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University of California—Continued

If the State Department of Agriculture were to carry on an eradi-
cation program it is estimated that the cost would be in the neighbor-
hood of $5,000,000 for the 1956-57 Fiscal Year. The department points
out also that these figures are purely tentative and could be revised
upward or downward when the problem is better understood. Based
on the foregoing it is evident that the small amount requested by this
appropriation for research would be money well spent if the nniversity
discovers that an eradication program is not necessary but in lien of
such a program could develop resistant varieties and/or natural preda-
tors to alleviate the existing infestation.

Consequently, we recommend approval of the item as requested

Department of Education
HASTINGS COLLEGE OF LAW
ITEM 112 of the Budget Bill Budget page 402
- Budget line No. 7

FOR SUPPORT OF HASTINGS COLLEGE OF LAW FROM THE
GENERAL FUND ’

Amount requested i i - $49,000
Hstimated to be expended in 1955- 56 Fiscal Year : 49,000
" Increase None
RECOMMENDATIONS -
Amount budgeted ——  $49,000
Legislative Auditor’s recommendation 49,000
Reduction _— None
ANALYSIS

The budget request of $49,000 consists of two items. One is the an-
nual interest payment of $7,000 which the State must make to the
college under the original agreement with the founder; and two, an
amount of $42,000 to pay for the cost of maintenance and operation
of the physical plant which is in line with the policy established by
the Legislature in the 1954 Session.

The college is contemplating the use of $152,115 from its reserves
for the 1956-57 Fiscal Year. The reserves will soon be exhausted and it
is anticipated that the Legislature will furnish the necessary funds for
the annual operation of the school.

‘We recommend approval of the amount requested.

BOARD OF CONTROL
ITEM 113 of the Budget Bill Budget page 405
Budget line No. 7

FOR SUPPORT OF BOARD OF CONTROL FROM THE GENERAL FUND

Amount requested : $22,095
Estimated to be expended.in 1955-56 Fiscal Year 22,101

" Decrease i . X $6
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Board of Control—Continued
Summary of Increase
INCREASE DUE TO

Total Work load or New Budget Line

. increase salary adjustments services page No.

Salaries and wages_._.__._______ $34 $34 .- 405 43

Equipment —40 —40 —— 405 61

Total increase . ____ —36 —86 . - 405 63
RECOMMENDATIONS ‘ .

Amount budgeted $22,095

Legislative Auditor’s recommendation . 22,095

Reduction : None

ANALYSIS - -

The Board of Control makes rules and regulatlons governing the
presentation and audit of claims relating to the amount and methods
of traveling on official business of the State, and relating to the making
of merit awards. The board considers, audits and recommends to the
Legislature payment of claims against the State for which no appro-
priation has been made. The board also hears appeals from the depart-
ments and protests from the vendors in accordance with purchasing
procedure required by Chapter 1736, Statutes of 1955.

The budget request for 1956-57 Fiscal Year is based on the present
level of service. The very small decrease in the current budget is the
result of minor adjustments in salaries and wages, and equipment Te-
quests. The budget does not provide for any increase in work load
which may be required as a result of additional hearings in connection
with the revised purchasing procedures.

On November 22, 1955, the first protest case occasioned by Chapter
1736, Statutes 1955, was heard, This chapter states that ‘‘the agency
may request a hearing before the Board of Control and the board shall
determine the supplies and equipment which will best serve the interest
of the State, whereupon the Department of Finance shall issue a pur-
chase order for the supplies or equipment specified by the Board of
Control.”’ In this first case the Division of Paroles and the Division of
Water Resources contested the substitution of one brand of electric
typewriter for another when preference was expressed and supported
by the agency. In view of the influence of this case on purchasing
procedure, a decision on this case was taken under advisement. A con-
tinuation of the hearing was held on January 18, 1956, at which time
the board granted the-request of the Division of Paroles as it felt the
case presented for savings and morale was adequately supported. The
board made it clear, however, that precedent was not being set by this
action and recommended that the Standards Committee study the prob-
lem before a definite policy is established.

Approval of the amount budgeted is recommended.

10—29938
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STATE CONTROLLER :
ITEM 114 of the Budget Bill Budget page 407
Budget line No. 24

FOR SUPPORT OF STATE CONTROLLER FROM THE GENERAL FUND

Amount requested $2,442,787
Estimated to be expended in 1955-56 Fiscal Year 2,421,986
Increase (0.9 percent) - $20,801

Summary of Increase .
INCREASE DUE T0O

Total Work load or . New Budget Line
inerease salary adjustments services page No.
Salaries and wages _____________ $50,722 $50,722 —— 416 9
Operating expense _...___________ 3,148 8,148 . 418 10
Hquipment - =—18,502 —18,502 __ 416 11
Less: increases appropriations
from other funds________._____ —14,567 —14,567 -~ 416 22
Total increase _____._______ $20,801 $20,801 ~— 416 19
RECOMMENDATIONS .
Amount budgeted $2,442,787
Legislative Auditor’s recommendation 2,325,623
Reduction $117,164
ANALYSIS

General Summary of Activities

The State Controller is the accounting and disbursing officer for the
State, maintaining the accounts of all funds and appropriations, de-
termining the legality of all payments and receipt of moneys due the
State and disbursing all moneys withdrawn from the Treasury. The
Controller supervises the administration of state inheritance and gift
taxes; administers laws concerning county budget procedure; reports
state, county, city, district and street and highway financial transac-
tions; supervises general procedures concerning delinquent property
taxes and administers property tax-deeded to the State; administers
unclaimed property laws; and field audits expenditures by local gov-
ernments under: the state school building aid programs and other sub-
vention programs,

These functions are carried out by eight divisions: Administration,
Accounting, Audits, Disbursements, Inheritance and @Gift Tax, County
Budgets and -Reports, Tax-Deeded Lands, and Tax Collection and
Refund. The Controller has 503 authorized positions for the current
year serving the public in all major California cities. The cost of main-
taining the Controller’s office-is defrayed primarily from the General
Fund. Other funds from which the office is supported are: The Motor
Vehicle Transportation Tax Fund, Motor Vehicle Fuel Fund, Redemp-
tion Tax Fund, Postwar Unemployment and Construction Fund and
the State School Building Aid Fund.
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Summary of Recommended Reductions
Accounting Division

Auditor IT (2) $12,700
Audits Division
_ Claim Auditing—24 positions 94,000
Field Audits
Governmental Auditor IT (2) 10,464
Total $117,164

The proposed budget of the Controller’s Office involves a net in-
crease of $20,801 over the current year from the General Fund. The
net increase consists of both increases and decreases, which taken
together make this small increase of less than 1 percent. The budget
proposes a continuation of the present level of service. Counsidering
primarily general activities, the significant changes are as follows:

Program changes Increase Decrease

Audit of school building aid projeets_________________ $18,000 —
Disbursements Division, increased work load and :

reorganization 14,500 -

OASI integration with SERS — $16,000

Inheritance and Gift Tax, increased work load_________ 2,000 -

Reduction in purchase of equipment ) . 24,000

Our recommended reductions, the above program changes, other
budgetary matters and comments on the performance of the Con-
troller’s Office during the past year are discussed as follows:

. Collier-Burns Highway Accounts

Chapter 99, Statutes of 1955, terminated the highway accounting
phase of the Collier-Burns program, effective September 7, 1955. Under
this program of the Collier-Burns Highway Act of 1947, the Controller
was required to account for all receipts and expenditures in the High-
way Fund. Two auditor positions were approved in the Accounting
Division’s Control Accounts Section for this work in 1947-48 and one
more was added in 1950-51. The Controller’s Office recently abolished
one of the three positions. We recommend that the other two Auditor I1
posttions budgeted at $12,700 also be abolished since the Collier-Burns
accounting activity has terminated.

Prior to this highway accounting activity, the Control Accounts Sec-
tion had one accounting position. Since then approximately 12 other
positions have been established for other programs and work load in-
creases. These two auditor positions apparently have been absorbed into
other programs but without legislative review and approval. ‘

Previous Recommendations on the Preaudit Function

. The Senate Finance Committee at the last session instructed the Con-
troller, Department of Finance and the Legislative Auditor to study
the preaudit function in the Controller’s Office. This resulted from a
recommendation made by the Legislative Auditor in the 1955-56 Budget
analysis. In that analysis it was maintained that the Controller was
performing much unnecessary and duplicating work, and that a sub-
stantial reduction in positions eould be made.
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State Controller—Continued

The Department of Finance has made a study of the function but,
we understand, has been unsuccessful in reaching agreement with the
Controller. We have been in contact with the Controller’s Office on this
matter during the interim. However, we have not as yet received the
results of any study of the preaudit function by the Controller’s Office
nor statement which would delineate the specific areas in ‘which there
is disagreement as to our findings. We have carefully reviewed the
Department of Finance’s study of the preaudit function. It is a thor-
ough study covering all facets of the function of preauditing claims in
the Controller’s Office and the relation to auditing done by the agencies
and the Department of Finance. We are in complete agreement with
the findings and recommendations contained in the report which cor-
respond to our recommendations of a year ago.

Based upon the detailed study of the Department of Finance, we
repeat our recommendation of last year for reductions in the Claim
Auditing Unit. We recommend, in concurrence with the finance report,
that the Claim Auditing Unit be reduced by approximately one-half.
Reduction of the function by one-half would mean the elimination of
24 existing positions amounting to approximately $94,000 in salaries
and wages. The exact classification of positions and the amount of sala-
ries and wages, operating expense and equipment to be reduced can be
adjusted by the Department of Finance and the Controller’s Office.

Audit of School Building Aid Projects

The establishment of general governmental auditing policies and the
definition of areas of responsibilities of all agencies performing audits
as broadly recommended by the Price-Waterhouse Report has not yet
been accomplished. It is expected that once the Auditor General is
appointed the interested state officials can get together and resolve the
auditing deficiencies and overlapping in state government. An over-all
state audit plan is needed and should result in some shifts in personnel
between agencies and a reduction in the duplication in some audit pro-
‘grams. One area in which we believe there is undue duplication is in
the audit of school building aid construction projects.

The Audits Division requests two new auditor positions to audit
school construction projects. The justification presented by the Con-
troller is based upon an anticipated increase of such projects in the
future. We assume that the ability of the Controller to handle this
increased work load is projected in terms of present auditing procedures
and the current division of responsibility among auditing agencies
auditing school construction projects. Until the entire school building
aid construction projects audit program as it affects all interested
agencies is properly evaluated, the work load figures used by the Con-
troller may present an inaccurate picture. Therefore, we recommend
that approval of these two positions be deferred until an over-all study
is made of the whole local allocation audit program as it affects the
Local Alloecation Division and the Audits Division of the Department of
Finance and the Audits Division of the Controller’s Office.

Such a study should define how much auditing of school projects by
all agencies the State really requires. 1t then should be determined how
best this auditing can be done and in the light of present legal require-
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ments and possible law changes which agencies should do it and how
much time each agency should spend per project. At the present time
there could be better coordination between the three state agencies
reviewing school projects. Each agency spends the time it believes nee-
essary to satisfy itself that the State’s interest is being protected. This
sense of responsibility is commendable except that much more time may
be utilized than is necessary to achieve the goal. The Audits Division of
the Department of Finance reviews the reports of public accountants
who perform annual audits of most school districts. To our knowledge
little use of these public accountant reports is made by the Controller.
Admittedly these reports will not replace the Controller’s review but if
used fully, as the Price-Waterhouse Report suggests, might eliminate
or minimize the duplication of work by state auditors. The Controller,
however, is-making considerable use of the files and working papers of
the auditors of the Loeal Allocation Division.

In addition to the Audits Division of the Department of Finance,
the Controller and Local Allocations Division spend on an average
a total of 95 hours auditing every application under Chapter 27, Stat-
utes of 1952, and 160 hours on every application under Chapter 1389,
Statutes of 1949. It may be that this amount of time per application by
these two agencies is not excessive ; however, we have no evidence upon
which to make a judgment. The Controller reports that by better super-
vision, the audit time spent by his office per apportionment on Chapter
1389 will be reduced from 90 to 75 hours. If 15 hours per apportion-
ment can be saved by better supervision, it is reasonable to believe that
additional hours may be saved by a unified and coordinated state audit
program.

It will be argued that until a study is made additional auditors are
necessary to carry on the program. We believe that it is unsound to add
new positions until a careful appraisal of existing work load and goals
is made. Several factors lead us to believe that additional man hours
may be available and that any backlog which might develop will not
be excessive for one year.

Other programs audited by the Controller are decreasing in scope
and thus require fewer man hours. One such program which the Con-
troller indicates will decline is the postwar construction projects. Other
audit programs not mentioned in the Controller’s justification should
level off thus permitting man hours to be diverted to the school aid
projects. Experience gained in auditing Chapter 1389 projects should
also serve to permit greater coverage with existing personnel. Some of
the ‘school distriets securing allocations under Chapter 1389 will also
make application for Chapter 27 money; the auditors will be familiar
with the operations of these districts. Another factor in utilizing pres-
ent man power is in the priority of audit of the various sehool projects.
For example, there would appear to be some advantage in cleaning up
all existing Chapter 1389 projects before diverting man power to the
newer applications under Chapter 27. By concentrating on Chapter
1389 projects first, advantage can be taken of one distriet having more
than one application on file for Chapter 27 allocations; thus the audi-
tor can process two or more applications when auditing a school dis-
triet.
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Disbursements Division—Work Load and Reorganization

Three positions are requested for this division based upon a justifi-
cation of work load increases and reorganization. This request, which
we feel is justified and recommend for approval, must be viewed in
light of the continued expansion of the division over the past several
years. To the original program of this division of preparing the war-
rants for all state expenditures has been added in recent years: the
centralized pay roll, the treasury system bank accounts, the savings
bond purchase program and the fund accounting program. The fund
accounting program consists of the mechanized handling of the control
accounts which were formerly maintained by the Accounting Division.
The Disbursements Division undertook this program of mechanically
servieing the control accounts at the suggestion of the Legislative Audi-
tor. Together these four programs, which continue to expand in the
volume of transactions processed, ecomprise one of the largest machine
operations in State Government. In addition to the Sacramento office
which handles the. greatest portion of the work load, there are dis-
bursing officers in San Francisco and Lios Angeles; these offices process
pay roll warrants only.

The continued growth in the warrant volume is sufficient to justify
the addition of the positions of accounting tabulating machine super-
visor I and key punch operator. These positions are directly related to
increases in warrant volume.

The general increase in the number and size of the programs of the
agency provide the basis for requesting ‘the accounting tabulating ma-
chine supervisor II. It is proposed to shift many of the planning and
staff functions from the operating supervisors to this new position. It
is planned that procedural manuals will be revised and special anal-
yses will be conducted, including a general review of the entire opera-
tions of the division. The position is scheduled for review at the end of
the budget year. On this basis, we recommend approval.

OASI Integration With SERS

A small staff was established during the current fiseal year in the
Disbursements Division to develop the procedures for handling the in-
creased work load involved in the integration of Old Age and Survivor’s
Insurance with the State Employees’ Retirement System. Approxi-
mately $16,000 was provided by Chapter 1440, Statutes of 1955, to
finance this special project. Since the integration was refused by the
state employees, this staff and the related expenses are not necessary.
Termination of the program in the current year results in a decrease
in the expenditures when compared to the budget year.

Inheritance and Gift Tax—Work Load

One clerical position has been requested for the Los Angeles office.
The justification for this position appears adequate as there has been a
steady inerease in the number of tax returns completed. The cost of this
permanent position of intermediate typist-clerk will be partly offset by
a reduction in temporary help funds.
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) Emergency Allocations

One allocation from the Emergency Fund for General Fund activi-
ties amounting to $3,961 was made to the Controller during the cur-
rent year. Approximately $1,000 was spent on ledger file cards in the
Accounting Division. The remaining portion of the allocation provided
funds for a new clerical position in the Disbursements Division. This
position was authorized to handle the inereased work load in connec-
tion with preparing the entire Department of Natural Resources’ pay
roll in Sacramento ; formerly the pay roll was divided among the three
distriet disbursing offices. We are informed that a position will be
eliminated from Natural Resources’ budget to offset this new position
in the Controller’s Office.

Combining Accounting and Disbursements

At the beginning of the current fiscal year the Controller’s office
placed into operation a major change in keeping the State’s control
accounts. Formerly the accounts were maintained on bookkeeping ma-
chines; now they are kept on punch card equipment. This major pro-
cedural change has resulted in substantial savings. This step is only
the first in achieving greater efficiency and economy in this area of
State Government. It is not too soon for the Controller to begin the
planning on two additional changes in this work ; these changes are:

1. Combining the Divisions of Accounting and Disbursements into
one division,

2. Producing the presently required reports and financial data from
the punch cards. .

These recommendations were made in our analysis of the 1955-56
Budget Bill; they are sound and still deserve attention. With respect
to the combining of the divisions, we feel that two administrative
sections, one in each division, are not justified by the present activities
of the two divisions. The primary activity of the Accounting Division,
centered in the Control Accounts Section, is to oversee the receipts,
disbursements and balances of the control accounts. This section and its
activities requires no separate division administration to carry out its
responsibilities. The Financial Analysis Section prepares the various
financial statements covering the State’s condition and operations and
makes apportionments of revenues to local government. The funection
of preparing financial statements, now performed manually, could be
done much more efficiently on punch card machines. In fact, most of
the information is already on punch card as part of the control ac-
counting program. Such a change would eliminate all the routine
manual work leaving only such activities as special analyses and prep-
aration of format.

The third activity of the division resides in the Unclaimed Property
Section which administers the uneclaimed and escheated property laws.
This activity is not related to the basic responsibility of the Account-
ing Division and could be placed elsewhere in the Controller’s Office.

The combination of these divisions plus the necessary procedural
changes require no law change, but can be accomplished by simple ad-
ministrative action by the Controller.




Gontrollér — 264 —

State Controlier—Continued
STATE CONTROLLER

ITEM 115 of the Budget Bill Budget page 407
Budget line No. 40

FOR SUPPORT OF TAX COLLECTIONS AND REFUND DIVISION FROM
THE MOTOR VEHICLE TRANSPORTATION TAX FUND

Amount requested $142,328

HEstimated to be expended in 1955-56 Fiscal Year 138,747

Increase (2.6 percent) $3,681
RECOMMENDATIONS

Amount budgeted $142,328

Legislative Auditor’s recommendation 142,328

Reduction None
ANALYSIS

Support of the Tax Collection and Refund Division comes from three
separate funds. This amount is requested from the Motor Vehicle Trans-
portation Tax Fund for its share of the cost of collecting taxes levied
under the provisions of the Motor Vehicle Transportation Tax Act,

An emergency authorization in the amount of $19,772 was approved
during the current year for support of the division from the Motor
Vehiele Transportation Tax Fund. This authorization was not primarily
an augmentation of funds. A small augmentation was necessary for an
increase in the administrative pro-rata charge to special fund agencies.
Approximately $17,000 of the emergency authorization was due to a
recomputation of the proportionate charge to the funds for the cost of
the agency’s services. The recomputation increased the charges to the
Motor Vehicle Transportation Tax Fund and reduced the charges to
the Motor Vehicle Fuel Flund. In other words, this is a readjustment
between these funds in the costs of administering and collecting taxes
against the various tax laws enforced by the Tax Collection and Refund
Division. '

‘We recommend approval of this item as budgeted.

STATE CONTROLLER
ITEM 116 of the Budget Bill Budget page 407
Budget line No. 54

FOR SUPPORT OF TAX COLLECTION AND REFUND DIVISION AND THE
BUREAU OF HIGHWAY ACCOUNTS AND REPORTS FROM THE MOTOR
VEHICLE FUEL FUND
Amount requested $460,041
Estimated to be expended in 1955-56 Fiscal Year 451,787

Increase (1.8 percent) $8,254
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Summary of Increase
INCREASE DUE T

Total Work load or New Budget Line
increase salary adjustments services page No.
Salaries and wages _________~__ $10,927 $7,939 $2,988 418 53
Operating expense ____ .. ___ - 8,111 3,111 - 418 54
Equipment —1,876 —1,876 - 418 55
Less:
Increased charge to
General Fund _________.____ —327 —327 - 418 58
Increased charge to Motor
Vehicle Transportation '
Tax Fund . __ —3,581 —3,681 __ 418 59
Total increase __.______ -$8,254 $5,266 $2,988 418 60
RECOMMENDATIONS
Amount budgeted $460,041
Legislative Auditor’s recommendation § 460,041
Reduction " None
ANALYSIS '

The Tax Collection and Refund Division maintains the accounts and
collects the Motor Vehicle Transportation License Tax, the Motor
Vehicle Fuel License Tax, the tax on insurance companies, and the
petroleum and gas productlon assessments. The division also admin-
isters the refund of motor vehicle fuel license tax to nonhighway
Tusers.

A new position of intermediate typist-clerk is requested for Los
Angeles fo release field representatives from clerical duties.. Relieving
the field representatives from the clerical duties will free them to per-
form, on a full-time basis, their regular collection duties. Also, there
is an increase in the number of colléction cases which the new position
will assist in handling. There is good reason to believe that the addi-
tional collections will offset the cost of the position.

The agency has submitted data on the rate of collection per man-year
during the last four years. It indicates a marked improvement in the
effectiveness of the operation.

. 1951-52 1952-53 1958-54 1954-55

Money collected ________________ $314,170 $371,614  $472,573 $554 239
Man-years 8 8 8 8.5
Collection per man-year__________ 39,271 46,451 59,070 65,204

The major problem facing the agency, which it fully recognizes, is
to attain control over the steadily rising tax accounts receivable balance.
The balance was $260,000 in 1952 and has risen steadily to $550,588 in
September, 1955. Efforts are now being made as a result of recent re-
organization to improve the efficiency of the staff and streamline pro-
cedures. The division reports, for example, that it is concentrating
more effort on larger accounts and accounts owed by business still in
operation. The progress made by the agency W111 be watched with
interest.

Approval of the amount requested is recommended.
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TAX-DEEDED LANDS DIVISION

ITEM 117 of the Budget Bill Budget page 408
Budget line No. 6

FOR SUPPORT OF TAX-DEEDED LANDS DIVSION FROM THE
REDEMPTION TAX FUND

Amount requested $170,682
Estimated to be expended in 1955-56 I‘1scal Year __ . 176,547

Decrease (3.3 percent) $5,865

Summary of Increase
INCREASE DUE T

Total Work load or New Budget Line
increase salary adjustments services page No.

Salaries and wages___ . __ —$2,368 —$2,368 - 419 26
Operating expense —.___________ —927 —927 . 419 47
Hquipment —2,492 —2,492 - 419 54
Less : increased appropriations

from other funds_____________ —78 —78 - 419 63

Total increase __— . _____ —$5,865  —$5,865 . 419 62

RECOMMENDATIONS '

Amount budgeted i $170,682

Legislative Auditor’s recommendatlon . 170,682

Reduction —___- None
ANALYSIS

The Tax-deeded Lands Division works with the counties in handling
tax sales, tax deeds and redemptions of lands; it administers property
tax-deeded to the State; advises county officials regarding the tax on
real property and assists them in other ways.

The work of this division has decreased steadily due to fewer pieces
of property becoming delinquent for nonpayment of taxes. The 1956-57
Budget reflects this eontinued decrease through the closing of the Ven-
tura field office and the resultant elimination of one intermediate typist-
clerk position.

During the interim we have conferred with officials of the Control-
ler’s Office on the functions of the Tax-deeded Lands Division. We re-
viewed some of the work load data and other operating information.
This general exploratory survey was made as a follow-up to our sug-
gestion in the Analysis of the Budget Bill for the Fiscal Year 1955-56,
that study be given to consolidation of the branch offices and a reduc-
tion in staff. Our study may be summarized as folloys:

FINDINGS .

1. The agency has been able to provide no logical justification for
the number of district offices.

The district offices are assigned a certain area of responsibility com-
prised  of a number of counties; however, the distribution of counties
to a district office cannot be reasonably explained. The transactions
which the division processes and which are the source of its work load
do not shed any particular light on the number and size of the districts.
One explanation for the present number of distriets is that at one time
they may have been justified by work load.
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The agency keeps records on the number of tax sales, deeds and re-
demptions it handles but has made no effort to weigh these factors in
terms of time required to proeess them. Without detailed study we
cannot evaluate them as the time to handle a given transaction varies
greatly.

2. While there appear to be sound reasons for reassigning some of
the counties within districts and combining existing districts, the mone-
tary savings, if any, are questionable. _

3. The agency estimated that elimination of the offices at Riverside,
Ventura, and Fresno would increase travel expense and time lost by
$4,500 due to longer distances to travel. A saving of $3,000 for rent
would be realized if these offices were closed. Consolidation might also
save in clerical costs and possibly reduce the need for one or more
assistant district managers; these reductions have not been estimated.

CONCLUSION

Estimated probable savings through consolidation of distriet offices
would be small at best. However, further consolidation or reassignment
in some measure, such as the elimination of the Ventura office, should
take place. A savings has resulted from closing that office. The ageney
has demonstrated in the proposed budget a desire to effectuate econ-
omies. We believe it should continue to critically review the operation
in the future.

‘We recommend approval of the amount budgeted for 1956-57.

) State Controller
ADDITIONAL SUPPORT PAYABLE FROM POSTWAR UNEMPLOYMENT
) AND CONSTRUCTION FUND
ITEM 118 of the Budget Bill Budget page 408 -
Budget line No. 20

FOR AUDIT OF SPECIAL APPROPRIATIONS FOR Alb TO LOCAL GOV-
ERNMENTS FROM THE POSTWAR UNEMPLOYMENT AND CONSTRUC-
TION FUND

Amount requested $10,854
Estimated to be expended in 1955-56 Fiscal Year . S 14,166
Decrease (—23.} percent) _  —$3,312
RECOMMENDATIONS
Amount budgeted $10,854
Legislative Auditor’s recommendation 10,854
Reduction None
.ANALYSIS

The accounting and auditing performed by the State Controller on
the aid programs to local governmental agencies are performed under
the authority of the Postwar Unemployment and Construction Act,
Chapter 20, Statutes of 1946 and the Postwar Planning and Acquisi-
tion Aid Act, Chapter 47, Statutes of 1944.

The Legislature extended the programs so that applications can be
taken until December 31, 1956. The activity in these programs will
continue to decline, however, since the fund is almost exhausted. The
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unallocated balance in the two funds after deducting pending applica-
tions was $1,076,210 as of November 1, 1955,

We recommend the budget as submltted

. State Controller :
"ADDITIONAL SUPPORT PAYABLE FROM THE STATE SCHOOL BUILDING AID FUND

ITEM 119 of the Budget Bill Budget page 408
Budget line No. 45

FOR ADDITIONAL SUPPORT OF THE STATE CONTROLLER FROM THE
STATE SCHOOL BUILDING AID FUND

Amount requested $85,727
Estimated to be expended in 1955-56 Fiscal Year 28,615
- Increase (199.6 percent) _ $57,112
RECO MM ENDATIONS
Amount budgeted $85,727
Legislative Auditor’s recommendation 78,233
Reduction : $7,494
ANALYSIS

This function is a part of the program which provides state assist-
ance in financing school construction where school distriets have in-
sufficient bonding capacity to provide needed facilities. A state bond
issue and a legislative appropriation totaling $185,000,000 were author-
ized in 1952, There is a balance of approximately $100,000,000 available
for application in the fund.

The accounting and auditing activities related to this program are
increasing. However, the primary explanation for the large increase
is due to the combining of all administrative charges of the Public
School Building Loan Fund and the State School Building Aid Fund.
Since these programs are identical, administrative charges will be taken
from the newest program, the State School Building Aid Fund, in
order to simplify financing. The amount of $85,727 includes $23, 102 for
accounting charges, $61,651 for auditing services and $974 for pro-rata
general administrative charges.

An emergency authorization of $7,494 appears in the current year
budget against the State School Building Aid Fund. This amount ap-
pears as an increase in reimbursements to the Accounting Division for
accounting services to the school construction project. An examination
of the meed for increased funds for accounting services fails to show
adequate justification. Work load standards and the present level of
activity were not provided to demonstrate the need for increased re-
imbursements in the current or the budget year; this same increase
is carried forward to the budget year. We are unaware of any sudden
change in the school construction program. Moreover, the Legislature
approved an increase of 75 percent for accounting services in the 1955-
56 Fiscal Year over 1954-55.

Another aspect of this emergency authorization is not clear. The
Accounting Division has received $7,494 for some unforeseen change in
the accounting services for the school building aid program, yet no ad-
ditional position was added for this increased activity. It would appear
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that the Accounting Division had positions not otherwise engaged or
funded which were shifted to this work and financed from the School
Building Aid Fund.

Because there is no satisfactory explanation of the need for this
money nor what the money is being used for, we recommend that $7,494
be deleted from the amount requested for appropriation in the budget
year from the School Building Aid Fund for accounting services.

BOARD OF EQUALIZATION

ITEM 120 of the Budget Bill Budget page 422
Budget line No. 50

FOR SUPPORT OF BOARD OF EQUALIZATION FROM THE
GENERAL FUND

General Activities Lg (ﬂ

Amount requested $11,731,355
Estimated to be expended in 1955-56 Fiscal Year 11,217,523

Increase (4.6 percent) - _— $513,832

Summary of Increase
INCREASE DUE TO

Total Work load or New Budget Line
increase salary adjustments services page No.
Salaries and wages_. . _________ $330,978 $183,210 $147,768 436 47
Operating expense _____________ 138,118 119,124 18,994 436 48
Equipment . _____________ 45,239 45,239 __ 436 49
Totals $514,335 $347,573 $166,762 436 51
Reimbursements :
Mapping services to counties__ —§$100,140 —$100,140 - 436 54
Services to Department of
Alcoholic Beverage Control__ 109,088 109,088 __ 436 B5
Division of Highway Taxes____. —9,451 —9,451 -~ 436 62
Net increase ... _____ $513,832 $347,070 $166,762 436 61
RECOMMENDATIONS
Amount budgeted - $11,731,355
Legislative Auditor’s recommendation 11,141,586
Reduction $589,769
A summary of our recommended reductions is as follows:
Budget
Division - Amount  Page Line
General Administration : ’
Printing expense $2,785 425 24
Out-of-state travel expense 1,000 425 32
Service Division: :
Rent for additional space, ete 15,208 427 33
Assessment Standards—Assessment Hqualization
19 additional positions requested .___.__________ 106,296 4928 45-50
Salary savings applicable to the foregoing_______ —10,000 428 51
47 positions and related operating expenses_______ 418,704 428 43
Assessment Standards—County Contract Mapping
Increase in reimbursements_..__________________ 30,000 429 46
Retail Sales Tax Division
Delete funds for six field representatives_—_______ 25,776 433 32

Total : $589,769

Sy
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The budget of the Board of Equalization is presented on the basis of
its various operating divisions and a deseription of its activities is in-
cluded under the appropriate division in this analysis.

Of the total increase of $513,832 in the budget as submitted, $109,088
is attributable to a decrease in reimbursements from the Department of
Alcoholic Beverage Control and is due to the fact that certain services
performed by the Board of Equalization for the Department of Alco-
holic Beverage Control during a part of the current year will be per-
formed by the Department of Aleoholic Beverage Control with its own
staff during 1956-57. These services are chiefly housekeeping services
such as acecounting, cashiering, ete., although a part of the increased cost
to the Board of Equalization is due to rent for space in field offices which
the Board of Equalization is obligated to pay under the terms of exist-
ing leases and for which it can no longer receive reimbursement because
of withdrawal of Aleoholic Beverage Control personnel from the space
involved.

General Administration
ANALYSIS ]

This division includes the executive officers, the general legal staff
which processes appeals from actions of the Franchise Tax Board and
performs other legal services, the departmental accounting office and
the personnel administration function.

A new position has been added, that of supervising sales tax auditor
I Budget page 424, line 46, out of funds provided by the abolishment
of two lower-level positions, which is intended to serve as the internal
auditor of the board’s activities, reporting directly to the executive sec-
‘retary. This is a function which has not been performed for a number
of years. '

In its report to the Joint Legislative Budget Committee on Acecount-
ing and Auditing for the State of California, Price Waterhouse & Co.
pointed out that, in the Board of Equalization, a small staff of internal
auditors, under proper direction, would be of substantial assistance to
the headquarters administration staff and division chiefs and that it is
likely that the cost of such an internal audit program could be largely
offset by a reduction in the scope of the audit tests made by the Depart-
ment of Finance. We believe that this suggestion is sound and that the
establishment of the new position is desirable.

We recommend that printing expense, Budget page 425, line 25, be
reduced $2,785.

It is the intent of this recommendation to eliminate all funds re-
quested for the following pamphlets:

‘“State Board of Equalization’’
““What Equalization Means to You’’
" ¢““‘News Letter”’

These are new services, no funds for which were provided in the
Budget Act of 1955, which authorized printing expense of $1,700 for
1955-56. The proposed deletion will reduece printing for 1956-57 to
$2,215, approximately the level authorized for the current year, before
revision.
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We recommend that traveling-out-of-state- other Budget page 425,
line 32, be reduced $1,000.

This is all for attendance at conventions, and we see no reason why it
should exceed that previously authorized by the Budget Act of 1955 for
1955-56, namely $2,000.

' Service Division

We recommend deletion of $15,208 from the proposed budget of the

Service Division as follows:

Elimination of increased rent for three branch offices $11,548
Elimination of increased space requested for headquarters
office in Sacramento 3,180
Elimination of branch office in Upland.: 480
Total ___ $15,208

The Service Division performs various housekeeping functions for
the agency, such as cashiering, mailing, tabulating, supply, duplicat-
ing and other general services.

- The Board of Hqualization pays rent for space at 62 locations, all
of which is included in the total of $638,822 shown for the Service
Division, Budget page 427, line 33.

The total rent authorlzed by the Budget Act of 1955 for the current
year, 1955-56, was $577,770, whereas the current budget shows the
corresponding amount to be $602,772, an increase of $25,002. The
amount requested for 1956-57 of $638,822, represents an increase over
the revised estimate of $36,050, or 6.0 percent, whereas it represents
an increase over the amount orlgmally authorlzed of $61,052 or 10.6
percent,

The Board of Equalization is one of a very few state agencies which
is specifically authorized by law to negotiate its own leases subject to -
approval by the Department of Finance (Government Code, Section
15622). This substantial increase in rent, which is entirely unrelated
to any inecrease in staff, raises a question in our minds as to whether
uniform standards for office space requirements are being applied as
effectively under the existing system of divided responsibility as they
could be if a single agency were responsible for all property manage-
ment, including negotiation of all leases.

‘We believe this is another indication that further study should be
made looking toward the centralization of all property management
activities, including leasing, in one central agency, a recommendation
which this office has made on previous occasions.

The detailed rent schedule submitted by the agency with its 1956-57
Budget request contains a statement to the effect that the Director of
Finance has requested that certain proposed rental items be placed in
the budget with a notation that their approval by the Legislature will
be considered as authorization to the Director of Finance to consider
leases of as much as 10 years’ duration in determining the program
for housing which would best serve the State’s interests in connection
with these particular offices. Those involved are in Los Angeles, Santa
Ana, San Bernardino, Santa Monica and Santa Barbara, where changes
in existing space arrangements are desired by the Board of Equaliza-
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tion within the next year and a half upon the expiration of current
leases.

We do not believe that it is appropriate for legislative approval of
funds for office rental for a particular location for a particular year
to be construed as approval of any particular type of lease arrange-
ment, especially since the individual lease contracts are not before the
Legislature for consideration, and we recommend that in acting on this
budget request the Legislature make it clear that no such interpretation
should be placed on its action.

It is our view that the final decision as to the most approprlate leas-
ing arrangements under any given situation involving a Board of
Equahzatlon lease is the responsibility of the Departmient of Finance
under existing law and cannot by this means or should not be shifted
to the legislative branch of the State Government.

We would like to point out that a question such as this arises pri-
marily as the result of the division of responsibility in the executive
branch which now exists and to repeat our reeommendation for cen-
tralization of all property management including leasing in a single
agency.

We recommend a reduction of $11,548 in renials requested for the
followeng field offices:

Eapiration Total Rents
Office date of lease - 1955-56 1956-57 Increase
Los - Angeles____ __ 8/31/56 $96,842 $102,540 $5,698
Santa Ana __._ __ 5/31/57 2,430 7,800 5,370
Woodland _____ _ 6/30/57 1,440 1,920 480
Totals . $100,712 v $112,260 $11,548

None of these increases is related to increased workload, since no in-
crease in staff is involved, and there is every indication at present that
adequate space will be available at no increase in cost. Accordingly they
must be regarded as in the nature of increased services to employees,
taxpayexrs, or both.

In Tios Angeles the increase is due to a request for an additional
branch office in the Wilshire distriet to which at least 80 of the staff
of 348 people now using the Black Building in downtown Los Angeles
would be assigned. A similar request was made in 1953 but funds for
the proposed new office were deleted by the Legislature at our recom-
mendation, since we did not then and do not now believe any additional
offices are needed in the Los Angeles area.

Another important consideration is that plans are well advanced for
the construction of a new state building in-downtown Los Angeles and
present indications are that the building will be ready for occupancy
within the next threé to five years. We believe it will be more economical
for the State if the entire staff of 348 now in the Black Building are
housed. in the new state building than it will be to house a lesser num-
ber in the new state building and at least 80 in a relatively high rental
" area such as the Wilshire distriet, and accordmgly any move to divide
the staff now does not appear to us to be in the best interest of the State.

We recommend a deletion of $3,180 requested for additional space
for the headquarters office in Sacramento, since no added staff is in-
volved and the request is for increased services.




— 273 — Equalization

Board of Equalization—Continued

We recommend the deletion of $480 for the contimuation of the
branch office in Upland, since the lease expires on June 30, 1956, and
we believe the office to be unnecessary.

‘We have pointed out on more than one occasion, and other studies
have done likewise, that no set of criteria exists to justify the existence
of branch offices at the various locations used by the Board of Equaliza-
tion. We believe such a set of criteria could be developed and con-
sistently applied and that its application would indicate that many
existing offices, in addition to that in Upland, are not justified. We rec-
ommend that a study be made, with a report to the next General Ses-
sion of the Legislature looking toward the development and application
of such a set of criteria, and containing a recommendation as to the
number and location of ﬁeld offices appropriate for the most efficient
and economical operation of the Board of Equalization.

Division of Assessment Standards

We recommend deletion of $545,000 from the budget of the Division
of Assessment Standards, as follows:
Assessment Equalization Activity

19 additional positions requested $106,296
Estimated salary savings applicable to the above__________________ —10,000
Deletion of 47 positions from existing staff and related expense_-__ 418,704
Subtotal —— _ $515,000
County contract mapping
Increase in reimbursements 30,000
Total : z _ $545,000

Our reasons for making these recommendations are discussed in the
sections which follow.
Assessment Equalization

The functions earried on in the Division of Assessment Standards
under this heading fall into two general categorles ‘assessment super-
vision”” and ‘‘property appraisal.’’

Activities in the first category are carried on pursuant to various
sections of the law, chiefly Section 15608 of the Government Code, which
provides that ‘‘the board shall instruct, advise, and direct assessors
and tax collectors as to their duties under the laws, * * ¥’

The agency estimates that this activity will require a technical staff
of 20 persons, together with related clerical personnel for 1956-57, if
-proper action is to be taken with respect to requests for assistance and
instructions which have been received from nearly every county in the
State.

‘We recommend that such a staff be provided, to consist of 20 tech-
nical and three clerical personnel.

The other activity, ‘‘property appraisal,’’ stems from Article XIII,
Section 9 of the Constitution, which provides for the creation of a State
Board of -Equalization * * * whose duty it shall be to equalize the
valuation of the taxable property in the several counties of the State
for the purposes of taxation * * *’’ g provision which has been in
the Constitution since 1.879.

In 1935 the board issued equalization orders to 34 counties requiring
them to raise or lower their assessment levels, while in 1936 it issued

-
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three such orders and a like number in 1937. The next year it reported
that ‘‘no adjustments were necessary to maintain the uniform level
upon which all counties are equalized’’ and no further orders were
issued until 1955, a period of 18 years.

There were numerous indications, however, during this period that
property valuations among the counties were in fact not equalized and
in 1949 the Legislature enacted Chapter 1466, Statutes of 1949, which
provided a comprehensive procedure for bringing about equalization
including a requirement (Section 1831 of the Revenue and Taxation
Code) that the board make annual surveys in each county of the State
to determine the relationship between assessed value and market value
of all property on the tax rolls of the county. Section 28 of the law
provided that it should take effect on September 2, 1950, and apply
for the first time to assessments made as of the first Monday in March,
1951, and that when funds were available for that purpose surveys
should be completed as directed by Section 1831, Revenue and Taxa-
tion Code, in each county by the second Monday in July, 1951.

Section 28 of Chapter 1466 has been amended three times, changlng
the 1951 dates successively to 1953 (Chapter 1554, Statutes of 1951),
to 1955 (Chapter 362, Statutes of 1953), and to 1957 (Chapter 256,
Statutes of 1955, in effect April 26, 1955). All of these measures con-
tained an urgency clause, that in Chapter 256, Statutes of 1955, read-
ing as follows:

“This act is an urgency measure necessary for the immediate
preservation of the public peace, health or safety within the mean-
ing of Article IV of the Constitution and shall go into immediate
effect. The facts constituting this necessity are:

Numerous unsolved problems of such magnitude have arisen as
to the scope and application of Chapter 1466 of the Statutes of
1949, that if such law is permitted to become operative on July 1,
1955, as currently contemplated, there is great danger of a serious
dislocation in the local tax structure. In order to avoid this situa-

- tion, and to permit the uninterrupted continuation of the perform-
ance of necessary public services supported by revenue raised and
distributed locally, it is necessary for the immediate preservation
of the public peace, health and safety that this measure be enacted
to take effect at once.”’

Funds were first made available for sample appraisals as contem-
plated by Chapter 1466, by the 1953 Legislature, which accepted the
estimate of the Board of Equalization that 70 positions would be re-
quired to carry out the provisions of Section 1831, Revenue and Taxa-
tion Code, and authorized such an 1ncrease in the staff of the Division
of Assessment Standards.

During 1953-54 the equivalent of about 18 full-time positions was
devoted to preliminary phases of the work and during 1954-55 approx-
imately 55 full-time positions were devoted to sample appraisals.

In July, 1955, the board indicated, on the basis of a report of its staff
based upon sample appraisals of 13,000 parcels of property, that it
proposed to raise the assessment levels in 19 counties, and in August,
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1955, ordered the levels raised in 14 counties, as indicated in the fol-
lowing:
Percentage increase in
assessment level

Preliminary Final

County Percent  Percent
Humboldt 50 39
San Bernardino ‘ 50 39
Imperial - 50 37
Contra Costa . 45 35
San Luis Obispo - 50 35
Mariposa 45 29
Stanislaus 45 28
Marin 35 26
Mendocino 50 25
Tulare 35 23
Del Norte 45 21
Alameda _ 30 20
Butte 35 19
Sonoma 35 19
Colusa 30 ——
Riverside 30 —
San Benito 30 _—
Shasta 30 -
Mereed 35 -

‘While this action was taken by the board ostensibly under the au-
thority of Article XIII, Section 9 of the Constitution rather than
pursuant to Chapter 1466, Statutes of 1949, the fact remains that the
information which formed the basis for the action was supplied with
funds appropriated to implement Chapter 1466, the effective date of
which had been postponed to 1957, by Chapter 256, Statutes of 1955,
which was passed by the Legislature and signed by the Governor and
became law on April 26, 1955, prior to the time the action was taken.
In view of this it appears to us that the action was contrary to the
intent of the Legislature, as expressed in Chapter 256, Statutes of 1955.

‘We recommend that the staff of this unit be reduced to 20 technical
and three clerical personnel to provide only those serviees previously
discussed under the heading of ‘‘assessment supervision,’’ the particu-
lar positions to be retained to be determined by the agency and the
Department of Finance.

The recommended reduction of $515,000 represents the $106,296 for
the salaries of the 19 new positions requested, budget page 428, lines
45 to 50, less $10,000 estimated salary savings, plus approximately two-
thirds of the budget requested for the existing staff of 70 or $418,704.

The point was made by the Board of Equalization at the last.legis-
lative session and presumably will be made again, that for the Division
of Assessment Standards to be compelled, through a reduction in its
budget, to disassemble its staff of appraisers, recruited and trained for
the purposes of Chapter 1466, would be an economic waste in case the
Legislature by action or nonaction later permitted Chapter 1466 to
go into effect. In our opinion, however, the staff of approximately 50,
at an annual cost of approximately $400,000, is both too large and too
costly to warrant retention on a standby or contingent basis, or diver-
sion to another type of program without clear legislative direction.
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Furthermore, it should be pointed out that the techmcal staff of 20
which is recommended in this analysis is roughly comparable to the staff
which made a determination of individual county assessment ratios in
1951, and should be sufficient to do periodic checking as to any coun-
ties which are determined by the board to be seriously underassessed
in terms of the state-wide average. According to the equalization orders
issued by the board in August of 1955, substantial intercounty equali-
zation has now been achieved with the possible exception of Tulare
County which is still the subjeet of litigation.

County Contract Mapping
This unit prepares maps for the use of county assessors for which
service the counties reimburse the State. The growth of the activity is

indicated by the following tabulation which shows the number of posi-
tions involved and the reimbursements received.

Fiscal Positions
year filled - Reimbursements

1951-52 194 $79,092
1952-53 16.0 . i 68,204
1953-54 . 23.9 113,228
1954-55 37.4 188,946
1955-56 . _______ (authorized) 580 ___________ (estimated) 292,908
195657 _____ .. __ (requested) 780 . _____ (estimated) 393,048

The Budget Act of 1955 authorized 36 positions for this unit for
1955-56, to which 22 additional have been added with Department of
Finance approval, or a total authorized for that year of 58 as shown
above.

Section 15624 of the Government Code provides that when requested
by the legislative body of any county to render such services ‘‘the
board may contract, at not less than cost and subject to regulations
approved by the Director of Finance, to render such serviees.”’

Under the current formula for computing the amount of the reim-
bursements counties are billed for the salaries and expenses, and a
portion of the expenditures for equipment of the contract mapping
unit shown on budget page 429, lines 5 to 41, plus the State’s contri-
bution to the Employees Retirement System for these employees but no
charge for administrative overhead is included such as supervision by
the chief of the Division of Assessment Standards and his assistants, or
supervision, accounting and other serviees performed by the Divisions
of General Administration and Research and Statistics.

‘We recommend that the formula be revised to include all appro-
priate items of overhead and that the reimbursements for mapping
services to counties shown on budget page 429, line 46, for 1956-57 be
increased $30,000 to a total of $423,048, in order to lnclude an esti-
mated amount for such items, which will have the effect of reducing the
total appropriation requested for the support of the Division of Assess-
ment Standards by a like amount.

Subject to the foregoing qualification we recommend approval of the
20 additional positions requested for this unit for 1956-57.
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Valuation Division

This division places valuations on all public utility properties in the
State, which are the basis for all local property taxzes paid by the public
utilities. It also assesses and collects the private car tax which is a
property tax on cars, owned by other than railroads, which are hauled
over railroads in this State. The assessed value assigned to these cars
is based on a formula provided by law and the rate used is the pre-
ceding year’s average rate for all property taxes within the State.

It is indicated in the budget explanation submitted by the Board of
Equalization that both public utility properties and private cars are
assessed at 50 percent of market value:

One of the operations involved in the valuation of public utility
properties is the maintenance of a set of ‘‘tax area maps’’ for each
county showing for each assessment year the boundaries of approxi-
mately 11,700 ‘‘code areas’’ having unique tax jurisdiction combina-
tions. When changes in the boundaries of any of the code areas occur
due to annexation of unincorporated territory by cities, creation of
new school districts, or similar causes, the law requires that the Board
of Equalization be notified in order that the maps may be changed to
conform. The number of notifications of boundary changes has in-
creased rapidly during recent years as follows:

For the 1952 roll — 1,072
For the 1953 roll _.___ 1,245
For the 1954 roll__ _ 1,479
For the 1955 roll 1,856
For the 1956 roll . _______________ 2,700 (estimated)
For the 1957 roll ________________ 2,700 (estimated)

The three additional delineators are requested to prepare the map
- changes necessitated by the increased number of boundary change
notifications.

Experience indicates that it takes on an average of 6.2 man-hours to
Process a boundary change notification. On this basis it will take an

~additional 5,233 man-hours (approximately three man-years) to process
the increase of 844 anticipated in both the current and budget years.

It appears to us that this is a good sample of a request for additional
personnel which is adequately supported by the proper kind of work-
load statistics and we recommend that the three additional positions
be granted.

Sales Tax Division

We recommend deletion of the funds requested for siz additional
field representatives in the amount of $25,776, budget page 433, line 32.

This division administers the Sales and Use Tax Law, and is the
largest division of the Board of Equalization with an authorized staff
for 1955-56 of 1,691.4, or 73 percent of the total authorized staff of
2,314.9 for the agency for that year. This staff is distributed 370.5 in
the headquarters office in Sacramento, 31 in offices in New York and
" Chieago, and 1,289.9 in 60 district and branch offices in California.

The agency divides its activities into two main categories, auditing
and what it terms ‘‘compliance,’’ the latter consisting of all activities
except those relating to the field audit program, and has segregated
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the costs relating to the two activities as shown in Table 1 for the last
five fiscal years.

Table 1. Total Costs by Program and Fiscal Years, 1950-51 to 1954-55

Fiscal Field audit program  Compliance program

year Amount  Percent Amount Percent Total
1950-51 . _____ $4,512,641 55.9 $3,556,676 441 $8,069,317
195152 - 4,807,918 54.3 4,051,948 45.7 8,859,866
195258 5,515,999 56.7 4,220,905 43.3 9,736,904
195354 . ______ 5,734,877 56.8 4,366,096 43.2 10,100,973
195455 . ____ 5,714,574 57.7 4,196,462 42.3 9,911,036

These figures include all overhead items, some of which are not in-
cluded in the detail shown for the Sales Tax Division budget.

The proposed increase of $255,610 in the total budget of the Sales
Tax Division is as follows, by categories:

Category Headquarters  Districts Total
Merit salary increases $27,341 $94,103 $121,444
Proposed additional positions, 6 field
representatives — 25,776 - 25,776
Salary savings increase_______________ —4,000 —25,000 —-29,000
Operating expenses ____.._.________.___ 42 838 16,794 59,632
Equipment 18,520 20,054 38,574
Decreased serviees to Department of
Alcoholie Beverage Control_________ - 39,184 39,184
Total $84,699 $170,911 $255,610

Of the increase in operating expenses, $33,941 represents an increase
in services rendered by the Service Division, which is offset by a cor-
responding decrease in the budget of that division, while the major item
in the increase in equipment is $29,772 for the replacement of automo-
biles.

The six proposed additional field representative positions are re-
quested to aid in the collection of a backlog of delinquent accounts re-
ceivable in the distriet offices, which the agency classifies as a ‘‘com-
pliance’’ activity, and is justified on the ground that these accounts
have increased substantially since 1951-52, as shown by the following
comparison : :

1951-52 1954-55 Increase

Amounts:
Automobile use tax $214,834 $770,806 $555,972
All other 2,999,535 4,128,088 1,128,553
Totals : $3,214,369 $4,898,894 ' $1,684,525
Number of accounts:
Automobile use tax 3,316 11,680 8,364
All other 5,811 9,404 3,593
Totals 9,127 21,084 11,957

‘While this is a substantial increase, $1,525,225 of the increase in tax
and 5,812 of the increase in number of accounts took place between
1951-52 and 1953-54, and there is no indication in the justification of
what a normal backlog should be in this kind of an operation, or any -
indication of what the anticipated work load is in either the current
or the budget year. Neither is there any indication of how many units
of personnel are assigned to the work, what their production is in terms
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of units of work load processed and what it should be in terms of ac-
cepted standards of performance for the type of work involved.

We recommend that no additionel funds be provided for the six new
positions for the following reasons:

1. The work-load data has not béen submitted in sufficient detail.

2. This is a Budget Session year and all possible increases should be
deferred for consideration by the General Session in 1957,

3. Any acute personnel deficiencies which develop in one activity of

an agency during a Budget Session year should be met by the process
of shifting personnel from other areas where the pressures are not so
great. In this instance we believe funds can be provided for the six new
field representative positions, if needed, by the abolition of six auditor
positions.
" Reference to Table 1 indicates that the agency has been placing in-
creasing emphasis on the audit program in recent years at the expense
of ‘““compliance’’ activities despite the fact that the Legislature in 1954
ordered a reduction of 21 positions in the audit staff. A shift of 1 per-
cent of the total for 1954-55, or $99,110, from the audit to the compli-
ance program would provide ample funds for the six field representa-
tives and all related overhead.

During the five-year period shown in Table 1 the return from
the audit program has decreased from $1.88 per dollar of cost in 1950-51
to $1.51 in 1954-55, as shown in Table 2, which follows, which is an
indication to us that it may be approaching the point of diminishing
returns and could be curtailed.

Table 2. Summary of Sales Tax Audit Results, by Years, 1950-51 to 1954-56

. Net revenue
Costs

Audit Per dollar
California audits hours Total Per hour .Total of cost
195051 . 913,829 = $4,335 774 $4.74 $7,683,786 $1L.77
195162 o 837,647 4,620,989 5.52 7,280,715  1.58
195268 —_ __ ___________ 848,966 5,301,944 6.25 7,625,672 1.42
195354 ___ 835,732 5,416,139 6.48 8,239,479 1.52
195455 . _____ 821,970 5,426,314 6.60 8,086,010 149
Totals ____________ 4,258,144  $25,101,160 $5.89 $38,815,662 $1.55 :
Out-of-state audlts
1950-61 28,120 $176,867 $6.29 $815,930 $4.61
195162 e 22,830 186,929 8.19 691,476  3.70
195258 24,443 214,055 8.76 806,153 3.77
195354 __ . ____ 23,691 197,583 8.34 572,034 2.90
195465 ___ 24,189 207,642  8.58 448,168 2.16
Totals - oo 123,273 $982,976 $7.97 §$3,334,661 $3.39
Total audits i
195061 o 941,949  $4,512,641 $4.79 $8,499,716 $1.88
195162 860,477 4,807,918 5.59 7,972,191 1.66
195268 873,409 5,515,999 6.32 8,331,825 1.51
1953-64 . 859,423 5,613,722 6.53 8,812,413 1.57
1954-55 846,159 5,633,856 6.66 8,634,178 1.51
Totals 4,381,417 $26,084,136 $5.95 $42,150,323 $1.62

Differences in audit costs for 1953-54 and 1954-55 as shown in Tables
1 and 2 are due to the exclusion of costs attributable to audits in proc-
ess at the end of the year from the amounts shown in Table 2.




Egualization — 280 —

Board of Equallzatlon——Contmued

In a tax audit program such as that of the Sales Tax Division whlch
involves extensive examinations of the records of taxpayers in the
field, there is no such thing as a fixed work load unless we accept the
premise that it is necessary to audit every taxpayer, and we know of
no one who has seriously urged the desirability of 100 percent audit
coverage in relation to this program.

The extent of the work load then is a matter of judgment and can be
varied within rather wide limits without any appreciable effect on the
revenue produced in relation to cost.

We know from studies which we have made in the past that at least
three out of five audits made do not produce any profit while the other
two do. The last named, we believe are worth while, both from the
standpoint of direct revenue and effect on future reportings, the other
three are of doubtful value.

‘Within limits it is possible for the agency to curtail its program at
the lower margin without any appreciable effect on net revenues. The
fact that the agency has developed techniques for selecting those ac-
counts for audit which on the whole are most likely to be profitable is
indicated by a comparison between results of audits selected in the
reegular course of business for the three years ended December 31,
1954, with estimates of the results which would have been obtained
from those not audited during the same period. The data for making
this comparison, which is shown in Table 3 which follows, is taken from
Table 5, page A-18 in the appendix of the report on ‘‘The Second Cali-
fornia Sales Tax Sample Audit Program’’ issued by the Division of
Research and Statisties of the Board of Equalization in June 1955.

Tableb 3. Average Tax Yield per Hour for Taxpayers Audited Compared With
Estimated Tax Yield per Hour for Taxpayers Not Audited, Three
Years Ended December 31, 1954

Tawx yield per hour
Actual for Hstimated for Actual as e
tazpayers taxzpayers not percent of
Class of taxpayer audited oudited estimated (2<-3)
1 (2) (3) NG
Large contractors and manufacturers____$23.43 - $5.56 - 4219,
Medium sized manufacturers___________ 11.95 3.94 303
Small service establishments __________ 4,28 1.52 . o8
Medium sized retailers other than
grocers 6.19 2.68 231
Closed-out taxpayers, all classes..______ 10.31 4.54 227
Small manufacturers . ___ 10.97 5.18 212
Medium sized and small contractors__..__ 13.48 717 188
Small retailers not otherwise classified___ 5.54 2.96 187
Large service establishments.__________ 9.00 5.30 170
Small retailers of durable goods________ 4.93 3.11 159
Medium sized and small grocery stores___ 7.87 5.88 134
Medium sized and small service stations__. 5.33 4.08 131
Medium sized retailers of durable goods
other than automobiles —.____________ 8.53 6.95 123 -
Qut-of-state taxpayers—all classes_.___.__ 25.86 22.48 115
Medium sized and small restaurants and
hotels 7.67 7.63 101
Large wetailers 11.90 16.13 T4
Medium sized automobile dealers________ 8.57 33.51 26

Average for all classes $10.50 $5.58 1889,
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The estimated tax yield per hour for taxpayers not audited shown
in column 8 of Table 3 is derived in part from audits selected on a
random sample basis, without regard to probable tax yield. The un-
audited group included 270,916 audits which it was estimated would
require 2,505,358 hours of direct audit time to complete and which
would yield an estimated $13,982,388 in tax change, or the equivalent
of about $12,472,290 in net revenue. At the average cost per hour for
the last four fiscal years these audits would have cost $15,708,563 to
make.

The tax yield per hour for tax payers audited shown in column 2 of
Table 3 is the actual yield for all audits completed in the regular course
of business, and represents a total of 126,645 audits which required
2,388,109 direct audit hours to complete with a total yield of $25,068,-
978 in tax change, or the equivalent of about $22,361,528 in net revenue.

The figures in column 4 of Table 3 are the yields per hour of the
actual audits completed expressed as a percent of the estimated yields
per hour for the taxpayers not audited. Thus audits of the first group
yielded $23.43 per hour, or 421 percent or over four times as much as
the estimated yield of $5.56 per hour for the unaudited taxpayers,
those in the second group 303 percent or over three times as much and
s0 on, while the average for all taxpayers audited was 188 percent or
almost twice the estimated yield for those not audited.-

Similar data derived from Table 3, in the report on ‘‘The Sample
Sales Tax Audit Program’’ issued by the Division of Research and
Statistics of the Board of Equalization in February 1954, indicates that
for the three-year period ended December 31, 1952, the yield from
audits actually completed averaged $9.54 per hour as against an esti-
mate of $3.86 per hour for those not audited, the actual results being
247 percent or about two and one-half times as productive per hour as
the estimated results from the unaudited accounts.

If these figures mean anything, they indicate to us that to a con-
siderable degree at least, the agency is able to distinguish in advance of
audit those taxpayers which will have the highest probability of de-
ficiencies from those which will have a low probability factor.

It follows therefore, that a small reduction in andit staff, such as
recommended here, or six out of a total staff of 665 in district offices
in California, should have no effect on the revenue derived from the
audit program in relation to cost, since the reduction in audits could
be made at the expense of those least likely to yield additional revenue.

Other Aspects of the Audit Program

In approving the budget of the Board of Equalization for 1951-52
the Senate Finance Committee adopted the following resolution on
May 11, 1951

““The subcommittee approves the recommendation of the Legisla-
tive Auditor that a standard be established for the sales tax field
audit program which will limit the proportion of nonproductive audit
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time to total audit time and recommends that a study be made by the
Legislative Auditor, in collaboration with the agericy and the Divi-
sion of Audits and Division of Budgets and Accounts of the Depart-
ment of Finance, looking toward the development and application of
such a standard, with a report to the next session of the Legislature.”’

‘We interpret this to indicate that the committee was concerned with
the high cost of the sales tax field audit program in relation to yield
and felt that steps should be taken to improve the over-all return by
reducing to some extent the nonprofitable part of the program (which
amounted to about 60 percent of the total).

If the nonprofitable part of the program had actually been reduced
during the almost five years which have elapsed since the date of the
resolution we would expect the revenue per dollar of cost of the audit
program to show an increase. Such, however, is not the case, since the
revenue has actually decreased from $1.88 in 1950-51, and $1.67 in
1951-52 to $1.51 in 1954-55, as shown in Table 2.

The agency has completed two sample audit program studies, one for
the three years ended December 31, 1952, and a second for the three
years ended December 31, 1954, and has issued extensive reports on
these studies. The reports, however, contain material which is largely
an attempt to justify an increase in staff rather than to point up
methods for improving the productivity of the existing staff, and there
is no statistical evidence to indicate that any progress has been made
in the latter direction since the date of the Senate Finance Committee
resolution,

As part of each of these studies a substantial amount of audit time
-was diverted from the regular audit program to make audits on a
random sample basis, without regard to probable yield. In the second
program 5,299 such audits were made which required 102,615 direct
audit hours (the equivalent of 57.2 man-years) which yielded $1,180,868
of tax change as corrected by headquarters staff and board review.
These figures are derived from Tables 1-A, 1-B and 1-C in the 1955.
Sample Audit Report after applying the correction factors shown on
page 14, and show yields per hour, by class of taxpayer audited, which
are less than those shown in column 2 of Table 3, for audits made in the
regular course of business on a selective basis.

If we assume that the 102,615 hours of audit time had been employed
on a selective basis and distributed by class of taxpayer in the same
proportions as it was on the sample audits, and that the yield for each
class would have been the same as that shown in column 2 of Table 3,
it would have produced a total tax change of $1,432,157 or $251,289
more -than it actually did. This represents an estimated loss in net
revenue to the State of $224,150 (net revenue being estimated at 89.2
percent of tax change as shown in Table 4).

Similarly the diversion of 72,223 audit hours to make the 2,526
audits on a random sample basis in the first sample audit study resulted
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in an estimated loss in net revenue to the State of $82,543, the combined
net revenue loss being estimated at $306,693 from the two programs.

Both studies indicate the need for a shift of audit emphasis among
broad general classes of taxpayers (i.e., those shown in Table 3) in
order to achieve best results, while the second study indicates the need
for redeployment of the staff on a geographical basis, and we believe
these shifts should be made and the results evaluated before any further
random sample audits are warranted.

One factor which has biased the results of both studies is the way in
which these studies use ‘‘tax change’’ rather than ‘‘net revenue’’ as
the measure of the effectiveness of the audit program. Under this con-
cept refunds are added to deficiencies rather than deducted. The rela-
tionship between the two for the last five fiscal years is shown in Table 4,
which follows.

Table 4. Relationship Between “Tax Change” and Net Revenue, by Fiscal
Years, and in Total, 1951-52 to 1954-55

Excess of tax Tax change Net revenue

Taw Net change over net as percent as percent of
- change revenue revenue of net revenue taz change
195152 ___ $8,614,765 $7,972,191 $642,574 108.1 92.5%
1952-53______ 9,147,657 8,331,825 815,832 109.8 91.1
1953-54______ 9,946,039 8,812,413 1,133,626 112.9 88.6
1954-55______ 10,025,626 8,534,178 1,491,448 1175 85.1
$37,734,087 $38,650,607  $4,083,480 1121 89.29,

Our view is that ‘‘tax change’’ in the present instance is misleading
sinee it tends to create the impression that the audit program is more
productive of revenue than it actually is. We believe that from the
budgetary standpoint net revenue, the amount actually brought into
the treasury is a more significant yardstick to use in evaluating the
results of an audit program such as this in relation to costs, There are
many individual audits showing deficiencies where the deficiency is
the net result of offsetting overpayments with respect to some trans-
action against underpayments with respect to others and in such cases
the net result is the significant figure. The use of ‘‘tax change’’ can be
useful for limited administrative purposes, but it should not be used
to evaluate the program for budget purposes. The two concepts should
be clearly distinguished and used in different ways.

Another aspect of the audit program is the marked variation among
districts in revenue per dollar of cost throughout the State, as indi-
cated in Tables 5 and 6 which follow. We can understand why there
might be marked variations in a given year, because of the three-year
cycle on which the audit program generally is conducted, but the marked
variation between the yield in Stockton of $1.78 over a five-year period
as contrasted with that in Santa Barbara of $1.21, and San Diego of
$1.26, could indicate marked differences in the efficiency of adminis-
tration among these districts.
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Table 5. Sales Tax Field Audit Revenue and Cost, by Districts, 1954-55

Net Audit  Revenue per

District revenue costs dollar of cost
Stockton $344,733 $174,355 1.98
San Bernardino . 577,468 317,882 1.82
San Jose . 540,622 316,791 1.71
Oakland 788,400 479,999 1.64
San Diego i 513,967 313,472 1.64
‘Woodland 183,623 118,216 1.55
Sacramento 202,463 130,637 1.55
Marysville 156,666 103,430 1.51
Redding 117,692 78,139 1.51
Los Angeles 2,985,957 2,089,332 143
San TFrancisco 1,025,905 735,303 1.40

Santa Rosa _: . 214,498 169,379 1.27
Santa Barbara 137,083 119,965 1.14-
Fresno _ 296,933 279,414 1.06
Totals California $8,086,010 $5,426,314 $1.49
Out-of-state 448,168 207,542 2.16
Totals $8,534,178 $5,633,856 $1.51

Table 6. Sales Tax Field Audit Revenue and Cost, by Districts, for
Five Years Ended June 30, 1955

Net Audit Revenue per

District revenue costs dollar of cost
Stockton $1,565,012 $881,270 $1.78
San Bernardino ______________ 2,276,305 1,357,850 1.68
San Franeiseo —___ . ______ 5,254,584 8,291,087 . 160
Oakland 3,459,292 2,168,637 1.60
Tos Angeles _________________ 16,079,850 10,248,461 1.57
Marysville 812,405 526,520 1.54
Redding 506,393 329,260 1.54
San Jose 2,101,148 1,367,782 1.54
- Fresno . : : 1,760,718 1,161,240 1.52
. 'Woodland -. 738,631 510,724 145
Santa Rosa 1,119,046 799,366 1.40
Sacramento 833,335 606,346 . 1.37
San Diego 1,733,913 1,377,720 1.26
Santa Barbara . _________ 575,030 - 474,947 1.21
Totals California ________ $38,815,662 - $25,101,160 $1.55
Out-of-state ____________ 3,334,661 982,976 3.39
Totals — $42,150,323 $26,084,136 $1.62

RECOMMENDATION

In view of the decreasing productiveness of the audit program and
its steadily increasing costs, as shown in Table 2, we believe it should
be the subject of continuing study. As a starting point we recommend
that the agency prepare an analysis, by size of deficiency per audit
hour on a district basis, similar to that prepared by this office for
1950-51 as summarized on page 236 of our 1954-55 budget analysis, with
a report to the next session of the Legislature.

‘We also recommend that the recently instituted training program for
auditors should include a study of the results of nonproductive audits
by qualified technical personnel with a view to developing procedures
and techniques for reducing the time spent on such audits.
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Bureau of Tax Assessment

This bureau assesses and collects the excise tax on beer and wine and
distilled spirits and is the only unit of the Aleoholic Beverage Control
Division which remains with the Board, of Equalization as a result of
the constitutional amendment in 1954 which established the new De-
partment of Alecoholic Beverage Control.

The proposed budget for 1956-567 shows a decrease of $17,418, over
the amount estimated to be expended for 1955-56. This is attributable
to the fact that of the 12 auditor positions deleted by the 1955 Legis-
lature, eight had a termination date of December 31, 1956, with the
result that the 1955-56 budget includes salaries for these positions, for
a half year period, amounting to $24,456. The other four positions were
abolished as of July 1, 1955.

The details of the net decrease of $17,418 are as follows:

Salaries of 8 auditors for one-half year (o —82L,456
Merit salary increases 2,929
Increase in operating expenses ) 87
Increase in equipment : 62
Decreased reimbursements for services to the
Department of Alcoholic Beverage Control__. 3,960
Net decrease . —$17,418

The Bureau of Tax Assessment has developed cost data on an activity
basis which may be summarized as follows, for 1954-55.

Activity
Tex program Audit Compliance Total
Distilled spirits exeise______________ $146,597 $66,574 $213,171
Beer and wine exeise___.___________ 110,292 54,192 164;,484
Totals $256,889 $120,766 $877,655

These costs exceed total expenditures shown for 1954-55, budget
page 436, line 29, since all appropriate overhead is included, some of
which does not appear in the expenditure total.

The bureau has also compiled an analysis of the time Worked in dis-
triet offices on a funectional basis, as well as statistics of audit results by
tax program.

The audit statistics have the same 11m1tat10ns as do those compiled
by the Sales Tax Division and the Division of Highway Taxes, in that
they are in terms of ‘‘tax change’’ rather than net revenue and do not
distinguish audits which show a profit from those which do not. They
should not be used in this form to indicate revenue productivity from
audit.

Centralized Revenue Administration

‘We are on record as favoring the establishment of a Department of
Revenue and Taxation to be headed by a single director appointed by
and responsible to the Governor to which should be transferred the re-
sponsibility for the administration of all major state taxes, including
those now adminigtered by the Board of Equalization.

As pointed out in our 1955-56 budget analysis on page 402, we have
long been aware of certain shortecomings in the operations of the Board
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of Bqualization which we believe are inherent in the agency as pres-
ently constituted and which we believe can best be cured by the estab-
lishment of a Department of Revenue and Taxation such as that indi-
cated in the foregoing.

Some of the most important of these deficiencies from the budgetary
standpoint are:

““1, Lack of strong unified centralized administrative control at
the top level. ’ .

2. Unnecessary duplications of field office facilities predicated
upon a district organization based on the geographical bound-
aries of the existing equalization districts from which the four
board members are elected.

3. Too much emphasis on the ‘‘service’’ aspects of tax adminis-
tration at the expense of efficiency and economy, which mani-
fests itself in such ways as the multiplicity of distriet and
branch offices, the philosophy which stresses the ‘‘educational’’
value of the field audit program at the expense of the revenue
producing aspects and in other ways.

4. Lack of consistent standards for the establishment of district
and branch offices, or for the proper functioning of such
offices.”’

(X1

Much could be accomplished, however, to improve the efficiency and
economy of administration even under existing law if the following
steps were to be taken:

(1) Eliminate the dual system of administration which exists
whereby key field personnel are respounsible to two masters, (a) the
board member elected from the district acting in his capacity as an in-
dividual elected official and (b) the board as a whole acting through
its administrative staff in headquarters office in Sacramento and re-
place it with a system whereby responsibility for the direction of the
activities of the agency is delegated to a strong administrative officer
who should be ¢hief administrator in fact as well as in name and aec-
countable to the board as a whole for proper discharge of his duties.
In this respect we believe the board members should regard their ad-
ministrative responsibilities as state-wide rather than sectional to be
discharged through a single administrator on a state-wide basis on a
relationship paralleling that between the board of directors and the
general manager in a large corporation.

(2) The administrative districts should be changed to conform to
the boundaries of the natural economic areas in the State, and the dis-
trict boundaries should be set without regard to existing equalization
distriet boundaries with the size and number of districts conditioned on
work load. Under such a program we believe not to exceed eight dis-
tricts could perform the work of the existing 14 and do a better job.

(8) The number and location of field offices should be determined ac-
cording to definite criteria which would probably have the effect of re-
ducing the existing 60 to about 35.
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DIViSION OF HIGHWAY. TAXES -
ITEM 121 of the Budget Bill Budget page 423
Budget line No. 6

kFOR SUPPORT OF THE DIVISION OF HIGHWAY TAXES FROM THE
MOTOR VEHICLE TRANSPORTATION TAX FUND -

Amount requested $814,716
Estimated to be expended in 1955-56 Fiscal Year 802,671
Increase (1.5 percent) $12,045

Summary of Increase
) INCREASE DUE TO

Total Work load or New Budget Line
increase salary adjustments - services page No.
Salaries and wages__..__________ $16,128 $9,252 $6,876 - 438 70
Operating expense _____________ 12,356 12,356 - 438 71
Equipment —5,320 —5,320 - 438 T2
Total : $28,164 $16,288 $6,876 - 438 T4
Less: Increased reimbursements .
Motor Vehicle Fuel Fund_______ —10,795 —10,795 _. 438 76
Itinerant Merchants Fund_______ —324 —324 __ 438 17
Net total increase______________ $12,045 $5,169 $6,876 438 75
RECOMMENDATIONS '
Amount budgeted . $814,716
Legislative Auditor’s recommendation 807,840
" Reduction $6,876
ANALYSIS
A summary of our recommended reductions is as follows:
Budget
Amount Page ILine
1 Junior clerk $2,580 437 . 50
1 Field representative 4,296 438 29
Total $6,876

This division administers all phases of the use fuel tax (diesel tax),
assesses the motor vehicle transportation tax (truck tax) and the motor
vehicle fuel tax (gasoline tax) and administers the Itinerant Merchants
Act (Sections 16300 to 16451 of the Business and Professions Code).

The expenditure program of the Division of Highway Taxes is sup-
ported by appropriations from three different funds, the total with
supporting detail being included in one section of the printed budget,
with the total and each fund’s share being shown on Budget page 438,
lines 74 to 77, and may be summarized as follows:

: Budget Bill Total expenditures by funds
Fund Item No. 1955-56 1956-57 Increase

Motor Vehicle Transportation
_ Tax Fund 121 $802,671 $814,716 $12,045

Motor Vehicle Fuel (gasoline
tax) Fund 123 719,316 730,111 10,795
Itinerant Merchants Fund . ________ 122 21,610 21,934 324

Totals — $1,543,5907 $1,566,761 $238,164
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The increase in operating expenses is accounted for largely by in-
creased charges from the Service Division shown on Budget page 437,
line 69, for increased use of tabulating equipment in connection with
meehamzatlon of certain procedures and is offset by a corresponding
decrease in the budget of the Serviece Division. ’

Of the increase in salaries and wages, $6,876 is for two new positions,
the remainder for merit salary increases.

We recommend deletion of the amount requested for the two new
positions for the following reasons:

(1) The work load data submitted does not appear to us to be suf-
ficient justification when considered in conjunction with the activities
of the division as a whole.

(2) This is a budget session year and all possible inerease should be
deferred to the General Session in 1957.

(3) Any acute personnel deficiencies which develop in one activity
of an agency during -a budget session year should be met by the process
of shifting personnel from other areas where the pressures are not so
great. In this instance we think funds could be provided for these posi-
tions if necessary by the abolishment of two auditor positions rather
than by a budget increase without any serious damage to the division’s
over-all program for the reasons indicated elsewhere,

The junior clerk position is requested for the use fuel tax filing sec-
tion in headquarters with the explanation that ‘‘The estimated increase
in permittees will require an additional junior clerk. * * ¥

The data submitted as to number of permits is as follows:

1954-55 . 9,620 (actual)
1955-56 : 10,400 (estimated)
1956-57 11,300 (estimated)

‘To us, such a tabulation is meaningless as justification for an addi-
tional file clerk unless supplemented by data showing the relationship
between number of permits and number of filings per year, the number
of file clerks involved in the particular operation for which the addi-
tional clerk is requested, and the number of filings per clerk per year
which it is reasonable to expect according to proper standards of file
clerk performance. In the absence of such information we do not believe
the additional position to be justified.

The additional field representative is requested for Fresno and the
justification submitted is as follows:

1. The Fresno district has the second largest number of highway tax
licenses in the State.

2. During the Fiscal Year 1954-55 the average number of compliance
assignments outstanding at the end of each month, by program was as
follows :

Use fuel tax : 61
Transportation tax ___ 41
Itinerant merchants 27
Gasoline tax 2

131

3. A large amount of interstate trucking of produce originates in
the Fresno area.
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- Table 1, which follows, shows the authorized district office staff for
1955-56 by district and by eclass. The investigators and field repre-
sentatives are the classes used on so-called ‘‘compliance’’ work.

Table 1. Authorized District Office Staff, 1955-56, by District and Class

Investigators
and field
District Auditors representatives Clerical Total

Los Angeles 33 17 11 61
* Fresno 7 2 14
San_Francisco )
Stockton
Oakland
San Jose
San Bernardino
San Diego
Santa Rosa
Sacramento
Marysville
Redding
Santa Barbara
‘Woodland -
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Totals 73 43 18 134

As to the first point, as shown in Table 1, the Fresno district also
has the second largest staff in the State, both in total and by -class, by
a counsiderable margin.

As to the second point a mere list of outstandmg assignments Is
meaningless unless coupled with information as to the time required
to process such assignments on the basis of proper standards of per-
formance. Furthermore, there is no indication of the work load situa-
tion in other parts of the State to show why the alleged personnel de-
ficiency in Fresno cannot be met administratively, by ‘transfer of per-
sonnel, without any budget increase.

As to the third point the foregoing comments also apply.

The agency has submitted tabulations of the time spent by its field
staff by location and by program for 1954-55, which is good as far as it
goes, but it has not related these data to units of work completed so
that an appraisal can be made of the performance, district by distriet,
and acceptable standards developed. We believe such data are essential,
both to good management and proper budgetary control, and are con-
vinced that such data can be developed and should be developed before
any increase in staff is granted.

Tax Auditing

In April, 1954, this division first started to accumulate data regard-
ing costs of its tax audit program, and for 1954-55 it reports that 46
percent of its total costs were attributable to that program. We think
development of cost data is a step in the right direction since we regard
the relationship between cost of auditing and direct revenue produced
by the audit program to be the most important single yardstick ‘avail-
able in evaluating the audit program of a tax agency from the budget-
ary standpoint.

1129938
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All state tax agencies lay great stress on the audit program as an
enforcement tool. Where an individual audit produces revenue in ex-
cess of cost it is obvious that the audit is justified as a revenue pro-
ducing activity. Where it does not, or an entire program does not, we
believe that the activity should be examined very critically, since the
audit process is a costly one, requiring relatively high salaried tech-
nical personnel.

Tables 2 and 3 which follow, summarize the results of the audit
program of this division for 1953-54 and 1954-55 respectively, from
the standpoint of revenue produced per dollar of cost, by _tax program
and class of taxpayer audited.

Table 2, which is reproduced from our 1954-55 Budget Analysis, is
based in part on estimates.

Table 2. Summary of Audits Completed, 1953-54

Number . Revenue
of Audit Net per doller
Tax program audits hours revenue Cost of cost
Gasoline tax:
Fully licensed
distributors _——._______ 263 12,666 $29,088 $78,022 $.37
Liquefied petroleum
gas distributors ______ 53 2,115 7,336 13,028 .56
Producers and brokers___ 338 3,449 - 21,246 _—
Total gasoline tax__.___ 654 18,230 $36,424 $112,296 $.32
Use fuel tax o _____ 2,397 22,073 301,453 209,478 1.44
Transportation tax ________ 5,383 45,873 817,284 365,608 2.24
Totals ——— 8,434 86,176 $1,155,161 $687,377 $1.68
Table 3. Summary of Audits Completed, 1954-55
Number . Revenue
of - Audit Net per dollar
T ax program audits hours revenue Cost of cost
Gasoline tax: ‘ ‘
Unlicensed distributors __ 1 262 $181,885 $1,541 $118.03
Fully licensed dis- N .
tributors ——— . __ 237 13,760 17,919 80,908 22
Liquefied petroleum »
gas distributors ____._._ 87 2,679 11,260 15,753 1
Producers and brokers ___ 73 1,348 _— 7,926 -
Total gasoline tax_____ 398 18,049 $211,064 $106,128  $1.99
Use fuel tax: .
Users __ e 2,718 27,647 $395,078 $256,288 $1.54
Vendors oo _______ 110 1,603 4,408 14,860 .30
Total use fuel tax_____ 2,828 29,250 $399,486 $271,148 $1.47
Transportation tax —______ 4,053 89,295 $719,120- $282,138 $2.55
Totals 7279 86,594 $1,329,670 $659,414 $2.02

An examination of the two tables discloses several facts of interest.
The revenue per dollar of cost is higher for 1954-55 for each of the
three tax audit programs, gasoline tax, use fuel tax, and transportation
tax, than it was in 1953-54. Perhaps this is due in part to the comments
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in our last analysis, in which we were highly critical of the results of
some of the programs, especially the gasoline tax audit program; even
to the extent of recommending its curtailment.

The increased revenue per dollar of cost in the gasoline tax audit
program is due almost entirely to one audit, that of an unlicensed dis-
tributor, which accounted for over 86 percent of the total revenue from
all gasoline tax audits. The agency states in its budget justification
that this audit was an audit of a service station which was disposing of
stolen, untaxed gasoline and that notwithstanding the internal security
measures adopted by the distributors (i.e. wholesales and manufac-
turers) to prevent theft of untaxed gasoline the number of such cases
is inereasing. While we think the agency deserves credit for disclosing
such an instance, we think the industry itself can be expected to assume
the major responsibility for taking preventive measures, since the com-
bined state and federal excise taxes on motor vehicle fuel amount to
about 26 percent of the retail selling price of the product, which gives
a retailer dealing illegally in untaxed gasoline a tremendous competi-
tive advantage over the retailers who are legitimate customers of the
distributors.

More time was devoted to audits of liquefied petroleum gas distribu-
tors in 1954-55 than in the prior year and while the revenue per dollar
of cost increased from 56 cents to 71 cents on the dollar, this program
is still far from paying its way, and we believe this is one of the areas
where auditing could be curtailed to provide funds for the field rep-
resentative requested for the Fresno office, if needed.

The other two programs, the Use Fuel Tax and Transportation Tax
Auditing showed increased revenue per dollar of cost, although 14 per-
cent fewer hours were devoted to the latter, the most profitable pro-
gram of all, in 1954-55 than in the preceding year.

‘While considerable statistical information was presented by the
agency this year, which had never been presented before we noted two
major deficiencies in the audit program statisties.

One was the presentation of audit results in terms of ‘‘tax change’’
instead of net revenue per dollar of cost. ‘‘Tax change’’ is a concept
which is misleading from the budgetary standpoint unless it is used
along side the ‘‘net revenue’’ concept since under this concept refunds
are added to deficiencies rather than deducted and its use has the effect
of misleading the reader into believing that the program is more pro-
duective of revenue than it is.

The other is the failure to distinguish between audits showing de-
ficiencies of less than cost from those showing deficiencies of more than
cost; the only categories under which audits are shown are those pro-
ducing refunds, no-change, and deficiencies. The difference between a
no-change audit, and one showing a small deficiency, since both are in
the area which cannot be justified on a profit basis, is insufficient to
provide a sound basis for audit program evaluatlon

In 1953-54, this division submitted such a breakdown at our request
for each of the classes of audits shown in Table 2, which in summary
showed total costs attributable to each of the groups, as follows:
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1953-54
Cost
Profituble Nonprofitable Percent non-
Class oudits oudits Total profitable
Gasoline tax __ $8,340 $103,956 $112,296  92.6
Use fuel tax : ~ 83,161 126,312 209,473 60.3
Transportation tax ______________ 143,197 222411 365,608 60.8
Totals $234,698 $452,679 $687,377 65.9

In the absence of any comparable data for 1954-55 we are forced to
assume that currently approximately 60 percent of the time spent on
use fuel and transportation tax audits is nonproductive, and suggest
that a curtailment of-the nonprofitable time spent on these two classes
of audits is another source of funds to provide the two additional posi-
tions requested, if needed.

Effective September 9, 1953, the Use Fuel Tax Law was amended
to provide for the licensing of diesel fuel vendors, in addition to diesel
fuel users and to provide for the collection of the tax by the vendors
from unlicensed users.

From January 1, 1954, to June 30, 1954, 16 audits were made of
the vendors, while from July 1, 1954, to June 30, 1955, as shown in
Table 3, 110 audits were made of vendors, at a cost of $14,860, which
produced net revenue of only $4,408, or 30 cents per- dollar of cost.

The agency states that there are approximately 190 vendors who pay
tax to the State and that it is the policy to audit all of these as soon
as possible to see that they are complying with the law, even though
audits completed show a recovery of only 30 cents on the dollar. We
believe this is an unnecessarily costly method of educating taxpayers,
so to speak, that other and cheaper methods are available, and that this
part of the program could well be curtailed.

Board of Equalization
DIVISION OF HIGHWAY TAXES
ITEM 122 of the Budget Bill Budget page 423
Budget line No. 20

-FOR ADDITIONAL SUPPORT OF DIVISION OF HIGHWAYS TAXES
FROM THE ITINERANT MERCHANTS FUND

Amount requested_ $21,934

Estimated to be expended in 1955-56 Fiscal Year 21,610

Increase (1.5 percent) $324.
RECOMMENDATIONS

Amount budgeted $21,934

Legislative Auditor’s recommendation 21,934

Reduction . None
ANALYSIS '

This appropriation is to reimburse the Motor Vehicle Transportation
Tax Fund for costs of administration of the Itinerant Merchants Act
(Sections 16300-16451 of the Business and Professions Code), the ex-
penditures for which are paid out of that fund in the first instance and
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included in the detailed budget data supporting Item 121, of the
Budget Bill. ’

The activity consists of licensing itinerant merchants. An itinerant
merchant is a person who buys ‘‘farm products’’ for sale and trans-
ports them upon a public highway in a motor vehicle across county
lines for purpose of sale. Such a person is required to pay a license fee
of $20 for each motor vehicle to be used by him in the conduct of his
business. There were 716 licenses in effect on June 30, 1955.

Revenues from license fees are averaging about $27,000 per year, and
. the balance in the fund is increasing, as shown by the following:

Year Balance July 1
1954 $2,202 (actual)
1955 8,959 (actual)
1956 ] 12,849  (estimated)
1957 16,395 (estimated)

There are no changes in the program as budgeted for the current
year and we recommend approval of the budget as submitted.

Board of Equalization
PIVISION OF HIGHWAY TAXES

ITEM 123 of the Budget Bill } Budget page 423
) Budget line No. 33

FOR ADDITIONAL SUPPORT OF DIVISION OF HIGHWAY TAXES
FROM THE MOTOR VEHICLE FUEL FUND

. Amount requested $730,111

Estimated to be expended.in 1955-56 Fiscal Year 719,316

Increase (1.5 percent)_- $10,795
RECOMMENDATIONS '

Amount budgeted $730,111

Legislative Auditor’s recommendation ’ 730,111

Reduction - None
ANALYSIS

This appropriation is to reimburse the Motor Vehicle Transportation
Tax Fund for costs of administration of the Motor Vehicle Fuel License
Tax Law (gasoline tax) and the Use Fuel Tax Law (diesel tax) by the
Division of Highway Taxes of the Board of Equalization, the expendi-
tures for which are included with those of the first named fund as de-
tailed on Budget pages 437 and 438.

The increase of $10,795 represents this fund’s share of the increase
in expenditures for the Division of Highway Taxes, the operations of
which are described in our analysis of Item 121 of the Budget Bill.

If the adjustments recommended by  us under Item 121 are ap-
proved, it will be necessary to adjust this item for the Motor Vehicle
Fuel Fund’s share, which we believe can be done most effectively by the
Department of Finance at the time of final approval of the Budget Bill.

Subject to the foregoing we recommend approval of the item as sub-
mitted. '
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DEPARTMENT OF FINANCE
ITEM 124 of the Budget Bill Budget page 442
Budget line No. 21

FOR SUPPORT OF DEPARTMENT OF FINANCE FROM THE GENERAL
FUND . .

Amount requested $6,244 419
Hstimated to be expended in 1955-56 Fiscal Year 6,047,584
Increase (3.3 percent) $196,835

Summary of Increase
INCREASE DUE TO

Total Work load or New  Budget Line
inerease salary adjustments services page No.
Salaries and wages ___._________ $250,336 $224,848 $25,488 459 45
Operating expense _____________ 54,737 53,387 1,350 459 47
Equipment 35,339 34,233 1,106 459 47
Less: increased reimbursements_.. —I727,102 ~127,102 - 459 65
Less: increased support from
other funds ___.______._._____ —16,475 —16,475 __ 459,69
Total increase _______._____ $196,835 $168,891 $27,044 459 68
RECOMMENDATIONS
Amount budgeted $6,244,419
Legislative Auditor’s recommendation 6,210,071
Reduction - " $34,348

General Summary of Activities

The Department of Finance is the staff agency for the executive
branch of State Government for the control of the fisecal and business
operations of state agencies. The statutory provisions governing the
duties and responsibilities of the department are codified as Part 3,
Division 3, Title 2 of the Government Code. The prinecipal control
functions of the department are authorized by Section 13070, 13290,
and 13320-13326 of the Government Code. Section 13070 provides for
the general powers of supervision of the financial and business policies
of the State and reads as follows:

¢“13070. The department has general powers of supervision
over all matters concerning the financial and business policies of
the State and whenever it deems necessary, or at the instance of
the Governor, shall institute or cause the institution of such in-
vestigations and proceedings as it- deems proper to conserve the
rights and interests of the State.”’

The activities and functions assigned to the Department of Finance
may be classified into four groups as follows: (1) Administration, in-
cluding the Divisions of Administration and Aeccounts and Disburse-
ments; (2) Fisecal Management, including the Divisions of Audits,
Budgets and Organization and Cost Control; (3) General Services,
including the Divisions of Communications, Purchasing, Property Ac-
quisition, Printing, and Buildings and Grounds; and (4) Miscellaneous,
including the Divisions of Local Allocations, State Lands and Fairs and
Expositions.

The activities supported from the General Fund include all the above
activities excepting Printing, Local Allocations, State Lands and Fairs
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and Expositions. The amount requested for the General Fund supported
activities is $6,244,419 or 3.3 percent above the amount estimated to
be spent during the current year. In the following analysis, we discuss
our recommended reductions and some program changes and include
some brief statements on the performance of the department in the
past year.

ANALYSIS
Summary of Recommended Reductlons
Buildings and Grounds Division-—

Sacramento Buildings Budget Line
Operating Expenses Amount Page No.
Special repairs and alterations_...__._________ $20,000 454 46
Equipment
Special maintenance of buﬂdlngs—addltlonal__ 5,000 454 70
Budget Division :
Financial Research Section
Associate research technician 6,360 448 30
Intermediate account clerk 2,988 448 31
Total reduction $34,348
Buildings and Grounds Division -

Prior to the 1954-55 Fiscal Year, the budget contained an item for
alterations, repairs and equipment for state buildings and rental offices.
This special item was largely justified in prior years as necessary due
to the frequent shifting of agencies when the State rented considerable
office space. Over the years following World War Il the Legislature
reduced the size of this appropriation. In the 1954 Session the
Legislature approved another reduction in the size of this item, lowering
it to $50,000 and shifting it to the budget of the Buildings and Grounds
Division.

In making this shift the amount was separated into two line 1tems

special repairs and alterations—operating expense, $35,000, budget page
454, line No. 46, and special maintenance of buildings—additional
equipment, $15,000, budget page 454, line No. 70. The reason for
shifting this money to the Buildings and Grounds budget was to
achieve review and approval through the regular budgetary process and
to permit an accounting to the Legislature. Since there were other
funds in the budget for regular maintenance, alterations and equip-
ment, it was our understanding that this special amount of $50,000
would be for unforeseen contingencies.
- The 1954-55 Fiscal Year experditures from these items permit a full
year review of the use made of these funds. We have secured from the
Department of Finance an itemized listing of each expenditure and
the amount. A review of these expenditures indicates (1) that a ma-
jority of the expenditures are not of an emergency nature, (2) some
of the expenditures should have been funded in the budget of the
agency receiving the service or equipment and (3) that the amount of
$50,000 should be reduced to $25,000. In other words, approximately
$15,000 in expenditures for 1954-55 should have been budgeted else-
where as they were items which could be anticipated; and that there
was an unexpended balance of over $10,000, which indicates an ex-
cessive appropriation.
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The expendltures from the operating expense item of $35,000 for
special repairs and alterations were made for repairs and alterations.
For example, general repairs were made in the Governor’s mansion,
the State Capitol building, and other buildings. Approximately $1,400
was spent to recondition leather furniture in offices of elected officials.
The item to which we take exception in this category is the expenditure
of $12,160 for alterations to the fifth and sixth floors of the State
Capitol Annex. These alterations should have been anticipated and
regularly budgeted under minor capital outlay. »

The special item for additional equipment for special maintenance
of buildings was entirely expended plus $2,796 transferred from the
$35,000 amount for operating expense. The purposes to which this
money was put were generally for the purchase of equipment for the
Governor’s mansion and various other state offices. Listed below are
expenditures for equipment which we feel should have been budgeted
by the department or division receiving the service. Furthermore,
since all this equipment is additional it can hardly be justified as
emergeney and unanticipated.

Department of Finance

Administration—executive chair : $153.20
Administration—photo instant copier 267.29
Administration—sofa : 221.45
Merit Award Board—office furniture : 339.97
Accounts and Disbursements—Edison Voicewriter_________________ 342.48
Fairs and Expositions—water cooler 108.74
Purchasing Division
Refrigerator for lunchroom (replacement) 123.15
Lamp fixture 103.25
Courts—Chief Justice’s Office
Sacramento -
Telephone cabinet 186.95
Drape two windows : 456.81
San Francisco—walnut dictionary stand 381.10
Supreme Court—air conditioner 346.02
Department of Education—Audio-Visual )
Education—beaded sereen in roller case 95.79

We feel that the above examples show that the contingenecy fund
was not entirely for emergency uses. The purposes for which these
funds were used demonstrate that some of the expenditures should
have been budgeted and approved through the regular budgetary
process.

) . Budget Division i

The positions of research technician and account clerk are proposed
on the basis of the overtime worked in the Financial Research Section
and the desire to extend population research work. The present staff
of six technical positions performs research on revenue and population
estimating. This work load is largely controllable and is already lib-
erally financed. Apparently there have been substantial increases in
the number of requests for special population analyses. The new posi-
tions will also allow more time for improvements in the population
estimating work. In line with our established position, we do not
recommend expansion of these services at this session.
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New Positions for Increased Work Load

Administration Division
Legal Section

Assistant administrative adviser I $7,008
Intermediate stenographer-clerk 3,060
Investment Section
Accounting technician IX X 3,630
Property Acquisition Division
Associate real property appraiser 6,060
Junior-assistant real property appraiser 3,810

The above is a complete summary of all new staff positions justified
on a work load basis. There are other new positions requested by the
Department of Finance which are discussed separately under the -
Buildings and Grounds Division and the new Division of Organization
and Cost Control. We recommend approval of all of the above staff
positions because we are convinced that there is adequate justification
for them. A few brief comments will serve to point up the justification
presented by the department.

Legal Section

Additional legal service is requested primarily on two bases: (1) to
provide additional legal advice to the State Fair, and (2) to meet the
increasing work load in the property acquisition and building pro-
grams. Additional legal service to the State Fair, which seems long
overdue, will be on a reimbursement basis. This will bring the total
time devoted to the State Fair to about three-quarters of one man-year.
In property acquisition there is the accelerated state park land acquisi-
tion program, increased participation in drafting state leases, possible
assistance to the California Olympics Commission in contracts and real
property procedures and the construction of state buildings through
investment of state funds.

" Investment Section

There has been a general increase in the total number of transactions
and the amount invested. This position will relieve the investment
adviser of some detail so that more attention can be devoted to broader
investment problems and opportunities.

Property Acquisition Division

. Two positions of real property appraisers have been requested by
the Department of Finance in order that the division may assume the
negotiation of a portion of the leases now accomplished by the state
agencies concerned. The staff now authorized consists of the chief, six
techniecal positions, and four clerical positions. Three of these technical
positions were added following the reorganization of this funection in
1954,

Since the reorganization the division has been in the process of trying
to implement the recommendation contained in two reports: a Depart-
ment of Finance management analyst study (A.N. 684) and the Legis-
lative Auditor’s Report on State Real Property Operations. In the
report made November 21, 1955, to the Joint Legislative Budget Com-
mittee, the Legislative Auditor stated that some progress had been
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made toward bringing the record-keeping and clerical routines up to a
more acceptable standard. He further stated that virtually no progress
could be reported toward the achievement of the objectives of recom-
mendations designed to improve efficiency and bring about economy
in policy or procedural matters. The primary objective suggested was
that all real propery functions related to the acquisition and utiliza-
tion of space for State Government operations be performed by a
single state agency.

The addition of two technical positions, justified as implementing
further centralization of the leasing function, is a step toward the
objectives set forth by the Legislative Auditor. We recognize the need
for these positions and recommend their-approval. It should be noted,
however, that one technical position is still vacant at this writing.
Approval of these two requested positions will mean that three posi-
tions will be available to extend the activity.of locating and negoti-
ating leases.

Buildings and Grounds Division

Staffing New Facilities. TFor the past several years, janitorial and
maintenance positions for new state buildings have been added in each
annual budget. With the opening of the new Employment Building
during the current year, the positions required for that building will
be budgeted on a full year basis. This cost is reimbursable. New posi-
tions will be necessary for the Veterans Building scheduled for com-
pletion about March 1957. Other positions for maintenance of Sacra-
mento buildings and adequate staffing of the Los Angeles buildings
are included in this budget.

‘We recommend approval of these pos1t1ons sinee they conform to
soundly established staffing standards.

Improvements. In this respect we would like to point out an ex-
ample of increased efficiency and substantial continuing saving of
General Fund money occurring in the administration of the Division
of Buildings and Grounds. The division has successfully placed into
effect over the past two years working standards followed by private
janitorial services. These new standards enabled the division to reduce
its janitorial staff by 120 positions at a cost of salaries and wages by
$336,000 without a single layoff. The reduction in staff without layoffs
was possible through attrition and the opening of new state buildings.
Other positions, amounting to a saving in salaries and wages of $117,-
000, were discontinued ‘also. The total saving made by this division
amounts to over $450,000, most of which will be a continuing saving due
to improved work load standards It is our understanding that some up-
ward adjustments in supervision will have to be made as more expe-
rience with these new standards is gained and the number of state
buildings increases. This example shows the value to the State of
 capable administration in an area where several million dollars is

spent annually.

Division of Organization and Cost Control

This is a new division created by Chapter 1857, Statutes of 1955. The
act directs the Director of Finance to appoint a division chief and
such other personnel as are necessary. The functions of the division are:
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1. To provide consultation and coordination to the departments and
agencies with respect to organization planning and the development
and. application of controls over manpower and costs;

2. To conduect studies, as directed or requested, in such fields as men-
tioned in (1) and in the field of apphcatlon of classifications to jobs
and positions; and,

3. To conduct research and exchange of information in the ﬁeld of
management.

The Department of Finance proposes to establish the positions of
chief of the new division and his secretary. Finance further proposes
that staffing to meet the requirements will be provided by transfer
from the management analysis section of the Budget Division and per-
haps the Audits Division.

The Legislature passed this legislation directing the Department of
Finance to establish the division and staff it with such personnel as
is necessary to perform the functions specified in the act. This leaves
considerable discretion to the Director of Finance; but it obligates him
to submit a blueprint to the Legislature as to what he intends to do.
The creation of a division chief and a brief statement of the source of
securing staff do not satisfy this responsibility to the Legislature. We
believe a report on the size and scope of the organization should be
fortheoming.

The structure and functions proposed for the new organization raise
many questions as to the new aspects contained in the law and fune-
tions already being performed under existing law. Some of those ques-
tions are:

1. To what extent do the functions outlined in the law duplicate or
overlap functions already assigned to or being carried out by organi-
zations other than the management analysis section?

2. In what aspeets and to what extent does the department see the
program and scope of the new division as differing from the manage-
ment analysis section’s present activities?

3. What functions outlined in this legislation are completely new
and how does the department propose to implement them ?

4. What is the size of this division expected to be, in the budget
year, five years from now?

5. The department suggests that staff may be drawn from the Audits
Division. How much staff and what would this staff do?
© 6. Would the management analysis section in the Budget Division
be abolished completely and all 30 authorized positions transferred to
the new division ¢

This new ‘statute which spells out the functmns of a management
analysis organization may give greater scope and prestige to manage-
ment study in California State Government. Whether it does or not,
management study will continue to grow and gain importance. The
growth in this activ1ty reaches beyond the confines of the central
management agency in the Department of Finance. Several depart-
ments in the State Government now have management analysts, some
of these agencies being the Department of Employment, Department of
Motor Vehicles, Board of Equalization and the Department of Social
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‘Welfare. We believe it is particularly timely to dlscuss ‘the uncontrolled
and unplanned growth of management units in the various departments
at a time when the central management agency is undergoing a review
and reorganization.

The present management analysis section serves as an arm of the
Budget Division in exercising budget control and performs manage-
ment studies for the departments when requested. These functions are
derived from Section 13070 of the Government Code which extends
broad powers to the Department of Finance. Under this authority, the
department has not seen fit to coordinate the activities of manage-
ment units in the departments with the central management organi-
zation.. We believe this should be done and that the Department of
Finance should take responsibility through the new Division of Organi-
zation and Cost Control to spell out a working relationship and the
areas of activity of the departmental units. The new legislation places
upon the central management agency the responsibility of assisting and
coordinating with the heads of state departments in the field of organi-
zation planning.

The management analysis ‘units are not just one isolated staff service
which requires central leadership and coordination. Other staff services
to which such a policy should apply are personnel services and audit-
ing services. These staff services involve several classes of positions, for
example, administrative analysts, personnel analysts, training officers
and auditors. In some respects the establishment of attorney positions
comes into the problem. A general policy has been followed in authoriz-
ing departmental attorneys, restricting them to agencies with special
administrative and operating legal questions which the Department of
Justice has not been ordinarily staffed to handle. Also, there is some
coordination and working arrangement between departmental attorneys
and those in the Department of Justice. The policy involving some of
these other staff services is discussed in other parts of this analysis.

Purchasing Division

The budget for the Purchasing Division reflects an inerease in ex-
penditures for equipment to place into effect an important office pro-
cedural change. We believe that this change to mechanize the handling
-of the office paperwork is a sound move and recommend approval of
the increase. Paperwork volumes in all state agencies will continue to
increase as the State grows; mechanization of paperwork through the
use of addressograph and other office machines is one way to meet the
burden.

Another way of meetlng the problem of paperwork is to reduce the
.unnecessary double handling of documents. In this respect, an im-
portant procedural step affecting the operation of the Purchasing
Division has already been taken by the Department of Finance. This
procedural change simplifies the routing of purchase estimates. Whereas
.many purchase estimates for budgeted items previously had to be sub-
-mitted to the Budget Division, these agency requisitions now go directly
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to the Purchasing Division. The change has in turn made it possible
for many agency requests to go directly to the Los Angeles or San
Francisco purchasing offices instead of to the central office in Sacra-
mento.

_The new purchasing law, Chapter 1736, Statutes of 1955, in which
the Legislature spelled out its policy on state purchasing, has been in
effect for a few months. This law includes provisions which defined the
State’s policy with respect to the vendor, the Purchasing Division and
the operating departments of the State. For instance, it requires bidder
qualifications, sealed bids, acceptance of the lowest responsible bidder,
uniform notification of bidders, certain rights of appeal by bidders of
Purchasing Division decisions and provision that a state agency may
specify the quality of purchases subject to review by the Board of
Control when challenged.

The over-all effect of the law cannot be evaluated as yet. However,
we feel that the calendar year 1956 will provide a full year of admin-
istration in which to judge the workability of all of the statute’s
provisions. In 1955, since the law went into effect, two situations arose
which put the law to test. One instance, concerning the aspect of the
law which permits departments to take disputes with the Purchasing
Division over the quality of purchases to the Board of Control was
heard but no decision rendered. Another section of the law permitting
a vendor to appeal to the Board of Control has also been heard. These
are the only two cases to go to the board at the time of this writing
since the law went into effect in September, 1955.

Under another provision of the law, the new State Purchases Stand—
ards Committee has been appointed by the Governor. Seven depart-
ment heads and two laymen will advise the Director of Finance as to
minimum standards for state purchases.

Allocation From the Emergency Fund

An allocation from the General Fund was made during the current
year because of a fire at the state warehouse building at 1128 R Street,
Sacramento. This building housed the Building and Grounds Division
shops and the stores section of the Department of Motor Vehicles. This
emergency allocation of $28,000 went to the Buildings and Ground
Division to cover the cost of cleaning up and moving the shops and
replacing some stock.

Of the total allocation approximately $3,000 was needed for salaries
and wages, for cleaning equipment, moving the shops and general work
after the fire. An amount of $5,000 was allocated to cover the equip-
ment lost. Operating expenses in the amount of $20,000 were allocated
to replace lost stock. We are informed that this amount of $20,000 will
not replace all lost stock. In fact, we are informed that complete re-
placement of stock is not contemplated.

Another effect of the fire is the relocation of the shops of Buildings
and Grounds. Some of their activities have been located in the base-
ment of the Capitol Building. ‘
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Improvements in Operation

Following are included some of the principal improvements, in addi-
tion to others already mentioned, made during 1955 in the operation
of the Department of Finance.

Audits Division. A reduction of 16 positions is reflected in the -
1956-57 proposed budget. Eleven positions are reduced as a result of
the two-year audit program approved by the Legislature in the 1955
General Session. Five positions are eliminated for the anticipated re-
duction in audit activities due to the establishment of the Auditor
General. The funds saved from the five positions related to the estab-
lishment of the Auditor General have been transferred during the
current year to the Assembly and Senate contingent funds in accord-
ance with Chapter 1699, Statutes of 1955. An amount of $30,000 was
transferred. It was generally believed that a greater number of posi-
tions would be transferred as a result of the establishment of the Au-
ditor General. For example, the Price-Waterhouse Report suggested a
somewhat greater reduction in positions in the Audits Division. How-
ever, when an Auditor General’s office is established and an over-all
audit plan is worked out, further adjustments in positions can be made.

Extended use was made of interim letters to call to the attention of
agency heads, while audits are still in progress, matters requiring
action. The system has been effective in getting corrections and im-
provements made. Audit reports have been simplified. A summary of
interim letters and action taken is included in the formal audit reports.

Contract Approval Delegated. Many small contracts and inter-
agency agreements no longer have to be sent to the Department of
Finance for approval. Agencies were delegated approval power on
contracts amounting to a total of $500, or $100 a month, and on inter-
agency agreements totaling $1,000, or $200 a month. The number of
contracts which must be processed by the Department of Finance was
reduced by some 1,300 a year, or 43 percent, but the total.dollar -
amount of the contracts individually approved has not been signifi-
cantly reduced.

Reimbursement Procedure Simplified. Under a 1955 law requested
by the Department of Finance, advance payments are being made by
agencies for interagency services. Applied so far to central stores,
garage, and radio maintenance services, the system reduces the amount
of capital needed in revolving funds. Payment is further simplified by
using bookkeeping entries instead of issuing warrants to make pay-
ments. The change has already made it possible to get along without
a General Fund appropriation of $650,000 to the Purchasing Revolv-
ing Fund which would otherwise have been needed.

Central Motor Pool. The automobile pool operated by the depart-
ment has more than doubled as cars previously operated by agencies
have been assigned to the pool. The total number of cars required to
provide service has been reduced. In Sacramento, the number of ve-
hicles based at the state garage is about 10 percent less. Over-all,
pooling in Los Angeles, San Francisco, and Sacramento has resulted
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in service being maintained with about 100 less cars than would have
been needed under continued agency assignment and operation. The
above savings, realized in less than'a year, show the value of the idea
and: the desirability of extending the pool operation.

Printing Plant Charges. More efficient handling operation in the
new printing plant and elimination of outside rental charges lowered
costs. As a result a 1 percent reduction was made July 1st in the stock
handling charge to agencies by the Printing Division, and a further
reduction of 1 percent becamé effective January 1, 1956. The layout
of the new plant has also permitted lower composition costs. because of
less material handling. Another cost reduction was the 6 percent re-
duction in duplicating service charges to Sacramento agencies, the
third such price reduction since the service began in1953.

Improved Printing Facilities. Installation in the Printing Division
bindery of a semiautomatic machine has reduced the cost of gluing and
pressing one type of book backs from $20.40 per thousand to $7.60 per
thousand. Although the machine cost $19,000, it replaces two manual
operations and will save $16,000 during the first eight months.

Telephone Facilities. A survey of telephone equipment and usage
in Sacramento resulted in removal of excess facilities at the Capitol
Exchange amounting to nearly $26,000 a year. After analysis of long
distance ealls, an order was placed for an additional leased wire from
Sacramento to San Francisco and another to Tios Angeles. An average
saving of 39 percent has been accomplished on long distance calls over
the leased lines already in operation.

Radio Maintenance Service. The maintenance program of state-
owned radio equipment was expanded during 1955 to provide faster
repair and better maintenance service to agencies with less overtime.
New shops were established at four locations. Charges to agencies were
revised from a flat rate per unit to a cost basis which distributes costs
more equitably.

Property Appraisals. The State Liands Division increased the school
and in-lieu lands sold from about 19,000 acres in 1954 to about 34,000
acres in 1955, and processed more land sales transactions than in any
previous year. An important factor was the use of appraisers on the
division’s own staff, new positions having been authorized in 1954.
The average selling price per acre in 1955 was $15.58 compared with
$5.60 in 1954, when appraisers outside of state service were used. The
total price of lands sold increased more than $40,000, from about $11,-
000 in 1954 to over $53,000 in 1955.

Depariment of Finance

. GENERAL ACTIVITIES
ITEM 125 of the Budget Bill Budget page 442
Budget line No. 37

FOR SUPPORT OF AUDITS DIVISION FROM THE FAIR AND
EXPOSITION FUND

Amount requested $70,000
Estimated to be expended in 1955-56 Fisecal Year 72,500

Decrease (3.4 percent) $2,500
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RECOMMENDATIONS

Amount budgeted $70,000

Legislative Auditor’s recommendatiqn : 70,000

Reduection i None
ANALYSIS

The amount of $70,000 is requested from the Fair and Exposition
Fund for support of the Audits Division. This represents the estimated
amount necessary to provide adequate audits of fair activities during
the budget year.

The appropriation supplements the amount of $589,926 incorporated
as a part of the general support of the Department of Finance for the
Division of Audits, by Item 124 of the Budget Bill.

‘We recommend approval.

Department. of Finance
GENERAL ACTIVITIES
ITEM 126 of the Budget Bill Budget page 442
Budget line No. 41

FOR SUPPORT OF LOCAL ALLOCATIONS DIVISION, DEPARTMENT OF
FINANCE, FROM THE POSTWAR UNEMPLOYMENT AND CONSTRUC-
TION FUND

Amount requested $18,559

Estimated to be expended in 1955-56 Fiscal Year 23,048

Decrease (19.5 percent) $4,489
RECOMMENDATIONS

Amount budgeted $18,559

Legislative Auditor’s recommendation 18,559

Reduetion __ None
ANALYSIS

The amount of $18,559 requested by this item supplements the Gen-
eral Fund support provided to the Department of Finance, Local Allo-
cations Division, by Item 124 of the Budget Bill.

The Liocal Allecations Division is under the direction of the Depart-
ment of Finance but is financed from four funds: the General Fund,
the Postwar Unemployment and Construction Fund and the two school
building construction funds. The Postwar Unemployment and Con-
struction Fund authorized by Chapter 47, Statutes of 1946, and Chap-
ter 20, Statutes of 1946, is for assistance to local government for plans
and sites and construction of public works. The 1955 Legislature ex-
tended the programs so that applications will continue to be taken
until December 31, 1956. The unallocated balance in the fund after
deducting pending applications was $1,076,210 as of November 1, 1955.

The activity in this fund is decreasing steadily. The estimated work-
load time devoted to the program has decreased from the original esti-
mate for 1955-56 of 6.3 percent to the 1956-57 estimate of 3.6 percent
of the staff time of the division.

‘We recommend approval.
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. GENERAL ACTEVITIES
ITEM 127 of the Budget Bill Budget page 442
Budget line No. 64

FOR SUPPORT OF LOCAL ALLOCATIONS DIVISION, DEPARTMENT OF
FINANCE, FROM THE SCHOOL BUILDING AID FUND

Amount requested $478,918

Estimated to be expended in 1955-56 Fiscal Year_________________ —- 375,187

Increase (27.4 percent) ' $103,131
RECOMMENDATIONS ' ,

Amount budgeted - $478,918

Legislative Auditor’s recommendation 478,918

Reduction : None
ANALYSIS

This program provides state assistance in financing school construe-
tion where school distriets have insufficient bonding capacity to pro-
vide needed facilities. A state bond issue and a legislative appropriation
totaling $185,000,000 were authorized in 1952. There is a balance of
approximately $100,000,000 available for application in the fund.

The Local Allocations Division of the Department of Finance is re-
sponsible for the adm1nlstrat1on of the state sehool construction aid
programs.

The large increase is due to the combining of all administrative
charges of the State School Building Aid Fund and the Public School
Building Loan Fund, an earlier program. Since these programs are
identical, administrative charges will be taken from the newest pro-
gram, the State School Building Aid Fund, in order to simplify financ-
ing. This transfer from the School Building Loah Fund to the School
Building Aid Fund is done under the authority of Chapter 1701,
Statutes of 1955.

Durmfr the current year $87,634, representing 15.9 percent ot the
agency’s estimated work load time, was appropriated from the School
Building Tioan Fund for the administration of that construction pro-
gram. At the same time, $375,787, which is 75 percent of the work load
time, was appropriated for administration of the school ‘building aid
program. The appropriations are being combined for the 1956-57 Fiscal
Year and the combined administrative time is estimated at 92.9 percent.
This is only a 2 percent increase in the time devoted to these construe-
tion projects. Other nonschool construction programs have declined in
activity and are estimated to consume only 7.1 percent of the Local
Allocations Division’s total time.

An emergency authorization in the amount of $43,565 was made to
the Local Allocations Division. Actually this is a readjustment of the
costs of servicing allocations and not an emergency. The estimated cost
for time spent on processing applications as apportioned to the several
funds involved showed a reduction to the Postwar Unemployment and
Construction Fund and the School Building Loan Fund. Time spent
on State School Building Aid Fund activities went up. Therefore, the
authorization was necessary to increase the appropriation from the

4

\
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School Building Aid Fund. The other funds show unexpended balances
to offset the amount of the authorization.
We recommend approval of the amount budgeted.

Depariment of Finance
AUTOMOBILE LIABILITY INSURANCE

ITEM 128 of the Budget Bill Budget page 443
Budget line No. 7

FOR PAYMENTS OF PREMIUMS ON AUTOMOBILE LIABILITY INSUR-
ANCE FROM THE GENERAL FUND

Amount requested $210,932

Hstimated to be expended in 1955-56 Fiscal Year _ 195,362

Increase (8.0 percent) $15,570
RECOMMENDATIONS

Amount budgeted i : $210,932

Legislative Auditor’s recommendation..__ _ 210,932

Reduction None
ANALYSIS

The amount requested represents the estimated portion of the total
cost of automobile liability insurance which is chargeable to the General
Fund. The rate per unit for the budget year is projected at $28. This is
an increase over the current rate due to an increase in the loss experi-
ence which has been high during the current year.

The current rate, $25.93 per unit, is below the estimated cost for this
year, howéver. The current rate is based upon the preceding year when
the accident loss experience was low.

Departmeni of Finance
PUBLIC LIABILITIES INSURANCE

ITEM 129 of the Budget Bill ) Budget page 443
Budget line No. 13

FOR PAYMENT OF PREMIUMS, LIABILITY INSURANCE, FROM THE
GENERAL FUND

Amount requested $2,000

Estimated to ,be expended in 1955-56 Fiscal Year_ 2,500

Increase None
RECOMMENDATIONS

Amount budgeted : $2,500

Legislative Auditor’s recommendation 2,500

Reduction : None
ANALYSIS

The amount requested is for payment of premiums on comprehensive
liability insurance to insure the liability of the State and its officers
and employees for damage or injury to persons or property resulting
from the dangerous or defective condition of state-owned or -controlled
property under the jurisdiction of the Department of Finance.

‘We recommend approval.
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MAINTENANCE OF UNION CEMETERY IN SAN MATEO

ITEM 130 of the Budget Bill Budget page 443
’ Budget line No. 27

FOR MAINTENANCE OF UNION CEMETERY IN SAN MATEO FROM
THE GENERAL FUND

Amount requested S $2,000

Estimated to be expended in 1955-56 Fiscal Year 2,000

Increase . None
RECOMMENDATIONS )

Amount budgeted $2,000
- Legislative Auditor’s recommendation . 2,000

Reduction None
ANALYSIS

The amount requested will provide contract services for the main-
tenance of Union Cemetery in San Mateo County. The cemetery is
maintained by San Mateo County. It is the burial grounds for some
Californians who fought in the Civil War and some famous early
California citizens.

‘We recommend approval.

Depariment of Finance.
FAIRS AND EXPOSITIONS DIVISION
ITEM 131 of the Budget Bill Budget page 462
. Budget line No. 7

FOR SUPPORT OF DIVISION OF FAIRS AND EXPOSITICNS FROM THE
- FAIR AND EXPOSITION FUND

Amount requested _ _— $111,093
Estimated to be expended in 1955-56 FRiscal Year__________ . . __ _ 110,120
Increase (0.9 percent) $973

Summary of Increase
INCREASE DUE TO

Total Work load or New Budget Line

. increase salary adjustments services page No.

Salaries and wages_____________ $872 $872 - 462 T1

Operating expense —_____ e 101 101 - 463 15

Total increases ____________ $973 $973 - 463 25
'RECOMMENDATIONS

Amount budgeted $111,093

Legislative Auditor’s recommendation____ - 111,093

Reduction e e ‘ None

ANALYSIS

The contemplated expenditure for this program is $111,093, an in-
crease of $973 over the amount budgeted in the 1955-56 Fiscal Year.
The proposed budget provides for the continuation of the same pro-
gram level. »

A Tairs’ Classification Committee was created by Chapter 1717,
Statutes of 1955. Its purpose is to consider factors involved in classi-
fying the various fairs seeking apportionment under the provisions of
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Section 92 of the Agricultural Code. A major consideration of the com-
mittee is to provide a sounder and more equitable basis for apportion-
ing funds to such fairs. _

The Fair Classification Committee’s program of developing objective
criteria in the allocation of state funds to these fairs, if followed, to
the logical end of requiring adequate justifications, should be an impor-
tant factor in improving the operation of the Division of Fairs and Ex-
positions.

‘We recommend that in cooperation with the Fair Classification Com-
mittee a careful review be made of the allocations distribution pro-
cedures followed by this agency. Also that capital outlay expenditures
be reviewed with the objective of reducing appropriations.

‘We are advised that the Department of Finance has revised certain
reporting and budgetary controls in order to improve general budget-
ing and operational data in connection with distriet fair reporting. This
year, for the first time, at the request of the Legislature, fiscal infor-
mation on the distriet fairs is to be included in the budget.

- We recommend approval of the budget amount requested on a work
load basis.

Department of Finance
CALIFORNIA STATE FAIR AND EXPOSITION

ITEM 132 of the Budget Bill Budget page 464
. Budget line No. 9

"FOR SUPPORT OF CALIFORNIA STATE FAIR AND EXPOSITION
FROM THE STATE FAIR FUND

Amount requested : - $2,070,502
Estimated to be expended in-1955-56 Fiscal Year 1,920,227
Increase (7.8 percent) i - $150,275

Summary of Increase
INCREASE DUE TO

Total Work load or New Budget Line
increase salary adjustments services page No.
Salaries and wages .. _______ —$56,039  —$56,039 __ 470 40
Operating expense —____________ —35,559 —60,559 $25,000 470 41
Equipment —2,805 —2,805 . 470 42
Less : Decreased reimbursement.__ 244,678 244,678 - 470 B3
Total increase _.._—_._______ $150,275 $125,275 $25,000 470 55
RECOMMENDATIONS ) .
Amount budgeted . $2,070,502
Legislative Auditor’s recommendathh . 1,920,227
Reduction $150,275
ANALYSIS
Comparison of Expenditures and Revenues
Fiscal Revenues as percent
year EBapenditures Revenues Deficit of expenditures
195253 _______ $1,890,797 $1,265,236 $625,561 66.9
195364 ________ 1,895,223 1,352,177 543,046 713
1954-55 1,964,428 1,281,160 683,328 65.2
1955-56 . __ 1,935,227 1,238,520 696,707 64.0

195657 2,085,502 1,393,750 691,752 66.8
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The above table indicates that revenues are only offsetting about two-
thirds of the total costs for operating the State Fair and Exposition.
The estimated deficit for the 1956-57 Fiscal Year is $691,752—second
highest in the five-year series shown above.

The estimated eost of this deficit applied on a per eapita basis to the
total paid adult attendance, estimated at 454,250 for the 1956-57 Fiscal
Year, is $1.52 as shown in the table below.

Fiscal Total paid Per capite
year Deficit adult attendance cost of deficit
195162 - ____ $587,300 $481,862 $1.22
2195263 625,561 481,575 1.30 -
195864 . 542,596 473,099 1.15
195455 ___________ 683,328 505,567 1.36
195566 696,707 370,090 1.88
*1956-57 . _______ 691,752 454,250 1.52

: $3,827,244

* Estimate.

This ($1.52) is the net loss expected to be sustained by the State on:
each paying customer. The deficit for the six-year period as set forth
above will total $3,827,244.

It is our belief relative to many of the Fair’s revenue operations
that for additional money spent the net return in revenue is not great
enough to warrant the expenditure. This is true from both a fiscal as
well as an attendance standpoint.

It is estimated that revenues will be $155,230 or 13 percent higher
in 1956-57 as compared to the previous fiscal year. But the deficit is
expected to be only about $5,000 less than the very high deficit sus-
tained in the 1955-56 Fiscal Year.

It is our opinion that the endeavor made to increase revenues should
be considered also with the objective of reducing these continuing
deficits.

Major increases in operating expenses are reflected in the followmg
table :

Items of Increase in Operating Expense Over $1,000

Increase
: 1956-57 over 1955-56
Function and item Amount Percent
Administration : )
Legal fees . $2,500 New
Director’s expense 1,500 12.0
Exhibits
" Premiums, Junior Division 1,608 5.3
Judges 1,495 72
‘Wine sample collecting 14,620 1,063.8
Horse show- .
Horse show expense 1,500 375
Special attractions R 25,000 New
Operations
Plumbing maintenance . 6,500 65.0
Electric maintenance - 5,000 100.0
Preparation expense 25,000 New
Renovation, Hall of Flowers - 10,000 New
Renovation, Red Cross Building 1,950 New
Renovation, Press-Radio Building 5,000 New
Reroof Junior Division Building 12,800 New

Replace top soil, race track © 5,000 New
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Increase
1956-57 over 1955-56
Fuynction and item Amount Percent

Public service, health and safety

Building maintenance service $5,400 8.7

Livestock feed 1,082 52
Promotions

Rent—equipment, television . 1,500 150.0

Paid advertising 20,000 333

Brochure 6,000 New
Attractions and special events . )

Contests 2,000 25.0

Free attractions 2,335 20.0

Receptions 1,415 13.4

Night show 4,780 5.6
Racing

Racing purses 16,500 9.7

Racing expense 4,000 23.6

Breeders’ fees 2,411 474

American totalizator service 1,819 10.0

Total increase in items having over $1,000 increase.___ $200,750

Admittedly, the amount of total expenditures required to stage a
fair does not necessarily bear any direct relationship to any functional
need. for a fair. It can be as elaborate an extravaganza as financing
will permit. Similarly, it can be ds conservative as good business
judgment will dictate after a long look at the soundness of the fiscal
policy involved.

The Legislature determines this largely by the appropriation it ap-
proves for the purpose.

From a fiscal standpoint, we cannot support the wisdom of increas-

ing any program of this nature that entails continuing and greater
deficits.
" We therefore recommend that the California State Fair be held to
the same level of total expenditures as prevailed in the prior fiscal
period and that total expenditures be reduced by the $150,275 excess
expenditure requested over the 1955-56 total.

The item for paid advertising in the 1956-57 Budget amounts to
$80,000. This is an increase of $20,000 or 33 percent over the $60,000
estimated for 1955-56. Actual expenditures for this purpose were
$54,000 in the 1954-55 Fiscal Year. .

-It is felt that the added net revenue which would be derived from the
increase of $20,000 in paid advertising for 1956-57 would not justify -
this expenditure—that the deficit would be less for the year without
this added expenditure. Total paid attendance, on the basis of the
agency’s own estimates, is expected to be next to the lowest for any
year since 1951. Agency statements indicate that the revenue figure esti-
mate would not be any lower even without this expenditure.

Therefore we recommend a reduction of $20,000 in this item as @ part
of the $150,275 total recommended reduction.

It is claimed that a new expense item amounting to $25,000 for spe-
cial attractions in connection with the horse show will add net revenues
to the fair operation. We recommend that this item be retained on a
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trial basis only in order to prove its value as a factor in increasing
revenues.

A total of $90,000 is requested for the nlght show. This 1s $4,780
higher than in the previous budget and $25,000 higher than the 1954-55

- expenditure. The trend toward more costly productions without due
consideration to raising the quality of the shows is an important factor
that should be given more careful consideration.

We recommend that the budget for the night show be reduced and
that an attempt be made to obtain betier shows.

Another item of expense expected to be more than offset Dby in-
creased revenue is $5,500 for an increase in racing temporary help to
provide the required staff to operate 12 races each racing day. We trust
that increase in revenue materializes to the extent anticipated.

No new positions are requested for the 1956-57 Fiscal Year and the
total estimated amount for this item is $56,039 less than estimated for
the 1955-56 Fiscal Year. It seems that some improvement is being made
in the costly overtime situation as the amount for this item has been
gradually reduced each year since the 1954-55 Fiscal Year.

Some improvement made in procedures relative to preparing for each
fair period should result in lower expenditures for overtime.

This would permit authorization of construction to start prior to
July 1 and make payments for such activity subsequent to July 1, thus
lengthening the total preparatory time to consummate proposed
changes for the ensuing fair.

A new item, preparation-interim activities $25,000, is included in the
1956-57 budget. This apparently is merely a change in accounting pro--
cedure and other items in which this expense was heretofore carried
are commensurately reduced.

A total of $11,550 was set up in the 1955-56 Budget as an emergency
authorization for the ‘‘sew-it-yourself’’ contest. The contest was tried
on an experimental basis and was not successful. It is thus being dis-
continued.

Total entry fees for exhibits, horse show, and horse show stakes are
expected to increase by $14,476 to $57,000 total in the 1956-57 F'iscal
Year. This is a 34 percent gain; however, the increase is practically all
accounted for by the increase in one 1tem—w1ne sample collecting. For
this item the expenditure was $1,380 in the 1955-56 Fiscal Year and
is expected to be $16,000 for the 1956-57 Fiscal Year. It is anticipated
that revenue and expenditure for wine sample collecting will offset
each other. )

There is on balance little if any change in the net revenue to be added
to fair funds from entry fees in the proposed budget. It is felt that this
area of operations should be given more emphasis as a factor in off-
setting a greater portion of the costs by increasing revenues as much
as possible.

Revenue obtained from race entry fees has not been included in the
budget since the 1954-55 Fiscal Year.
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CALIFORNIA STATE FAIR AND EXPOSITION

ITEM 133 of the Budget Bill Budget page 471
Budget line No. 46

FOR AUGMENTATION OF THE STATE FAIR FUND FROM THE
FAIR AND EXPOSITION FUND

Amount requested . $562,000

Estimated to be expended in 1955 56 Fiscal Year 485,000

Increase (15.9 percent) - $77,000
RECOMMENDATIONS ' '

Amount budgeted N $562,000

Legislative Auditor’s recommendation : 411,725

Reduection ____________________ $150,275
ANALYSIS

‘We recommend that $150,275 be deleted from the $562,000 requested,
leaving a total amount of $411,725 to augment the State Fair and Ex.-
position Fund. This is in line with the recommended reduction of
$150,275 in the over-all fair budget.

Department of Finance
SIXTH DISTRICT AGRICULTURAL ASSOCIATION

ITEM 134 of the Budget Bill Budget page 472
Budget line No. 8

FOR SUPPORT OF SIXTH DISTRICT AGRICULTURAL ASSOCIATION
FROM THE SIXTH DISTRICT AGRICULTURAL ASSOCIATION FUND

Amount requested $167,838
Estimated to be expended in 1955-56 Fiscal Year 148,703
Increase (16.8 percent) $24,135

Summary of Increase
INCREASE DUE TO

Total Work load or New Budget Line

. increase salary ad;ustments services page No.
Salaries and wages __ . _______ $9,655 $9,655 __ 473 69
Operating expense_____________ 12,377 12,377 - 473 70
Bquipment ; 2,103 2,103 - 413 11

Total increase.____ . __ $24,135 $24,135 . 473 73 .
RECOMMENDATIONS

Amount budgeted i $167,838

Legislative Auditor’s recommendation 167,838

Reduction N Nore
ANALYSIS

The total support budget for the ’1956 57 Fiscal Year is estimated
at $167,838, an increase of $24,135 or 17 pereent over the estimated
expendltures for 1955-56.
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The additional positions are requested (1 building maintenance man
at $3,630, and 1 groundsman and flower gardener at $3,138) due to in-
creased work load anticipated with the opening of the new horticul-
tural exhibit facilities in 1956.

" The operation has been on a partially sustaining basis owing to .
revenues received from Coliseum rental, parking lot rental, and other
minor sources. :

The table below shows the relationship of total revenues to support

costs for three budget years:
1954-55 1955-56 1956-57

* Total expenditures $137,502  $152,722  $177,607
Total revenues 118,642 181,400 188,200
Difference __ $18,860 $21,322 $38,407
Revenues as percent of total expenditures_.. 86 86 78

# Includes contributions to State Employees’ Retirement Fund.

The table indicates that the gap between revenues and support ex-
penditures is widening. This trend should be counteracted and we
believe that steps should be taken to put this operation on a self-
sustaining basis through economies of operations or by increasing
revenues. We believe that increasing attendance which totaled over
400,000 during 1954-55 offers the most promise in making this a self-
supporting operation, and further effort should be made toward in-
creasing revenue from this as well as other available sources.

Included in the budget estimate is $2,000 under operating expenses
for souvenirs and picture postal cards. The facility expects to offset
their expenses the first year and eventually realize a net profit of
about $2,000 through sales of these items. It seems that it would have
been sounder policy to start this operation on a more limited scale on a
trial basis. We suggest that the operation be carefully scrutinized as
it progresses.

Part of total revenues are obligated for debt retirement and net
revenues to be expended toward operations are estimated at $48,540
for the 1955-56 Fiscal Year and $57,200 for the 1956-57 Fiscal Year,
an inerease of $8,660 or 18 percent.

Of the total of $126,000 requested for support, $15,000 is from alloca-
tion provided by paragraph (iii) of Section 19622 of the Business and
Professions Code and $111,000 is proposed by the Budget Act of 1956.

An emergency authorization for $5,150 is' contained in the 1955-56
Fiscal Year Budget. Part of this amount was for the item pro rata At-
torney General’s services, $2,100. This amount was needed to meet un-
budgeted estimated requirements for legal services. The amount of
$2,500 was for a special exhibit—75th anniversary, titled ‘‘California
in the 1880’s.”” The remainder was to meet unanticipated incidental
expenses. The emergency authorization is being funded from revenue.

It is difficult to reconmeile an authorization for a special exhibit as
being of an emergency nature.
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SIXTH DISTRICT AGRICULTURAL ASSOCIATION

ITEM 135 of the Budget Bill Budget page 474
Budget line No. 21

FOR SUPPORT OF SIXTH DISTRICT AGRICULTURAL ASSOCIATION
FROM THE FAIR AND EXPOSITION FUND

Amount requested $111,000

Estimated to be expended in 1955-56 Fiscal Year 76,000

Increase (46.0 percent) $35,000
RECOMMENDATIONS

Amount budgeted $111,000

Legislative Auditor’s recommendation 111,000

Reduction - None
ANALYSIS

The sum of $126,000 is proposed to be transferred from the Fair and
Exposition Fund. This consists of $15,000 allocation provided by para-
graph (iii) of Section 19622 of the Business and Professions Code and
$111,000 proposed by the Budget Act of 1956 from the remainder in
the Fair and Hxposition Fund allocated by Section 19626c¢ of the
" Business and Professions Code. -

‘We recommend that this amount $111,000 be approved as requested.

Depariment of Finance
STATE LANDS DIVISION

ITEM 136 of the Budget Bill Budget page 477
Budget line No. 7

FOR SUPPORT OF STATE LANDS DIVISION FROM THE STATE
LANDS ACT FUND

Amount requested __.__—_____ . $631,806
Estimated to be expended in 1955-56 Fiscal Year — 522,419
Increase (20.9 percent) $109,387

Summary of Increase
INCREASE DUE TO

Total Work load or New Budget Line

increase salary adjustments services page No.

Salaries and wages_____________ $19,435 $1,051 $18,384 478 72

Operating expense —_ . _______ 77,289 77,289 _ 479 18

Equipment —10,383 —11,383 1,000 479 28

Plus: decreased reimbursement_.. 23,046 23,046 __ 479 38

Total increase ———————___ -~ $109,387 $90,003 $19,384 479 40
RECOMMENDATIONS

Amount budgeted —_— $631,806

Legislative Auditor’s recommendation 631,806

Reduction None

ANALYSIS

The large increase in the amount requested by the Division of State
Lands is due to the inclusion of $75,000 under support which previously
was budgeted as a separate item. The actual increase in support is
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$34.387 or 6.6 percent over the amount estlmated to be expended in
the current fiscal year.

The amount of $75,000 for the 1956-57 I‘1sca1 Year is for research
and investigation of tide and submerged land leasing. In the 1955
session the Legislature appropriated $75,000 for this activity for the
current year, 1955-56. The Legislature provided the money because of
the Cunningham-Shell Tidelands Act, Chapter 1724/55. It is our
understanding that the minimum royalty under the act will depend
on whether the area offered for lease is located on known geologic
structure of a producing oil and gas field. In order to know the geo-
logic structure of an area, the Division of State Lands will have to
have tests made. The current year funds were provided so that neces-
sary technical and other investigations could be made.

The division expects that such investigations will continue to be
necessary for an indefinite time. However, there is insufficient ex-
perience yet to know how much will be required annually on a con-
tinuing basis; therefore, $75,000 is requested for the budget year.

Sinece the division expects this to be a continuing activity, the De-
partment of Finance, in line with past policy, transferred the amount
to the support portion of the budget. We concur with this method of
budgeting the expenditures for the activity.

New Positions Requested

Six new positions are requested for the 1956-57 Fiscal Year. Three
of these positions are proposed for a new function assigned to the
State Lands Commission by the Legislature at the 1955 General Ses-
sion. The other three positions are justified on the basis of inereased
work load. The justifications have been reviewed and found adequate;
approval of the positions is recommended.

The new service assigned to the commission was authorized by
Chapter 1850, Statutes of 1955. The positions requested to carry out
this function are: one senior civil engineer, one associate harbor engi-
neer and a delineator. The act designates the commission as the agency
to plan and develop small craft harbors and waterways and to co-
ordinate county shoreline improvement and development plans with
county-wide plans for small boat harbors. The law also requires a
review of all county plans and a report with respect to them to the
Legislature.

One intermediate stenographer-clerk is proposed to handle the in-
creased stenographic pool. The increase is due partly to the small
craft harbor bill, to the State’s suit to recover oil and gas revenues
from the city of Long Beach and to general inecreases.

The royalty accounting work load has inereased requiring additional
employees. Also, it is estimated that the expanded leasing provisions
contained in Chapter 1724, Statutes of 1955 will increase the number
of wells and leases in production. One oil gauger and one accounting
technician IT are requested.

Approval of the amount requested is recommended.
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FRANCHISE TAX BOARD
ITEM 137 of the Budget Bill Budget page 481
Budget line No. 22

FOR SUPPORT OF FRANCHISE TAX BOARD FROM THE GENERAL
FUND

Amount requested $5,083,369
Hstimated to be expended in 1955-56 Fiscal Year 4,781,722
Increase (6.3 percent) $301,647

Summary of Increase
INCREASE DUE T0O

Total Work load or New Budget Lme

increase salary adjustments services page No.

Salaries and wages___._________ $237,034 - $193,034 $44,000 488 9
Operating expense —____________ 36,864 36,864 _. 488 10
Equipment 27,749 27,749 - 488 11
Total increase __._______.___ $301,647 $257,647 $44,000 488 13

RECOMMENDATIONS )

Amount budgeted $5,083,369
Legislative Auditor’s recommendatlon 5,039,369
Reduction $44,000
ANALYSIS '

We recommend o reduction of $44,000 in salaries and wages repre-
senting 15 positions, to be selected by the agency from among the addi-
tional positions requested, with the approvel of the Department of
Finance.

The Franchise Tax Board which eonsists of the State Controller, Di-
rector of Finance, and Chairman of the State Board of Equahzatmn
administers all provisions of the Personal Income Tax Law and the
Bank and Corporation Tax Law. Direction of the agency’s affairs is as-
signed to the Executive Officer of the Franchise Tax Board, who is a
statutory official, exempt from civil service, appointed by the Franchise
Tax Board with consent of the Senate.

The allocation to this agency from the Bmergency Fund for 1955-56
of $79,400, shown on budget page 481, line 23, was for the following:

Salaries, temporary help $45,267
Operating expense — 32,485
Equipment - 1,648

Total ' —— $79,400

Some of the items in the increase in operating expense of $32,485 are
postage, $20,534 ; travel, auto mileage and auto expense, Personal In-
come Tax Division, San Francisco, $4,663 ; and rent, Franchise Tax Di-
vision, $2,925.

An analysis of the increase as requested for 1956-57 is shown in
Table 1, by categories and operating divisions of the agency..
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‘Table 1. Analysis of Budget Increases Requested for 1956-57, by
Category and Operating Division
Fran- Personal income taz
Adminis- chise Head- Los San
Total tration - Taz quarters Angeles Francisco

Salaries
1. Merit inereases, per-
. manent employees  $96,099 $18,883 $15,229 $35,104 $16,146 $10,737

2. Increase in salary
savings __________ —15,000 —7,000 —38,000 —4,000 o —1,000
3. Temporary help . . '
(—I144) oo —388,447 —55,000 6,526 5,437 2,550 2,040
4. Increase in clerical
positions (59) —___ 161,034 79,092 15252 51,600 15,090 _—
5. Increase in technical
positions (9) _—._._ 33,348 —— 12,102 3,630 8,808 8,808
Total salaries $237,034 $35,975 $46,109 $91,771 $42,594 $20,585
Operating expenses ____ 36,864 —855 —1,648 18,554 10,002 10,811
Equipment ___________ 27,749 13,518 2,100 15,594 266 —3,729
Total ___ $301,647 $48, 638 $46,561 $125,919 $52,862 $27,667

Salaries and Wages

The agency is requestlng 68 additional permanent positions for
1956-57, 59 clerical and 9 technical, as indicated in Table 1. Offset
against “this is a decrease of $38,447 for temporary help, which is the
equivalent of 14.4 man years, so that the net additional positions re-
quested is the difference between the two or 53.6.

The 1955 Legislature granted an increase of $177,282 or 4.2 percent
in the budget as requested for 1955-56, which has been increased by
$79,400 by an allocation from the Emergency Fund. The analysis of
these increases by categories is as follows:

Budget Act Allocation from
of 1955 Emergency Fund Totals

Salaries $129,535 $45,267 $174,802
Operating expenses ______________ 47,051 32,485 79,536
Equipment 696 1,648 2,344

Totals $177,282 $79,400 $256,682

The increase in number of positions requested for 1956-57 has been
justified by the agency on the ground that various work load measures,
such as number of personal income tax returns filed, number of corpo-
rations required to file returns, number of information at source docu-
ments received, number of collection cases requiring attention, ete.,
have been steadily increasing over a period of years. There is no clear
showing, however, that the rate of increase is any faster between 1955-
56 and 1956-57 than it was between 1954-55 and 1955-56 and the vari-
ous work load measures used do not appear to hdve been developed to
the point of showing clearly:

a. A relationship between the number of items of general work load
measures and the number of work units to be processed 1n the
particular group for which increases are requested.
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b. Total personnel in the units mvolved for the past, current and
budget years.

c. Average number of work units processed per man year, for the
past, current and budget years.

d. Average number of work units which can be expected to be proe-
essed per man year under accepted standards of performance for
the type of work involved.

‘We do not regard tabulations indicating that certain general meas-
ures of work load have increased over a period of years without a cor-
responding increase in personnel as being completely satisfactory jus-
tification for increases of personnel on a work load basis.

In view of the foregoing, and in view of the fact that this is a budget
session year and we believe all possible increases in personnel should be
deferred to the next general session, we recommend that the proposed
increase requested for salaries and wages be reduced by $44,000, or
from $237,034 to $193,054, and that the number of additional positions
requested be reduced by 15, which will result in a percentage increase
in salaries and wages the same as that granted for 1955-56, as indicated
below, which is all that we believe is justified at this time on a work
load basis:

Total salaries, 1954-55, per 1955-56 printed budget____$3,666,781

Authorized increase $174,802 or 4.77 percent
Total salaries, 1955-56, per 1956 57 printed budget____ $4,038,643
Recommended increase____—____-______ $193,034 or 4.78 percent

We recommend that the 15 positions to be deleted be selected by the
agency with the approval of the Department of Finance, with appro-
priate adjustments for related operating expenses and equipment.

The recommended increase in salaries and wages of $193,034, which
is 81.4 percent of that requested will give recognition to that portion
of the increase requested which appears to us to be a work load increase
and we think it is reasonable to regard the remainder as an increase in
level of serviee to be deferred for consideration by the General Session
in 1957,

Another indication that the percentage increase in salaries should not
be higher than that in the preceding year is given in the data in Table
2. This shows that for the last your years costs have been increasing
faster than revenues as evidenced by the fact that revenue per dollar
of cost has shown a steady decline over the period; from $62.59 in
1951-52, to $60.63 in 1953-54, to $49.94 in 1953-54, to $48.50 in 1954-55.

The data in this table are derived from the cost analysis records
maintained by the agency, which are discussed in detail in a section of
this analysis under that heading and appears to us to be the most
accurate data available for the purpose of making such a comparison
as that shown in Table 2.




— 319 — Franchise Tax

Franchise Tax Board—Continued

Table 2. Net Revenue, Costs and Revenue per Dollar of Cost, by Division
and Fiscal Year, 1951-52 to 1954-55

Net Revenue
Cases Hours revenue Cost per $1 cost
1951-52 )
Personal Income Tax :
Division ________ 3,274,024 1,138,512  $88,976,799 $2,638,664 $33.72
Franchise Tax '
Division ________ 98,318 255,447 119,594,222 693,824 172.37
Totals _.______ 3,872,342 1,393,959 $208,571,021 $3,332,488 $62.59
1952-53
Personal Income Tax
Division ________ 3,838,224 1,311,341 $104,735,063 $3,112,816 $33.65
Franchise Tax
Division ________ 113,324 261,312 128,319,639 731,028 175.53
Totals _____.___ ' 8,951,548 1,572,653 $233,054,702 $3,843,844  $60.63
1953-54
Personal Income Tax :
Division -_______ 4,815,025 1,421,219 $98,615,335 $3475,418 $28.38
Franchise Tax
Division .. __ 112,348 291,178 116,827,062 838,635 139.31
Totals ———__—_ 4,927,373 1,712,392  $215,442,397 $4,314,053 $49.94
1954-55
Personal Income Tax
Division __——____ 5,471,855 1,599,358 $114,157,827 $3,818,577 $29.89
Franchise Tax -
Division. ________ 129,056 288,213 112,246,719 849,117 13219
Totals ________ 5,600,911 1,887,571 $226,404,546 $4,667,694 $48.50

Operating Expenses and Equipment

During the early part of 1957 it is planned to move the offices of the
Franchise Tax Board in Sacramento from their present location in the
Business and Professions Building at 1020 N Street to the building
recently vacated by the Department of Employment at 1025 P Street.
Since the latter is a building owned by the General Fund, the Franchise
Tax Board will pay no rent and the reduction in rent expense for
1956-57 will amount to $50,318.

The increase in operating expense shown in Table 1, of $36,864, is
net, the gross increase being $87,177 without the rent ad;justment The
prmmpal items in the increase are as indicated.

Postage, Personal Income Tax Division $23,374
Printing, Personal Income Tax Division, Headquarters__ ...~ 21,511
Cost of moving Sacramento office 14,000

- Office expense, Personal Income Tax Division, Headquarters_____;____ 11,000
Travel, out-of-state auditors, Franchise Tax D1v1slon ________________ 4,509
All other 12,783
Total $87,177

A part of the increase in equipment is due to additional equipment
for the new headquarters in Sacramento.
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General Administration

This division consists of the executive staff, the accounting office, the
statistiecal unit, the headquarters and Sacramento area collection sec-
tions, the legal staff, the appeals and review section and the special
investigations unit.

A total of 30 additional permanent clerical personnel is requested,
14 for aceounting, 15 for collections and one for appeals and review.

We recognize that work load is inereasing in these sections due to
the increase in number of personal income tax returns filed and that
the first impact of this increase is felt in the accounting section; and
we recognize the need for additional positions to the extent indicated
on page 318, of this analysis

Of the total increase i 30 permanent positions requested the equiv-
alent of 21.8 are offset by a reduction in temporary help, which in effect
represents a conversion of temporary to permanent positions. We ap-
prove in principal such a conversion in view of the greater efficiency
which will result.

Franchise Tax DlVlsion

This division administers the. Bank and Corporation Tax Law which
includes the Bank and Corporation Franchise Tax and its complemen-
tary measure, the Corporation Income Tax.

Its authorized staff is as follows, by location:

Technical Clerical Total

Headquarters _ 32 32 64
Los Angeles (Righth floor State Bldg.) - ________ 18 5 23
San Diego (rented space) 1 —— 1
San Francisco (540 Van Ness Ave.)- 10 1 11
Oakland (rented space) 1 - 1
New York (rented space)-.._ . 4 - 4 .
Chicago (rented space) 4 - 4
Totals 70 38 108

Four additional technical positions, two junior acecountant-auditors,
and two accounting technicians IT and five additional clerical positions
are requested for the headquarters office because of generally increas-
ing work load and we recognize the need for additional positions to
the extent indicated on page 318 of this analysis.

The four technical positions are requested to perform the simplest
phases of the office audit program Wlth a view to mcreasmg its pro-
duetivity.

Information as to the activities of the Franchise Tax Division in
terms of revenue per dollar of cost is given in Tables 3 through 7 in a
subsequent section of this analysis.

Personal Income Tax Division, Headquarters

This division administers the personal income tax law, and the head-
quarters office examines and audits the tax returns and maintains the
files of these returns. It also selects cases to be referred to the area
offices for field audit, reviews the completed audit reports when they
are received, processes information received regarding deficiencies dis-
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closed by federal income tax audits made by the Bureau of Internal
Revenue, where a state income tax deficieney is also usually indicated,
compares information at source data such as wages paid by employers
with income reported for tax purposes by the employées 1nv01ved and
performs other enforcement functions.

One of the latter is the so-called ‘‘Federal Comparison Program”'
which involves field work in Los Angeles and San Francisco and cler-
ical work in headquarters. The. ten intermediate clerk positions shown
on budget page 485, line 32, and the senior typist-clerk position shown
on budget page 485 line 44 are for use on this ‘program with a’térmi-
nation date of June 30 1957.

Twenty one addltlonal clerical ‘positions are requested because of
generally increasing work load and we recognize the need for- additional
positions to the extent indicated on page 318 of this analysis.

Information as to the activities of the Personal Income Tax Division
in terms of revenue per dollar of cost is given in Tables 8 through 11 in
a subsequent section of this report.

Personal Income Tax Division, Los Angeles

This unit comprises the main area office located on the second floor
of the State Building in Los Angeles as well as small branch offices in’
rented space in San Diego, Long Beach, San Bernardino,: Bakersfield
and Santa Barbara. It handles all field activities in the area, including
auditing and collections, and abstracts information -from -federal
records, the so-called ‘‘Federal Comparison Program,”’ as to those who
filed federal returns, but have failed to file state returns. The two
junior accountant-auditors shown on budget page 486, line 17, and the
" five clerical positions shown on budget page 486, lines 25 and. 27, with
termination dates of June 30, 1957, are for use on this program.

Additional positions requested are five clerical and two field repre-
sentatives, the latter to assist in collection of delinquent accounts, and
we recognize the need for additional positions to the extent indicated
on page 318 of this analysis.

Personal Income Tax Division, San Francisco

ThlS unit consists of an area office located ‘in a state-owned bulldmg
at 540 Van Ness Avenue in San.Francisco and small branch offices in
rented space in Oakland, F'resno, San Jose, Stockton and Santa Rosa,
and it performs functions exactly comparable to those performed in
the Los Angeles area.

The two junior accountant-audltors shown on budget page 487, line
12, and the four clerical positions on budget page 487, line 22, with
termination dates of June 30, 1957, are for the ‘‘Federal Comparison
Program.”’ ’

. Two additional field representative positions are requested to assist
in collection- of delinquent accounts. We recognize the need for addl-
tional posmons to the extent indicated on page 318 of thls analys1s

Cost Analysns Records

For the last four years the agency has maintained a cost accountmg
system which permits an analysis of costs and revenues on an aetivity

12—29938
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basis, which is-the kind of information needed for performance budget-
ing,

Tables 3 to 11 which follow contain data demved from these reeords
for 1954-55 operations, and some for prior years.

The total costs shown by these tables will exceed the amounts shown
as expenditures in the Budget for 1954-55 because of the inclusion of
certain items of administrative overhead not budgeted separately for
general fund agencies, while revenues will differ from the budget
figures because of differences in timing, but these differences can be
reconciled.

The audit revenues shown in these tables -have not been adjusted for
anticipated losses from uncollectible accounts, which the ageney esti-
mates to be as follows, for 1954-55:

Franchise Tax Division O S $177,598
Personal Income Tax Division - 118,919
" Total -. ' L $206,517

Table 3. Franchise Tax Division, Summary of Activities, 1954-55
Revenue per
Class of activity Cases Hours Net revenue Cost $1 of cost

Basic activities: .
Service and

investigation ______ 59,073 77,342 - $107,645,728  $200,144 $537.84
Formal refund claims_ 962 13,082 —1,248,898 35445 < —385.23
Exempt corporations.. . 19,536 — 47,748 .
Totals ___; _______ 60,035 109,960 $106,396,830 $288,337  $375.51
Nonaudit enforcement
¢ T aectivities: - :
Assessments corrected 957 19,602 $235,569 $44,519 $5.29
New accounts —_._____ 792 12,221 158,394 27,917 . 5.67
Totals . _______ © 1,749 31,823 - $393,963 $72,436 $5.44
Audit activities— -
Table 4 . ______ 67,272 146,430 $5,455,926  $493,344 $11.06
Totals ___________ 129,056 288,213 - $112,246,719  $849,117 $132.19

Fhis table summarizes the entire activities of the Franchise Tax Di-
vision, which we have divided into the three groups shown. The basic
activities are those which we regard as the bare minimum which the
agency . would be required to perform if it had no enforcemént pro-
gram whatever. They are to a large degree uncontrollable as to cost
since they are directly related to work load.

The other two classes are what we would term enforcement activities,
the nonanudit enforcement activities being those carried on largely by
clerical personnel while the audit activities are enforcement activities
requiring technically trained audit personnel. Both classes of enforce-
ment activities are controllable as to volume and cost, and the extent
to which they are justified is governed largely by the additional revenue
produced, in excess of cost, the index of which is indicated in the
‘‘Revenue per $1 of Cost’’ column in the various tables.
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Table 4. Franchise Tax Division, Audit Activities by Class, 1954-55, and
Comparlson With Prior Years as to Revenue per Dollar of Cost

1954-55 Revenue per dollar of cost
Class of activity Cases Hours Net revenue Cost 1954-55 1953-54 1952-58
General audit:
Sacramento ______ 52,870 27,100 $768,145 $87,982  $8.73- $8.40 $14.01
Los Angeles _____ 699 24,741 —682,812 84,4083 -—8.09 6.64 25.72
San Francisco____ 308 13,056 147,267 45,437 324 2590 3.94
Totals ________ 53,877 64,897 $232,600 $217,822 $1.07 $11.29  $16.99
Allocation audit: :
Sacramento ______ 2,742 38,072 $2,580,981 $128,031 $19.77 $11.17 $11.79
Los Angeles__.___ 252 12,989 548,367 45,679 12,00 .14.85 @ 24.65
San Franecisco____ 371 9,674 1,131,694 35,799 3161 7017 _ 29.65
New York________ 163 7,122 192,620 22,559 854 3471 34.20
Chicago —________ 109 5,902 395,423 18,815 21.02 2346 52.25
Totals ——______ 3,637 173,759 $4,799,085 $250,883 $19.13 $22.19 $20.67
Delinquents and ) ) :
arbitraries ______ 9,758 7,774 $424,241 $24,639 17.22 $10.54 $14.27
- Totals —_______ 67,272 146,430 $5,455,926 $493,344 $11.06 $16.81 $18.55

This is an analysis of the audit activities by class of activity and loca-
tion, and it will be. noted that the allocation audits, in particular are
highly profitable, with no apparent indication of a downward trend over
the last three years. The ‘‘delinquents and arbitraries’’ activity is a
headquarters operation involving taxpayers who fail to file returns or
pay taxes when due.

Table 5. Franchise Tax Division, Summary of Audit Activity by Class,
Four Years Ended June 30, 1955

: Net Revenue
Class of activity Cases Hours revenue Cost per-$1 cost
General audit____________ 191,828 251,717 $6,840,114 $793,742 $8.62
Allocation audit__..______ 14,042 270,527 17,272,665 906,932 19.05

Delinquents and arbitraries 33,368 49,542 1,465,969 138,988 10.55

- Totals o 239,233 571,786 $25,578,748 $1,839,662 $13.90

Table 6. Franchise Tax Division, General Audits Completed by Location,
Three Years Ended June 30, 1955

Net Revenue
Location Cases Hours revenue Cost per $1 cost
Sacramento ____________ 145,532 72,513  $2,276,292 $221,560 $10.27
Los Angeles_____________ .. 2,356 81,910 2,254,712 271,196 8.31
San Francisco ___________ 990 39,875 1,458,969 133,202 10.95
Totals —— oo 148,878 194,298  $5,989,973 $625,958 $9.57

Table 7. Franchise Tax Division, Allocation Audits Com{:leted by Location,
Three Years Ended June 30, 1955

Neét Revenue
Location . ) Cases Hours revenue - Cost per $1 cost -
Sacramento _-___._______ 8,074 118,098  $5,386,632 $377,349 $14.27
Los Angeles . ________ 917 36,024 2,062,871 121,861 16.93
San Francisco_-__________ 966 26,621 4,091,851 - - 94,257 43.41
New York _______________ 482 14,777 1,533,379 61,440 24.96

Chicago —————— N . 417 14835 1,690,842 59,559 - 28.39

Totals 10,856 210,355 $14,765,575  $714466  $20.67




Franchise Tax — 324 —

Franchise Tax Board-—Continued

Table 5 is. a summary of all audit act1v1t1es for the- last four years,
while Tables 6 and 7 summarize general andits and allocation audits by
location for the last three years only, since comparable data are not
available by location for 1951-52.

Table 8. Personal Income Tax Division, Summary of Activities, 1954-55

: Net Revenue

Class of activity " Cases Hours revenue Cost per §1 cost
Basic activities:

-Service operation_______ 3,061,416 546,513 $102,778,238 $1,300,920 $79.00

Refund claims allowed-. 6,348 386,798 —533,859 99,473 —5.837

Total basic ____._____ 3,067,764 583,311 $102,244,379 $1,400,393 $78.01

Nonaudit enforcement -

‘activities—Table 9 _____ 295,964 537,456  $4,808,749 $1,115,709 $4.31

Audit activities—Table 10-2,108,127 478,591 7,104,699 1,302,475 5.46

5,471,855 1,599,358 $114,157,827 $3,818,577 $29.89

Table 8 gives data for the Personal Income Tax Division comparable
to that given for the Franchise Tax Division in Table 3, and the same
comments apply. It will be noted that this program is a much more
costly one to administer than the corporation tax programs of the Fran-
chise Tax Division shown in Table 4, although the total revenue in-
volved is about the same.

Table 9.. Personal Income Tax Division, Nonaudit Enforcement
Activities by Class, 1954-55
Net Revenue
Class of activity Cases Hours revenue Cost  per $1 of cost

Sacramento Headquarters:
Preliminary examinations 57,441 99,758 $409,095 $212,406 $1.93

- Information at source.__ 16,241 27,920 293,273 55,183 5.31
-Federal comparison—_.__ 2,673 8,650 116,679 23,091 5.05
" Motals _ o __ 76,355~ 136,328 $819,047  $290,680 $2.82

Los Angeles )
Information at source_._ 132,040 194,637  $2,483,086 $404,657 $6.14

Federal comparison___.__ 2,840 38,954 77,680 76,544 1.01
Miscellaneous —._______ 2,504 5,926 64,598 13,747 4.70
" Totals _‘_'____ ________ 137,384 239,517 $2,625,364  $494,948 $5.30

Sah'Francisco: .
Information at source.._ 67,409 96,638  $1,010,647 $197,385 $5.12 -

Federal comparison ... 13,000 55947 = 308,927 107,620 2.87
Miscellaneous .. 1,816 9,026 - 44,764 25,076 1.79
. Totals- - ___._ 82225 161,611 $1,364,338 $330,081 $4.13
Grand total._________ 0 295964 537456 $4,808;749 $1,115,709 $4.31

Some of the activities shown in this table are more productive than

others notably the ‘‘information at source’’ activity. The ‘‘Federal
" Comparison Program’’ was reported upon separately by the division for
the first time durmg 1954:55, and while the results for that year are not
: partmularly impressive ‘in Los Angeles and San Franciseco in com-
parison with the ‘‘information at source’’ activity, the agency antiei-
pates more impressive results as the program progresses.
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Table 10. Personal Income Tax Division, Audit Activities by Class, 1954-55 and
Comparlson With Prior Years as to Revenue per Dollar of Cost

Revenie per

1954-55 ' dollar of cost
Net 1954 1958- 1952-
Class of activity Cases  Hours revenue Cost 56 54 53
Headquarters : )
Drawer audit ______ 2,047,856 180,890 $1,447,628 -$457,652 $3.16 $2.77 $4.12
RAR unit _________ ) 6,132 39,773 614,935 101,865 6.04 7.53 7.91
Specialist section _.. 26,339 - 32,348 127,303 - 85,923 148 6.96 6.83
Primary audit .____ 6,496 15,297 28,574 88,758 74 237 1.16
Totals __________ 2,086,823 268,308 $2,218,440 $684,19-8 $3.24 $4.11 $5.07
Los Angeles: L
Field audit ________ 10,591 84,453 $2,081,664 $237,174 $8.78 $4.76 $4.56
Regidence and ) ' ) )
withholding ______ 598 21,343 1,047,950 62,863 16.67 17.74 4.67
Totals __________ 11,189 105,796 $3,129,614 $300,037 $10.43 $7.19 $4.58
San Francisco : » . .
Field audit —______ 8,870 86,100 $425,632 $262,860 $1.62 $3.67 $2.05
Residence and B _ i
withholding ______ 740 13,645 1,303,692 = 41,392 38150 19.01 7.51
Totals —_________ 9,610 99,745 $1,729,324 $304,252 $5.68 $5.74_$2.70
Sacramento : - :
" Field aundit ________ 505 4,742  $27,321 - $13,988 1.95 $5.18 $8.46
Totals . ______ 2,108,127 478,591 $7,104,699 $1,302,475 $5.45 $5.25 $4.49

Table 10 shows results of the various audit activities by activity and
location, and indicates, among other things, that activities in the Los
Angeles area are more profitable on the whole, than those in San Fran-
cisco, and have been for the last three years. It also indicates that field
activities are more profitable on the whole, than headquarters activities. -
Both of these facts as well as the fact that these audits are much less
productive than the Corporation Tax Audits shown in Table 4, would
appear significant to management from the standpoint of most effec-
tive utilization of available manpower.

Table 11, Personal Income Tax Division, Audit Revenues and Costs Attributable
to Federal Audit Program, as a Percent of Total Audit Revenues
and Costs by Fiscal Years

Audit revenue Audit costs
As a percent ‘ As a percent Revenue
of total of total “per
Fiscal year Amount oudit revenue Amount audit costs $1 of cost
1951562 . __ $1,197,463 20.7 - $124,571 116 $9.61
195268 . __ 1,069,052 19.6 135,181 11.1 7.91
195354 . ___ 952,295 13.9 126,411 9.7 7.58
195466 _——___ 614,935 - 8.7 101,865 7.8 791

Table 11 shows the results of the audit activity attributable to re-
liance on the federal audit program (RAR unit) and indicates the
continuation of a trend which we commented upon last year of a de-
crease in both revenues and costs attributable to this activity. This is
significant because at one time chief reliance was placed on the federal
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audits as an enforcement tool and.some of the procedures Whlch are
still in use, were geared to this concept. It -was thought desirable, for
example, to defer final audit of the state tax returns until the federal
auditors had completed their audits, which has some disadvantages,

among them duplicate handling of the returns and delays in assessing
state deficiencies which complicates the eollection problem. We believe
that in view of the decreasing importance of reliance on federal audits,
which: the data in Table 11 appears to indicate rather clearly, the entire
operation in the Personal Income Tax Division should be re-examined
in the light of present day conditions.

Proposed Reorganization

In our 1953 analysis we pointed out what we believe to be a defect
in the field organization of the Franchise Tax Board namely that in
each area office there were three separate divisions operating more or
less independently of one another, a Franchise Tax Division, a Personal
Tncome Tax Division and a Collection Division, a condition which we
believed tended to prevent the most economical and effective conduct
of the field operations, and we recommended that the Management
Analysis Section of the Department of Finance make a study looking
toward a possible reorganization which would involve centralization of
responsibility for field operations in a single individual in headquarters
and in each of the area offices.

The study has been completed and a report on ‘‘Central and Field
Organization—Franchise Tax Board’’ (A.N. 615) issued on February
15, 1955, which contained the following recommendations:

“1. Present staffing at higher levels be maintained for the present
2. The Personal Income Tax Division be given temporary adminis-
trative control over all Franchlse Tax Board operations in field
offices.
8. 'The auditing staff be developed in such a manner that employees
in common job classifications may be used to perform both corpo-
ration tax and personal income tax audits whenever advan-
tageous.
4. The major organization changes shown in detaﬂ on Exhibits IV
and V attached be achieved within approximately three years.
The features of the proposed reorganization are: '
a. A field: organization based on district offices reporting dl—
rectly to Sacramento, in lieu of the existing area and branch
offices.

b. A field operations division eontrolled by one supervisor in
the headquarters office who has a direct line of authority to
a single supervisor responsible for each district office.

c. Use of the same auditors for both personal income and cor-
poration tax audits where advantageous.

d. Integration of staff responsibilities for both corporation and
personal income tax audlts under one division chief in Sac-

- ramento.

e. A Division of Administration composed of the existing Ae-
counting Division; Collections Division, Admmlstratlve As-
sistant, and eventually the Personnel Section.’ '
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The report points out that a major reorganization such as recom-
mended might result in disruption of agency activities unless carefully
planned and gradually executed and recommends that it be put into
effect gradually over a three-year perlod It also points out that the
proposed changes would achieve economies in personnel and while no
existing positions can be eliminated at present prov1s10n for additional
positions would be delayed. There is no indication in the report that
the proposed reorganization would entail any inecrease in cost..

A letter to this office dated January 11, 1956, from the executive offi-

cer of the Franchise Tax Board indicated that the board had accepted
the recommendations in prineipal, with certain modifications, and out-
lined the steps currently being taken to place them in effect.
- It:indicated that the area offices are to be reorganized at the earliest
possible date to the end that activities in these offices be consolidated
with one individual in charge. Previously, as of October 1, 1954, the
collection division activities in these offices had been placed under the
control of the Area Income Tax supervisors as indicated on pages 486
and 487 of the printed budget.

It indicated that the Franchise Tax Board was prepared to accept
recommendation 4C in part to the extent of using auditors at the lower
levels interchangeably on the simpler cases.

It is also indicated that the agency proposed to abolish the existing
Franchise Tax Division and Personal Income Tax Division, as such,
consolidate the operations and place all field operations under a
chief of operations.

It states that the agency is not prepared to accept the recommenda-
tion that branch offices be supervised direct from headquarters rather
than through area offices or that all audit review work be centralized in
headquarters, which is the one recommendation which report A. N. 615
indicates would result in eventual economies by elimination of dupli-
cate review of the audit reports, once in area offices and again in head-
quarters. We believe this recommendation should be studied further
since we can see no advantage for branch offices. in Stockton and
Fresno, for example, reporting to San Francisco rather than direct to
Sacramento, since they are both closer to and more readily accessible
from Sacramento than San Francisco.

The letter indicates that it is the view of the agency that the reorga-
nization will result in an immediate small increase in cost but that
some long-range economies may be antlelpated

‘We see no reason for any increase in costs, since our original recom-
mendation for the study was motivated in part by the belief that such
a reorganization as that proposed might result in the elimination of
one high level administrative position.

A tentative organization chart submitted with the letter indicates
two pos1t10ns at the assistant executive officer level instead of the single
position existing at present. This is not in aceordance with the recom-
mendations in the Management Analysis Section report A. N. 615,

Our view is that all key positions in the proposed reorganized struec-
ture can be provided from ex1s1:1ng high level administrative personnel
which is as follows: :
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Class No. Salary range

Executive officer (exempt)_ 1 $1,292

" Assistant executive officer 1 $950-$1,050

" “Chief Tncome Tax Division 1 821- 1,000

‘Chief Franchise Tax Division 1 782- 950

.. Principal’ income tax superv1sor 3 710- 862

- . Principal franchise tax supervisor_________________ 2 676- 821

y Asswtant to income tax supervisor__________ . _____ 3 644- 782
Total : 12

Efﬁctency and Economy

In answer to-a request by this office for a report on steps taken to
achieve efficiency and economy during the last year the agency has sub-
mitted a report listing 20 such steps in the Personal Income Tax Divi-
sion, 17 in the Franchise Tax Division and two in other divisions, some
of the most significant of which appear to be the following:

Much greater use of the ‘‘withholding’’ procedure whereby em-
ployers are requested to withhold amounts of delinquent taxes due from
salaries paid their employees was made during the year on a systematic
basis, resulting in an accelerated collection program and a saving of
time of the collection staff.

Two mechanical mail slitters of an improved type were purchased
which- are. capable of opening mail of all sizes and thicknesses, the use
of which reduced the personnel required for this operation from eight
to two people with a resulting savings in salaries sufficient to pay for
the cost of the machines three times over.

“A manual was developed and adopted by the Franchise Tax Division
covering the principles and procedures for allocation audits, i.e., those
of the taxpayers receiving income from sources both within and without
the State. These audits are complicated to make and very productive
of additional revenue and the manual should assist in training addi-
- tional men to become qualified to do this work.

A procedure was  adopted for eliminating approxmaately 51,000
ledger postings for jeopardy assessments by using what is in effect a
copy of the assessment notice as the ledger card.

- Space does not permit a detailed listing of the other aceomphshments
mentioned by the agency but their nature and variety indicates that
the-agency is in.the process of a careful self-analysis, which is borne
out by a comment to that effect in the Management Analys1s Section re-
port A. N. 615.

. ' . STATE TREASURER
ITEM 138 of the Budget Bill i Budget page 489
Budget line No. 7

FOR SUPPORT OF STATE TREASURER FROM THE GENERAL FUND

Amount requested _ $837,537
Estimated to be expended in 1955-56 Fiscal Year 296,360

- Increase (13.9- percent) $41,177
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I Summary -of Increase ) :
: INCREASE DUE ToO

, Total Work load or New  Budget Line
. increase salary adjustments - services page No.

Salaries and wages_____________ $1,421 $1,421 - 490 14

Operating expense _____________ 60 60 __ . 490 33

HEquipment 29,696 29,696 -~ 490 39

Plus: decreased reimbursement__, 10,000 10,000 _. 490 44

Total increase .____.___ — - $41,177 $41,177 __ 490 46
RECOMMENDATIONS - .

Amount budgeted . : $337,537

Legislative Auditor’s recommendation 337,537

Reduction : k None

ANALYSIS

The State Treasurer is the custodian of all moneys and securities
belonging to or held in trust by the State. He also administers the sale,
redemption and interest payment of bonds. All warrants drawn by the
State Controller are paid by the State Treasurer.

The increase of $41,177 is mainly composed of $8,150 insurance pre-
thium paid every three years and $32,500 for lockers in the vault, which
are necessary to house an increased volume of securities.

Investment of Treasury Funds

In our analysis for the 1955-56 Fiscal Year we commented on this
subject and made recommendations. We pointed out that the State was
not securing revenue from the investment of surplus funds in amounts
which appeared reasonable to expect, and recommended that:

1. The Treasurer’s Office should be requested to furnish informa-
tion as to considerations which govern in determining the amount of
money needed in active bank accounts at all times, and why it believes
the Surplus Money Investment Fund should not be increased.

““2. Qutside authorities in the field of private industry and banking
should be consulted to determine private industry practices W1th respect
to working bank balances and temporarily idle funds.

¢¢3. Study should be given to the desirability of the investment of
idle state money without regard to funds, in a manner comparable to
that now used by the Treasurer in placing such money in interest bear-
ing bank accounts, and to draftlng suitable legislation to permit such a
practice if deemed desirable.’’

Although the Legislature acted immediately to strengthen the law,
very little has been done administratively to carry out these recommen-
dations or to 1mp1ement the legislation which was adopted. Chapter
1708, enacted in the 1955 General Session, created a Pooled Money
Investment Board consisting of the Controller Treasurer and the Di-
rector of Finance. This act directs the board to designate at least once
each month the amount of money available for investment and the type
of investments or deposit. The act also directs the board to file a report,
not later than 30 days after the close of each month, with respect to
investments and bank accounts showing transactions during such
month As. yet this has mot been done..
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To date no such report has been filed. Chapter 1703 also removed the
fund limitation on invesements referred to above, thereby increasing
the ability of the State to secure additional investment returns.

‘We estimate that additional revenue of between $500,000 and
$1,500,000 a year would result if the provisions of this act were put
into effect

During 1955 the entlre warrant operatlon was converted to a punched
card warrant system. Bond aecounting is in the process of conversion
to a punched card system but will not be completed until some time
in 1956. Savmgs in machine rental and manpower will result from
these changes in procedure. Also one general accountant grade 4 was
eliminated and the duties absorbed by the warrant operations ofﬁeer
reflecting an annual savings of $8,500.

Legislation passed during the 1955 General Session permits the Treas-
urer to deposit securities for safekeeping with banks or the Federal
Reserve Bank of San Francisco. This change in procedure will save an
estimated $30,000 annually. The Treasurer recommended this' change
in procedure.

Other legislation passed during the 1955 General Session permits
the Treasurer to invest in securities which mature later than one year.
An increase in revenue from investments should result from investments
in those types of securities.

No increase in staff has been required in the current fiscal year to
put into effect the above mentioned changes.

‘We recommend that a careful review be made of the procedure
whereby the Treasurer determines which of several banks should have
active accounts. It is possible that costs could be reduced and revenues
increased by reducing the number of banks acting for the State in this
capacity. A careful study of this should be made before the 1957 Gen-
eral Session, using as a pattern standard bank practices with respect to
compensation for services both for large corporations and for other
state governments.

With these reservations we recommend approval of the budget as
requested. ,

DEPARTMENT OF CALIFORNIA HIGHWAY PATROL

ITEM 139 of the Budget Bill Budget page 491
Budget line No. 25

FOR SUPPORT OF CALIFORNIA HIGHWAY PATROL FROM THE
MOTOR VEHICLE FUND

Amount regquested .. _ : ' v . $17,841,007
Estimated to be expended in 1955 56 Fiscal Year__. . 16,043,536
Increase (11.2 percent) ____ . $1,797,561

Summary of Increase:
INCREASE DUE TO

Total Work load or New Budget Llne

- increase salary adjustments services page ~ No.
Salaries and wages_____________ $1,208,069 $419,885 $788,184 499 11
Operating expense _______.______ 379,372 269,630 . 109,742 499 12
Bquipment 206,850 . —25,083 231,933 499 18
Add: decreased reimbursemerit_._ +3,270 +3,270 _. 499 81

Total inerease _..__________ $1,797,561 $667,702  $1,129,859 499 33






