veterans' homes at least
until 1997-98 because of uncertainty of federal support
for operating them and uncertainty over the cost of the
new Barstow veterans' home to the state General Fund.

General Fund Cost of Yountville Home. Reduce Item
8960-011-0001 by $500,000. Recommend reduction be-
cause recent increases in federal funds and reimburse-
ments permit reduction in the home's reliance on the
General Fund.

Questionable Staffing for New Ward. Withhold rec-
ommendation on $572,000 requested to help open a
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Analysis
Page
new intermediate care facility at Yountville pending
review of proposed staffing levels for nurses by the
Department of Health Services.

Veterans Memorial Commission

46. Memorial Fund-Raising Has Failed. Recommend en- H-111
actment of legislation to abolish the Veterans Memorial
Commission and transfer of its remaining assets to an
appropriate private or public program that would ben-
efit California veterans.

Local Governing Financing

47. Citizens' Option for Public Safety. Reduce Item 9210- H-117
111-101 by $150 million. Recommend that the Legisla-
ture eliminate funds for the proposed Citizens' Option
for Public Safety program because local law enforce-
ment is more appropriately financed and controlled at
the local level.

Health and Dental Benefits for Annuitants

48. Budget-Year Costs Are Uncertain. Withhold recom- H-119
mendation on the $278.7 million General Fund request
for Health and Dental Benefits for Annuitants pending
final determination of premium rates for calendar year
1997.

Control Section 3.60

Public Employees’ Retirement System Employer Contribution Rates

49. Final Rates Not Yet Known. We withhold recommen-  H-120
dation on employer contribution rates for retirement
benefits pending (1) final determination of the rates to
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Analysis
Page

be applied in the budget year and (2) receipt and re-
view of information from the Public Employees' Retire-

ment System regarding the actuarial assumptions un-
derlying the rates.

Control Sections 27.00 and 28.00

50. Language Needs Clarification. Withhold recommen- H-121
dation on sections pending discussions with Legislative
Counsel and the administration on how best to clarify
the use of delegated expenditure authority.




