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from the educational assistance program. 

Item 139 

The department plans to establish a training program that would result 
in county veteran service offices assisting veterans with discharge up­
grades by conducting preliminary reviews and gathering supporting 
documentation necessary for presentation to the discharge review board. 
The department estimates that 56,339 to 70,365 veterans with "other-than­
honorable" discharges reside in California. The Governor's Budget states 
that 70,000 California residents have received other-than-honorable dis­
charges since 1956 and that the military has acknowledged that many of 
these were improper. 

Presently, the department handles approximately 14 discharge reviews 
per month on a referral basis from the federal review board and veterans 
organizations. Although firm data are not available on the number of 
veterans who might use this program, the department estimates that it 
will service up to 1,265 per year and that, on this basis, the program could 
extend for as long as ten years. This suggests that a larger number of 
veterans may be eligible for discharge review than is indicated in the 
Governor's Budget. 

Based on our preliminary analysis, we have several concerns about the 
program. Until some workload experience is developed, the level of activ­
ity required to sustain the eight positions is unclear. Moreover, there is no 
basis for evaluating the effectiveness of the program. Because of these 
concerns, we recommend that these positions be authorized for one year 
only and that the department detail the costs and benefits of the program 
for legislative review next year. 

Business and Transportation Agency 

DEPARTMENT OF ALCOHOLIC BEVERAGE CONTROL 

Item, 139 from the General 
Fund Budget p. 293 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ................................................................................. . 

Requested increase $272,339 (2.6 percent) 
Total recommended reduction ................................................... . 

$10,562,967 
10,290,628 
9,162,951 

$1,742,967 

Analysis 
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page 

1. Minimum Price Maintenance and Price Posting Law. 208 
Reduce by $193,(}()(). Recommend deletion of funds for en­
forcement, and repeal, of the minimum price maintenance 
and pl-ice posting provisions of the Alcoholic Beverage. Con-
trol Act. 

2. Departmental Funding. Reduce by $1,549,967a
• Recom- 209 

mend reduction in expenditures to level of General Fund 
fees received by the department . 

• Based on adoption of both recommendations 1 and 2. 
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GENERAL PROGRAM STATEMENT 

The Department of Alcoholic Beverage Control (ABC), a constitutional 
agency established in 1954, is headed by a director who is appointed by the 
Governor with the consent of the Seriate. Headquartered in Sacramento, 
the department maintains a northern division office in San Francisco, 
which supervises nine northern district offices and a southern division 
office in Downey, which supervises 10 southern district offices. Depart­
mental staff is presently authorized at 438.3 positions . 
. The constitution gives the department exclusive power in accordance 

with laws enacted by the Legislature to license the manufacture, importa­
tion and sale of alcoholic beverages in California, and to collect license fees 
on account thereof. The department is given discretionary power to deny, 
suspend or revoke licenses for good cause. 

Responsibilities of the agency are discharged under a single program 
entitled, "Administration of the Alcoholic Beverage Control Act" which 
consists of three elements: (1) licensing, (2) compliance, and (3) adminis­
tration. Table 1 shows budget data for each of the elements. 

Table 1 
Budget Summary 

Licensing ................................................................. . 
Personnel-years ................................................... . 

Compliance ............................................................. . 
Personnel-years ................................................... . 

Administration ...................................................... .. 
Personnel-years ................................................... . 

Total Expenditures ................. ; ............................ .. 
.Reimbursements ................................................. . 

Net Expenditures ................................................... . 
Personnel-years .................................................. .. 

Licensing Element 

1!l76-77 
$5,490,126 

249.4 
$3,546,149 

138.2 
$1,418,459 

50.7 

$10,454,734 
164,106 

$10,290,628 
438.3 

1977-78 
$5,609,331 

249.4 
$3,629,441 

138.2 
$1,488,777 

52.7 

$10,727,549 
164,582 

$10,562,967 
440.3 

Change from 
1!l76-77 

Amount- Percent 
$119,205 2.2% 

$83,292 2.3 

$70,318 5.0 
2.0 3.9 

$272,815 2.6% 
476 0.3% --

$272,339 2.6% 
2.0 0.4 

. The objective of licensing premises wherein alcoholic beverages are 
produced, sold or consumed is to prevent unqualified persons from engag­
ing in the sale, manufacture or importation. of such beverages and to 
prevent such operations in locations where the neighborhood would be 
disturbed and police problems aggravated. Licensing involves the investi­
gaHon of applicants' background, character, and financing to assure that 
those Who qualify will be less likely to engage in disorderly or unlawful 
conduct. The department processes applications from individuals, part­
nerships and corporations for 52 different licenses. 

If a license is denied or its issuance is protested, the matter may be 
brought before a hearing officer of the Office of Administrative Hearings 
in the Department of General Services. The hearing officer prepares a 
proposed decision which, if adopted by the director, becomes the depart-

v ; t \'. ~.,. 
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ment's decision. Departmental decIsions on these and other matters may 
be appealed to the Alcoholic Beverage Control Appeals Board (aseparate 
state agency) and the courts. 

Compliance Element 

The objective of the compliance or "enforcement" element is to pre­
vent the operation of premises dealing in alcoholic beverages from becom­
ing police problems, prevent practices jeopardizing public safety and 
welfare, prevent sales to minors and intoxicated persons and restrict ac­
tivities detrimental to public morals. Enforcement comprises investiga­
tion of complaints, imposition of disciplinary action and suppression of 
various trade or business practices prescribed by law. The department 
shares law enforcement reSponsibilities with local police and other law 
enforcement agencies . 

. Administration Element 

The administration element includes the department's executive staff 
and personnel responsible for license issuance and renewal and account­
ing, legal, price posting, training. and personnel duties. This element also 
drafts and reviews proposed legislation affecting the liquor industry and 
responds to inquiries from members of the Legislature and the general 
public. 

ANALYSIS AND RECOMMENDATIONS 

The department proposes net General Fund expenditures· of 
$10,562,967, which is $272,339 or 2.6 percent above the current-year esti­
mate. The department also anticipates budget-year reimbursements of 
$164,582, representing fees it charges for (1) fingerprinting applicants, (2) 
transcripts of hearings, and (3) copies of the Alcoholic Beverage Control 
Act. 

The General Fund increase consists of$64,345 for operating expenSeS 
and equipment (primarily reflecting price increases) and $208,470 for 
salaries and staff benefit adjustments, including two personnel-yearS for a 
training officer and clerical support. Reimbursements are anticipated to 
increase by $476, resulting in the net General Fund increase of $272,339. 

Minimum Price Maintenance and Price Posting Law 

We recommend a reduction of $193,000 to eliminate enforcement of the 
minimum price maintenance and price posting provisions of the Alcoholic 
Beverage Control Act.. . . 

We further recommend legislation to eliminate all such provisions of the 
act. . 

As discussed in previous analyses, we believe that. the minimum price 
maintenance and price posting requirements of the Alcoholic· Beverage 
Control Act serve primarily to protect the liquor industry from the effects 
of a "free market," thus denying the public the price advantages found. ~n 
free and open competition and imposing a substantial public cost. The 
price posting provisions constitute, in effect, a subsidy to the alcoholic 
beverage industry because the state's police power is used to enforce a 
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minimum pricing structure established by,the industry. 
Our previous studies indicated that the magnitude of the subsidy pro­

vided to the alcoholic beverage industry by state enforcement of retail 
price maintenance and price posting was equivalent to 120 percent of the 
state's excise tax on distilled spirits. During 1977-78, that would be equiva­
lent to $133 million. 

A recent development which supports our contention that fair trade or 
minimum price maintenance laws result in artifically higher prices oc­
curred in December 1975, when Congress enacted the Consumer Coods 
Pricing Act of 1975 (Public Law 94-145). This act repealed prior exemp­
tions to the Sherman Antitrust Act which permitted states to enact fair 
trade (i.e., price fixing) laws. The stated purpose of the 1975 act was to 
provide a business climate which would result in lower prices for consum­
ers. The. Alcoholic Beverage CO,ntrol Appeals Board (a separate state 
agency) found on December 2, 1976, in the case of Christine T. and 
Richard E. Corsetti, that the retail price maintenance provisions of the 
Alcoholic Beverage Control Act are invalid on three grounds: (1) the 1975 
amendments to the Sherman Antiti"ust Act revoked the authority of the 
states to enforce minimum price laws, (2) the severe economic conditions 
under which the price fixing statutes were enacted (i.e., the depression 
of the 1930's) no longer exist and (3) the statute results in the denial of 
eql1al protection of the law. The Department of Alcoholic Beverage Con­
trol,· pending a final legislative or judicial decision on price posting, is 
continuing to enforce the existing state law. 

Based on workload information supplied by the department, it is es­
timated that budget-year expenditures of $193,000 will be incurred to 
enforce the minirrium price maintenance and price posting requirements 
of the Alcoholic Beverage Control Act. For the reasons cited above, we 
recommend the <1;¢letion of such funding and repeal of the. minimum price 
law. 

Departmental Funding 

The Department of Alcoholic Beverage Control is supported by the 
General Fund, but it is a revenue producing agency. It collects and distrib­
utes license fees under a schedule established by statute. Original license 
feesahd license transfer fees, forexample, are deposited directly into the 
General Fund. License renewal fees, intracounty transfer fees, and 
amounts paid under "offers in compromise" (i.e., penalties in lieu of li­
cense sllspension) are deposited in the Alcoholic Beverage Control Fund. 
In April and October of each year, 90 percent of the money on deposit in 
the fund is divided ainQng the state's 58 counties and more than 400 cities 
under a statutory formula, and. the remaining 10 percent is then deposited 
in the General Fund. Table 2 details these revenue sources. 

Eliminate Revenue Gap. , 

... We recommend a reduction of $1,549,967aplus any salary or benefit 
iI/CreaSe amount, to reduce General Fund expenditures to an amount 
~9ual to revenue generated from license fees and miscellaneous charges. 
• Based. on adoption of both recomm.endations 1 and 2, 
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Table 2 
License Fees and Miscellaneous Revenue. 

Department of Alcoholic Beverage Control 
(General Fund) 

Miscellaneous ......................................................... . 
Original license fees .......................................... , .. . 
Transfer fees ........................................................... . 
Special fees .............................................................. . 
Service charges ............... , ..................................... . 
Penalties ................................................................. . 
General Fund portion of annual fees and offers 

in compromise ........................................... ; ... . 

Total revenue ..................................................... . 

Actual 
1975-76 

$1,839 
1,925,850 
4,249,655 

108,693 
133,215 
19,350 

1,207,456 

$7,64/),058 

Estimated 
1976-77 

$2,200,000 
4,320,000 

325,000 
150,000 
20,000 

1,700,000 

$8,715,000 

Item 139 

Esbmated 
1977-78 

$2,250,000 
4,350,000 

325,000 
175,000 
20,000 

1,700,000 

$8,820,000 

Historically, the department has generated enough license fee and mis­
cellaneous revenue to cover its costs, b\Jt for the past three years operating 
expenses have exceeded revenues. As shown in Table 2, the department 
estimates that General Fund revenue for the budget year will amount to 
$8,820,000, which is $1,742,967 below its expected cost of operation. This 
gap will increase by the amount of any salary or staff benefit increases 
approved for the budget year. 

Table 3 shows the history of the revenue gap since it first occurred in 
1974-75. 

Table 3 

Department of Alcoholic Beverage Control 
Comparison of General Fund Expenditures and Revenues 

From License Fees and Miscellaneous Charges 

1974-75 
Expenditures.................................... $8,474,888 
License fees and miscellaneous 

1975-76 
$9,162,951 

1976-77 
$10,290,628 

revenues.................................... 8,353,405 7,646,057 8,715,000 

Revenue gap ..................................... $121,483 $1,516,894 $1,575,628 
a Will increase by the amount of any salary or staff benefit increase allocation. 

1977-78 
$10,562,967" 

8,820,000 

$1,742,967" 

For the past· two years, we have recommended legislation to increase 
license fees in order to eliminate the department's revenue deficiency. 
Some of these fees have not been revised in 40 years. For example, the 
beer and wine wholesalers' license has cost $56 since 1930. Two bills, AB 
2155 and AB 4068 were introduced to increase fees during the 1975-76 
legislative session, but both failed passage. 

Until fees are raised sufficiently to cover the department's costs, we 
believe that expenditures should be tailored to available revenues by 
reducing the level of service provided to the alcoholic beverage industry 
as distinguished from. those activities serving the broader public interest. 
For example, the department has established a goal of processing an ap­
plication for a license transfer within 30 days. Significant savings could be 
generated by lengthening this time period. Additionally, the department's 
enforcement function could be reorganized to reduce emphasis on those 
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activities which are primarily supportive of the industry. 

Business and Transportation Agency 

ALCOHOLIC BEVERAGE CONTROL APPEALS BOARD 

Item 140 from the General 
Fund ... Budget p. 296 

Requested 1977~78· ......................................................................... . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ................................................................................. . 

Requested increase $5,376 (2.7 percent) . 
Total recommended reduction ................................................... . 

GENERAL PROGRAM STATEMENT 

$201,582 
196,206 
171,242 

None 

The Alcoholic Beverage Control Appeals Board was established by a 
constitutional amendment in 1954 to provide an administrative review for 
any person aggrieved by a decision of the Department of Alcoholic Bever­
age Control relating to penalty assessments or to the <issuance, denial, 
transfer, suspensioI:1 or revocation of any alcoholic beverage license. The 
board consists of a chairman and two members appointed by the Governor 
with the consent of the Senate; The board members are salaried and meet 
regularly in Los Angeles, San Francisco and Sacramento. Board staff con-
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sists of two attorneys and two senior legal stenographers. Approximately 
25 percent of the possible appealable decisions rendered by the depart­
ment over the years have actually been appealed to the board. The board 
is an independent agency and is not subject to departmental control. 

The board's single program consists of providing an intermediateap­
peals forum between the department and the state's courts of appeal, 
which, upon petition, review board decisions. During 1975-76, 137 appeals 
were filed and 149 decisions issued. The appeals board reversed 24 depart­
mental decisions. As of June 30, 1976, it had processed 4,470 cases since its 
creation. 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. : ' 
The board proposes a budget-year expenditure of $201,582, which is 

$5,376 or 2.7 percent above the current-year estimate. This increase con­
sists of $2,052 for merit salary increases and $3,324 for higher operating 
costs. 

Business and Transportation Agency 

STATE BANKING DEPARTMENT 

Item 141 from the State Bank-
ing Fund Budget p. 297 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ................................................................................. . 

$4,130,342 
3,869,415 
3,019,928 

Requested increase $260,927 (6.7 percent) 
Total recommended reductions ................................................. . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

1. Continuing Supervision of Existing Banking Facl1ities. 
Reduce by $38,155. Recommend deletion of two bank ex­
aminer III positions. 

2. Departmental Regulations. Recommend language in 
Budget Act requiring the State Banking Department to pro­
mulgate regulations by June 30, 1978. 

GENERAL PROGRAM STATEMENT 

$38,155 

Analysis 
page 

213 

215 

The prim.ary responsibility of the State Banking Department is to pro­
tect the public from economic loss resulting from bank and trust company 
failures. Not all banks in California are regulated by this department 
because some choose to operate under federal authority. 

The Department is administered by the Superintendent of Banks, who 
is appointed by the Governor. Pursuant to law, the superintendent is 
designated as the "Administrator of Local Agency Security" with the 
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responsibility of supervising the handling of county, city and district funds 
by depository banks, both state and national. 

Department headquarters is located in San Francisco and branch offices 
are in Los Angeles, San Diego and Sacramento. Current authorized staff 
is 153 positions. 

The department is supported by the State Banking Fund, which re­
ceives assessments on banks and trust companies, license and application 
fees and service charges. 

ANALYSIS AND RECOMMENDATIONS 

The department proposes an expenditure of $4,130,342 which is $260,927 
or 6.7 percent above estimated current year expenditures. The depart­
ment anticipates that budget year reimbursements of $120,298, primarily 
fees for (1) examining trust companies, (2) conducting special examina­
tions of banks and (3) administering the local agency security program, 
will produce a total expenditure program of $4,250,640. 

Table 1 shows personnel-years and costs devoted to the department's six 
programs and supporting elements. 

New Positions in Research and Information Services 

Two staff service analyst positions are requested for the budget year to 
assist in developing possible methods of improving economic develop­
ment in California. The project is not limited to banks and will consider 
all types of debt and equity capital, consumption expenditures, and trans­
fer payments. Both positions are totally reimbursable by a federal grant 
from the Department of Commerce. 

Continuing Supervision of Existing Banking Facilities 

We recommend the deletion of two proposed bank examiner III posi­
tions for a reduction of $38,155. 

From June 1975 to June 1976, the number ofinstitutions requiring spe­
~ial regulatory attention by the State Banking Department has risen from 
24 to 34. During the last calendar year, the department has closed one 
bank and one trust company. These were the first failures of a state char­
tered bank or trust company in over 15 years. 

In an effort to (1) allow for closer supervision of problem institutions 
and (2) provide an early warning alert system to identify potential prob­
lems, the department has instituted an overseer program on a pilot basis. 
At present, the equivalent of two bank examiner positions is being used 
to staff the program. 

The program in the budget year would haVf~ an overseer team, with two 
examiners per team, in Los Angeles, San Francisco, and Sa.cramento. The 
department is requesting three bank examiner III, three bank examiner 
IV, and two clerical positions to staff the program. We estimate the pro­
gram's need at four rather than six examiners because the department 
should be able to allocate two existing examiners to the program. The loss 
resulting from the proposed reduction is approximately 2 percent of the 
total examiner hours available using 1976 estimates. This loss can easily be 
offset by increased efficiency because the overseer teams would be in a 



Table 1 
Cost and Staffing Data for Departmental Programs 

Actual 197~76 Estimated 197~77 Estimated 1977-78 
Personnel-

Program Element 
1. Licensing imd supervision of banks 

and trust companies ................ Investigation of applications for new 

2. Regulation of transmitters of 
money abroad ........ , .................. . 

3. Certification of securities ............... . 
4. Administration of local agency se-

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

and industrial developmellt 
corporations ........................ : ...... . 

6. Departmental administration 
(prorated to other depart-

facilities ................................................... . 
Continuing supervision of existing 
banks ......................................................... . 
Continuing supervision of existing 
trust companies ..................................... . 

mental programs) .................... Executive and administrative serv­
ices 
Legal and legislative services 
Information services 

~~~~::~~.::i~ .. ::::;::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
:'\et Tot:!!. Programs .. : ...... : ................... : 

Personnel- Personnel-
Years 

4.7 

lOS.8 

7.1 

0.8 
0.3 

0.9 

.... (6.5) 

.... (7.8) 

.... (4.0) 

119.6 

Cost 

$122,783 

2,766,106 

185,481 

20,899 
7,837 

19,035 

(169,807) 

(203,768) 
(104,496) 

$3,122,141 
-102,213 

$3,019,928 

Years 

4.5 

129.0 

8.3 

1.3 
0.3 

1.4 

0.7 

(8.0) 

(12.5) 
~) 

145.5 

Cost Years 

$122,138 4.5 

3,501,952 143.8 

225,278 9.0 

35,284 1.3 
8,143 0.3 

20,500 1.4 

18,999 0.7 

(217,135) (10.0) 

(328,113) 
(162,851) 

$3,932,294 
-62,879 

$3,869,415 

(14.0) 
(9.0) 

161.0 

Cost 

$132,607 

3,787,654 

240,288 

38,116 
9,215 

22,500 

20,260 

(274,275) 

(356,354) 
(279,066) 

$4,250,640 
-120,298 

$4,130,342 
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position to assist with the annual examination by providing additioIlal, 
in-depth information on the functioning of the institutions . 

. Continued Positions in Legal and Legislative Services 

Two legal counsel and one clerk typist positions were administratively 
established in the current year. These were necessary because of the 
increased workload realized by this element. The department is request­
ing that these three positions be continued in the budget year together 
with an additional $10,000 for anticipated Attorney General fees. 

Contract Services 

Currently, Executive and Administrative Services does not have a train­
ing or affirmative action officer. The department is requesting $12,000 to 
contract with the State Personnel Board for these and other personnel 
services on a part~time basis. 

Electronic Funds Transfer Systems 

The department has budgeted $40,000 as its share of the costs for an 
interagency task force on electronic funds transfer systems (EFI'S). The 
Business and Transportation Agency and the Agriculture and Services 
Agency are coordinating the task force which currently includes the De­
partments of Corporations, Banking, Savings and Loan, and Consumer 
Affairs. We will follow the progress ofthis effort as it examines the prob­
lems, limitations, potentials, and possible regulations required for EFI' 
systems. 

Departmental Regulations 

We recommend that language be placed in the Budget Act requiring 
the promulgation of regulations for the State Banking Department by 
June 30,1978. . . 

The Supplementary Report of the Committee on Conference (Budget 
Act of 1974) recommended that the department's rulings be reviewed and 
incorporated into regulations. The regulations were to define authorized 
banking functions and be promulgated by November 1, 1974. The first 
installment of regulations was filed with the Secretary of State on Novem­
ber 19, 1974, and became effective on January 1, 1975. These regulations 
affect banking terms, procedures for filing documents with the superin­
tendent, application procedures for organizing new banks and trust com­
panies, .. hearings by' the superintendent, reserve requirements and 
procedures and policies regarding foreign banks. 

The department advised the Legislature during the 1975-76 budget 
hearings that an additional installment would be forthcoming. During the 
1976--77 budget hearings the department was requested to complete the 
remaining drafts and the comment and hearing stage by January 1, 1977. 
This request has not been met. 

The department states two major reasons for the delay: (1) the superin­
tendent and other staff have had to spend a great amount of time with 
"problem" banks in the state, and (2) the department prefers to draft the 
regulations in-house to maintain a consistent philosophy and minimize the 
need for revisions. 
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We believe the department has sufficient resources to complete the 
regulations and should be required to do so by the end of the budget year. 

Business and Transportation Agency 

CALIFORNIA JOB CREATION PROGRAM 

Item 142 from the General 
Fund Budget p. 302 

Requested 1977-78 .................................. : ...................................... . 
Estimated,'1976-77 ........................................................................... . 
Actual 197~76 ................................................................................. . 

$3,300,000 
2,266,605 

660,843 
Requested increase $1,033,395 (45.6 percent) , 

Total recommended reduction ................................................... . $1,775,200 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

1. New Program Activities. Defer recommendation pending 
opinion by Legislative Counsel. 

2. Annual Report. Recommend legislation to require report 
to describe activities. on fiscal year basis and be issued by 
December 15 of each year. 

3. Loan Guarantee Fund. Reduce by $1,32o,()()(). Recommend 
elimination of additional General Fund transfers to the 
State Loan Guarantee Fund. 

4. Small Business Assistance. Reduce by $405,200. Recom­
mend that small business assistance expenditures remain at 

, current year levels. . 
5. Increase Salary Savings.' Reduce program expenditures by 

$5o,()()O. Recommend increases in salary savings to reflect 
decreased program activities. '", . 

GENERAL PROGRAM STATEMENT 

Analysis 
page, 

217 

218 

219 

222 

222 

The California Job Creation Program (Cal Job) was established to pro­
mote employment by assisting small businesses in disadvantaged areas. 
Through regional job development corporations 'comprised of financial 
institutions, the program currently uses state funds to guaranteeJoans to 
small businesses which would otherwise not qualify for financial assistance. 
In addition, the Small Business Assistance program element engages con­
tractors who provide consulting services to small businesses at a minimal 
charge. The Office of Minority Business Enterprise (OMBE) provides 
assistance to minority businesses in obtaining procurement contracts and 
other services as part of the Cal Job program. Effective October 1, 1975, 
this federally-funded office was transferred to the Department of General 
Services. 

Initially established in ,1968, the State Loan Guarantee and Small. Busi­
ness Assistance programs were combined by Chapter 1211, Statutes of 

...... ;':': 
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1973. The resulting program, called Cal Job, was transferred from the 
Employment Development Department to the Business and Transporta­
tion Agency in 1974. The program is directed by the California Job Crea­
tion Board, composed of 19 IDembers representing state government, 
financial institutions, business, labor, regional job corporations,persons in 
disadvantaged areas, and the Legislature. During the current year, 14 new 
members have been appointed to the Cal Job Board and a new Executive 
Director has been hired by the board. 

ANALYSIS AND RECOMMENDATIONS 

The budget proposes an expenditure of $3.3 million which is $1,033,395 
or 45.6 percent above estimated current year expenditures of $2,266,605. 
Table 1 shows expenditure data by program· element. It indicates that the 
m~or changes in the proposed budget are in increased estimated expendi­
tures for small business assistance and new contract services. These serv­
ices account for $1,682,952 orappr:oximately 94.4 percent of anticipated 
operating expenses. Personal services are estimated to rise to $197,773 or 
20.7 percent above current year costs, primarily because no salary savings 
are reflected in the proposed budget. The remaining $1,320,000 of 
proposed expenditures will be available for transfer to the Loan Guaran­
tee Fund, a 10 percent increase over estimated transfers in the current 
year. 

Table 1 
Program Expenditures 
1975-76 through 1977-78 

Percent Percent 
change change 
from from 

Actual Estimated previous Proposed prel'io/ls 
Cal Job 1975-76 197fJ-77 year 1977-78 year 

Personal Services· ....................... . $156,371 $163,848 +4.8% $197,773 +20.7% 
Operating expenses 

Contract services-new 
projects ....................................... . 423,240 877,752 
Small business assistance con-
tracts ......................................... ... 354,448 400,000 805,200 

, qther operating expenses ..... . 150,024 79,517 99,275 

Total operating expenses ... . $504,472 $902,757 +79.0% $1,782,227 ' +97.4% 
Loan Guarantee Fund transfers 1,200,000 1,320,000 +10.0% 

, Total Cal job ......................... . 
Office of Minority Business Enter-

$660,843 $2,266,605 +243.0% $3,300,oqo +45.6% 

, prise (OMBE) ............................ 69,507 
-Less federal reimbursement .... ,' (69,507) 

Net program expenditures ..... ,........ $660,843 $2,266,605 +243,0% $3,300,000 +45.6% 
• Nine personnel-years are authorized for the current year. This level is proposed for 1977-78, 

New Contract Services 

We defer recommendation on new activities proposed in the Cal Job 
program budget pending in opinion by the Legislative Counsel. 
;Th~ biJdgetproposes an expenditure of $877,752 fodour miwprograms 

in contract services as 'follows: 
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L. Builder's Mutual Surety Company ($160,000). The Cal Job board 
will assist in the establishment of a mutual surety company during the 
current year. Presently, a loan of $500,000 (of which CalJob will guarantee 
75 percent) is expected to aid in capital formation. The company will 
underwrite bonds and provide management/technical assistance to small 
contraCtors. During the budget year, the Cal Job board plans to . let a 
$160,000 contract to the surety company for business assistance to small 
contractors. 

2 and 3. Small Business Buy-Outs and Federal Procurement (total of 
approximately $138,(00). The small business buyout program is designed 
to assist in the transfer of ownership of small businesses within econoIJ:lical­
ly disadvantaged. areas. Activities will focus on businesses whose owners 
are willing to sell at or below net asset value. The regional corporation 
structure is anticipated to be the vehicle for providing transfer assistance. 

The federal procurement project envisions the use of contracted serv­
ices to represent small businesses in pursuit of obtaining federal contracts 
prior toplacement on a bid basis. TheCal Job Board will contract with a 
firm which has represelJ.tatives in Washington, D.C. and throughout Cali-
fornia. . 

4. Small Lender Assistance ($400,000). The lender assistance activity 
will provide funds to underwrite potential losses to small lending institu­
tions in their investment in high-risk, high-yield securities. Greater invest­
ment in securities with high returns willincrease funds available for loans 
made by these institutions. A share ofthe risk factor in these investments 
will be funded from the State Loan Guarantee Fund. In return for this 
assistance, the lending institutions will increase loans to small businesses 
in the lender's area. 

Although these four programs envision creative approaches to meeting 
the needs of small businesses, we are concerned that the applicable stat­
utes do not provide authority for the Cal Job Board to und~rtak~ SQch 
activities. We t4erefore defer recommendations on these programs,pet;ld­
ing an opinion of the Legislative Counsel which we have requested., 

Annual Report Not Timely 

We recommend legislation torequire the Cal Job annual report to be 
based on program activities occurring during the precedingfisca! year. 

We also recommend that the report describe the number of jobs created 
through all loans or assistance provided by the Cal Job program and that 
the report be issued no later than December 15 of each reporting year. 

Section 14027 of the Corporations Code requires the annual report of 
the Cal Job program to describe program activities which occurred quring 
the preceding calendar year. In addition, the reporting of jobs crea~e~ is 
required only of employment opportunities resulting from employment 
incentive loans. .. ... . '. 

We believe that the calendar year requirement complicates at;lalys~s of 
Cal Job activities~ Under the current reporting structure, informatioI:1,pxe­
sen ted in the bIJdgetand data ill the annual report are not co.mi>ar/iqle. 
We therefore recommend that the annual report describe activitiesqcpur-
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ring during the preceding fiscal year. 
Cal Job programs for job creation extend beyond employment-incentive 

loans.· Small business assistance loans and contract services also impact 
employment. For this reason, we recommend that information on the 
riumber of jobs created because of all Cal Job activities be provided in the 
report. 

In the 1975-76 Analysis, we were concerned with the delay in issuance 
o( the annual report. The document has not historically been released 
until late December or even early January. Because the report is based on 
a calendar year, the report has been issued up to12 months after the close 
of the year. . 

We believe this lack of timeliness is unjustified. Consistent with our 
recommendation that the annual report beona fiscal year basis, we 
believe it should be issued by December 15 following the close of the fiscal 
year to permit effective evaluation of the program. .. , 

A. CAL JOB LOAN PROGRAM 

Currently, the regional job creation corporations in San Francisco, Los 
Angeles, and San Diego guarantee loans made by participating financial 
institutions to qualifying small businesses. General Fund appropriations to 
the Cal Job program are transferred to the State Loan Guarantee Fund, 
from which they may be transferred to the regional corporations to guar­
antee loans without regard to fiscal year. 

Several changes are envisioned in the activity of the loan guarantee 
program for the budget year. First, establishment of a new regional corpo­
ration is currently being attempted, with formation of an additional re­
gionalcorporation anticipated next fiscal year. Second, the San Diego Job 
Development Corporation will be dissolved because of inactivity and its 
unencumbered funds. will be reallocated to other programs. Finally, a 
redUction in the guarantee rate is expected. Currently, theCal Job loan 
program guarantees 100 percent of the debt issued by regional corpora­
tions to qualifying small businesses. The Cal Job Board is attempting to 
reduce this level to a 50 percent guarantee of debt capital loans made by 
regional corporations. 

Loan Guarantee Program is Ineffective 

We recommend the reduction 01 $1,320,000 in the Cal Job program 
budget to eliminate additional General Fund transfers to the State Loan 
Guarantee Fund. 

In our judgment, the Cal Job Loan Guarantee activities have not con­
tributed significantly to either job creation or small business entreper­
rieurship. The elimination of additional fund transfers is recommended for 
four reasons. First, high default and loss rates continue despite recent 
attempts to rectify this problem. Second, current year activities were 
expected to show a departure from historical programs such as the loan 
guarantee function. Yet, only one new program has been established to 
date, and loan guarantee funds are being applied to it. Third, the loan 
'guarantee activities reflect a "scatter-gun" approach to assisting qualified 
bUsinesses, with little identifiable impact on employment relative to pro­
gram expenditures. Finally, we believe that anticipated efforts by the Cal 
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Job Board in the budget year will not have a significant effect on improv­
ingthe loan guarantee program. 

Continuing High Default and LossRates 

In recent years, the loan guarantee program has experienced high rates 
of default for assisted businesses andlosse's on guaranteed loans. Table 2 
summarizes information on firms which have received loan guarantees 
from the regional corporations. Table 3 shows dollar values of loans guar­
anteed and loan losses because of default. 

Table 2 
Number of Firms Assisted and in Default 

Firms assisted ......................................... . 
Total firms (accwnulative from 1969) 
Firms in default .................................... .. 
Total firms in default (accumulative 

1!J72 
8 

95 
12 

1!J73 
13 

108 
13 

1!J74 
16 

124 
12 

1!J75 
20 

144 
8" 

1!J76 " 
19 

163 
7 

,from 1969) .......................... ,............. 23 36 48 56 ,63 " 
AccumUlative rate of default .............. 24.3% 33.3% 38:7% 38.8% . 38.7% 
"One default due to the death of finn'sowner,and one finn in default has developed repaYme~t Iilan 

with CIil Job staff. . 

Table 3 
Guaranteed Loans and, Loan Losses 

1!ll2 1!J73 1!J74 1!J75 H1l6 
Loans by year .................................. $717,890 $225,548 $275,217 $843,289" $5i2,806 ". " 
Loans (accumulative from 1969) '3,799,588 4,025,136 4,300,353 5,143,642 5;656,448 
Losses by year ............. ~.................... 264,328566,446 485,062193,507 217,316. 
Losses (accumulative from 1969) 519;093 1,085,539 1,570,601 1,764,108 1,981,424, 
Accumulative loss rate.................... 13.7% 27.0% 36.5% 34.3%, 35.0% 
"Does not include $26,2'74 in loans with ~tate exposure made in previous years. 

The tables indicate that default and loan.loss rates continue to be high 
at levels of 38.7 percent and 35 percent, respectively. As noted in our, 
1976-77 Analysis, attempts by Cal Job program staff in 1975to reduce the 
loan default rate through increased management and technical assistance 
had no significant effect. During 1976, the default rate was 36.8 percent 
'of firms assisted, slightly lower than the 1975 rate of 40 percent. un the 
other hand, the loan loss rate for 1976 was 42.4 percent of loansrtrade 
during the year, a significant increase over the 1975 rate of 22.9 percenE 

. , . .' ',' .. ;' 

Firms in Default are Still Operating , .c' ,j 

Of greater concern is the evidence that some firms which receivedle3.ns 
from the regional corporations have defaulted on repayment, but contin­
ue to operate.· According to Cal Job-program staff, payments have been 
made by the state to banks for defaults reported by 10 Cal Job assisted 
firms between 1969 and 1976, although these firms are currently.operat­
ing. The 10 businesses correspond to approximately 15.9 percent of total 
firms in default since 1969, and the loans made to these firms and paid off 
by the state totaled $525,105 or 26.5 percent of all loan losses accumulative 
from 1969. 
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This situation supports our belief that the loan guarantee program is 
essentially a no-risk venture for participating lending institutions because 
loans to Cal Job assisted firms are fully guaranteed by the state. If the 
member banks of the regional corporations assume part of the risk in the 
loans, greater efforts bylending institutions to prevent business defaults 
might occur. 

Some collection and repayment attempts are being applied to three of 
the 10 businesses. Yet, the fact that 10 firms, accounting for over one~ 
fourth of total loan losses experienced by the program since its inception, 
continue operations despite statements of default indicates a lack of con­
cern by member banks and regional corporations for the viability of assist­
ed firms. 

Expected Program Redirection not Evident 

In.1ast year's Analysis, we noted that (according to program staff) no 
new funds would be transferred to the State Loan Guarantee Fund in the 
current year and that expenditures would instead be provided for several 
new programs. Included in the proposed activities were establishment of 
bonding assistance organizations, short-term capital loans, and increased 
procurement and technical assistance activities. . 

Of these new programs, only one, the development of a surety company 
for bonding assistance, indicates any attempt to redirect program func­
tions. The minority business directory, which was an element in procure­
ment activities, was initially contracted for in 1975--76~ Some attempts to 
establish lines of credit for assisted firms have been indicated, although far 
below the level expected in the current year. Proposed programs such as 
shod-term capital assistance have never been fully developed. 

Instead, the Cal Job Board resolved to transfer $1,200,000 of the ap­
prov¢d budget to the loan guarantee fund, despite assurances that no new 
monies would be allocated. To some extent, the current board cannot be 
fully held accountable for this action because most of its members were 
recently appointed. However, we believe that continuation of the loan 
guarantee program in its historical form contradicts the understanding 
rehlyedto our office and the Legislature, during budget hearings last year, 
that current year efforts would signify a redirection in Cal Job activities. 

Mhlimal Job Development Results from Uncoordinated Activities 

Between 19f)9 and 1975, approximately $6 million has been expended by 
the. Cal Job program. According to program staff, approximately 430 per­
onnel-years have been established, for a cost of approximately $14,000 per 
year of created employment. . 

. This.:expenditure level for job creation is high and the number of result­
ing 'employment opportunities quite low, particularly when considered 
over a seven-year period. Furthermore, Cal Job program efforts have not 
been coordinated with other state activities involved in employment and 
economic development programs. As a result, Cal Job programs are piece­
meal and do not take advantage of multiplier effects resulting from multi-
agency cooperation. . 

Under Item 258 of the Analysis (Employment Development Depart­
ment), we recommend that a study be conducted to determine the most 
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effective method of coordinating state activities in economic and business 
development, resulting in a review of current state programs in this area. 
We believe that greater coordination between state activities should pro­
duce a more efficient use of available resources and greater total impact 
of the various programs. The "scatter-gun" approach evident in Cal Job's 
activities, particularly in the loan guarantee program, could thus be avoid­
ed. 

Proposed Changes 

New proposals to reduce the level of state guarantee on loans and to 
establish new regional corporations will not have a significant impact on 
problems associated with the loan guarantee program. With regard to 
reduction of the guarantee rate to 50 percent, it should be noted that loan 
losses, while high, have historically been below 50 percent of loans made. 
Thus, the state will probably still make payment on all defaulted loans. The 
fact that the guarantee rate reduction is proposed to increase the amount 
of loans made by regional corporations does not circumvent the funda­
mental problems with the program, as previously discussed. 

The introduction of additional regional job creation corporations pre­
sents more complications than solutions. First, these anticipated corpora­
tions have not had experience with Cal Job activities, and therefore are 
in a difficult position. Second, the corporations are expected to be active 
in equity capital financing. However, authority permitting this form of 
financing has not been established for the Cal Job program. 

B. SMALL BUSINESS ASSISTANCE PROGRAM 

Increase in Assistance Contracts 

We recommend a reduction of $405,200 for small business assistance 
contracts because increased business assistance activities are dependent 
on expansion of the loan guarantee program. 

The proposed budget reflects the expenditure of $805,200 for small 
business assistance contracts, an increase of approximately 101 percent 
over current year estimates. 

The requested increase of $405,200 in small business assistance contracts 
is related to intensification in loan packaging and post-loan monitoring 
and business assistance services, based on increased loan guarantee activi­
ties. Consistent with our recommendation to eliminate additional trans" 
fers of monies to the State Loan Guarantee Fund, we believe that higher 
expenditures for small business assistance services are unnecessary. Con~ 
tinuation of current year funding levels will enable Cal Job program staff 
to maintain efforts in monitoring and assisting businesses which have 
already received loans from regional corporations. 

Salary Savings 

We recommend a reduction of$5O,OOO to reflect increased salary savings 
commensurate with our recommendations concerning the loan guarantee 
Fund and the small business assistance programs . 
. The Cal Job program staffis budgeted for nine positions during 1977-78. 
Our recommendations related to the loan guarantee program and busi-
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ness assistance activities will ·result in reduced program· activity; Inol.lr 
j1,ldgm~nt; vacan~ies occurring during die budget year should not be filled 
be,causeofdecreased workload. We therefor~ recommend that the CalJob 
program budget reflect an increase in salary savings and a consequent 
reduction, in ~xpenditures of $50,000. ' 

, Business and Transportation Agency 

DEPARTMENT OF CORPORATIONS 

Item 143 from the General 
Fund . Budget p. 305 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 .......................................................... ~ ... , .... : ........ . 
Actual· 1975-76 ......................................... , ........................................ . 

Requested increase $494,711 (8.0 percent) 
Totaliecommended reduction ................................................... . 

GENERAL PROGRAM STATEMENT 

$6,689,544 . 
6,194,833 
4,839,769 

None 

The primary mission of the Department of Corporations is to protect 
the public from unfair investment practices, the fraudulent sale of securi­
ties and franchises, and improper business practices by certain entities 
which lend or hold money in a fiduciary capacity. The department carries 
Qut this mission through three programs: (1) investment, (2) lend~r­
fid~ciary aQd (3) health care service plans. The cost of the departmenfs 
administrative program is prorated to these three programs. I 

Under the Investment Program the department approves securities and 
franchises offered for sale and conducts investigations to enforce the vari­
ous lawsadministeredhy the department~ The Lender-Fiduciary Program 
carries out the licensing of securities agents (salesmen and solicitors) and 
'the licensing and examining of broker-dealers and lender-fiduciary institu­
tions regulated by the department. The Health Care Service Plans ,Pro­
gram is responsible for regulating health care service plans under the 
K:rio~Keene Health Care Service Ace of 1975. . 

The Department of Corporations is administered by the Commissioner 
of Corporations, who is appointed by the Governor. Headquartered in 
Sacramento, th~ Department maintains branch offices in San Francisco, 
LOs Angeles and San Diego. Authorized staff currently consists of 356. Cost 
and staffing data for the department's programs and supporting elements 
are depicted in Table!. -

10-751.73 
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TABLE 1 
Cost and Staffing Data 

Department of Corporations Programs 

Actual 1975-76 Estimate 1976-77 

Program Element 
Investment ....................... . Qualifications .......................... , ............. , .................... . 

Franchises ................................................................... . 
Regulation and Enforcement ................................. . 
Commodities ............................................................. . 

Lender-Fiduciary ........ : .. . Check Sellers and Cashers Law ........................... . 
Credit Union Law ..................................................... . 
Escrow Law .............................................................•.. 
Industrial Loan Law ................................................. . 
Personal Property Brokers Law and 

California Small Loan Law ................................. . 
Retirement Systems Disclosure Law ................... . 
Trading Stamp Law ................................................. . 

Health Care Service 
Plans .......................... Licensing ., .................................................................... . 

Departmental Adminis­
tration (costs prorat­
ed to other 

Financial Examinations ........................................... . 
Medical Survey ....................................................... ... 
Enforcement. ...................................... :; ................... ; .. . 

programs) .................. General Office ......................... : ................................. . 
Accounting and Personnel Office ......................... . 

Total Programs ..........................................•......................................................... 
Reimbursements ................................ : ................................................................ . 

Persori~--- Personnel-
Ye~s 

87.1 
5.1 

75.2 
4.1 
2.3 

37.6 
17.8 
18.6 

27.4 
0.6 
0.3 

1.2 
2.7 
0.7 
1.3 

(8.3) 

~ 
282 

Cost 
$1,822,819 

130,665 
1,794,142 

100,361 
53,983 

851,830 
396,694 
453,103 

639,702 
13,429 
7,rJT0 

31,571 
71,034 
18,416 
34,201 

(197,262) 
(142,599) 

$6,419,020 
-1,579,251 

Years 
105.3 

4.9 
69.5 
8.5 
1. 

45.6 
19.7 
19.5 

25.1 
.5 
.3 

10.2 
23.1 
5.6 

17.2 

(8) 

.....Q2. 
356 

Cost 
$2,529,090 

117,632 
1,673,995 

203,595 
24,120 

1,090,763 
474,361 
469,001 

603,002 
10,720 
8,040 

240,926 
421,888 
468,881 
445,177 

(192,504) 
(168,441) 

$8,781,191 
-'-2,586,358 

:\et Total:Programs .................... , ..................... ,.................................................. $4,839,769 $6,194,833 
a This law has been repealed effective Jan\lary 1, 1977 by Chapter 534 and Chapter 840 (SB 140 and AB4iI4), Statutes of 1976. 

Pro£?<?sed 1!1!7-78 
Personnel-

Years 
105.6 

4.9 
69.8 
8.5 
1. 

46.4 
19.9 
19.8 

25.3 
a 

.3 

13.1 
30.5 
7.2 

15.7 

(8) 
.....Q2. 

368 

Cost 
$2,604,419 

120,678 
1,727,181 

208,866 
24,745 

1,145;108 
492,267 
496,247 

630,904 . 
8,248 

329,646 
615,007 
529,620 
390,123 

(197,488) 
(172,802) 

$9,323,059 
-2,633,515 

$6,689,544 
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ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 

BUSINESS AND TRANSPORTATION /.225 

The department's request of $6,689,544 is $494,711 or B.O percent above 
estimated expenditures for the current year. The department anticipate!) 
that budget year reimbursement of $2,633,515, primarily fees for examin­
ing the financial records of licensees, will produce a total expenditure 
program of $9,326,509. 

New Position (Investment Program) 

The department is requesting 0.6 attorney time to absorb the workload 
increases in this program. 

New Position (Lender-Fiduciary Program) 

An increasing number of licensees are utilizing computer accounting 
systems. The department is requesting. one staff programmer / analyst to 
assist in the audits of licensees in this program. 

New Positions (Health Care Service Plans Program) 

The department is continuing the process of implementing Chapter 
941, Statutes of 1975: Chapter 941 (Knox-Keene Health Care Service Plan 
Act) transferred the regulation of health care service plans from the 
Attorney General to the Department of Corporations. The department is 
requesting 2.4 attorney positions and one clerical position to handle work­
load increases and investigations required by this program. CUTrently,the 
department is in the process of completing a report to the Legislature and 
the Governor on the regulation of the Knox-~eene Act. 

Continued Positions (Health Care Service Plans Program) 

In the Budget Act of 1976, the department was authorized 61 new 
positions for this program. A total of 48 personnel years will be utilized 
during the current year. The department is requesting full year funding 
in the budget year for 13 positions (seven corporate examiner II, one staff 
counsel I, one special investigator, 0.5 actuary, 0.5 associate public health 
statistician, and three clerk typist II) . to proceed with the implementation 
and maintenance of this program. 

Electronic Funds Transfer Systems 

The department has budgeted $20,000 ~s its share of the costs for an 
interagency task force on electronic funds transfer systems (EFTS). The 
Business and Transportation Agency and the Agriculture and Services 
Agency are coordinating the task force which currently includes the. De­
partments of Corporations, Banking, Savings and Loan, and Consumer 
Affairs, We will be following the progress of this group as it considers the 
problems, limitations, potentials, and possible regulations required for 
EFT systems. 
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Business and Transportation Agency 

DEPARTMENT OF CORPORATIONS 

Item 144 from the General 
Fund Budgetp. 311 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ................................................................................. . 

Requested decrease $7,850 (69.5 percent) 
Total recommended reduction ................................................... . 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 

$3,450 
11,300 

None 

Chapter 941, Statutes of 1975, requires health care service plans and 
solicitors to be licensed by the Department of Corporations. Plans must 
maintain an agreement with a subsequent provider to continue· health 
services if the plan ceases to transact business. Additionally, each plan is 
required to establish a system approved by the department which will 
enable enrollees to submit grievances to the plan. 

Currently, the County of Contra Costa operates a health care service 
plan for its Medi-Cill recipients . 

. This item appropriates $3,450 from the General Fund to the County of 
Contra Costa to reimburse it pursuant to Section 2231 of the Revenue and 
Taxation Code for costs associated with satisfying the provisions of Chap­
ter 941. 

Business and Transportation Agency 

DEPARTMENT OF HOUSING AND COMMUNITY 
DEVELOPMENT 

Items 145 and 146 from the 
General Fund Budget p. 312 

Requested 1977-78 ........................... , ............................................. . 
Estimated 1976-77 a •••••••••••••••••••••••••••••••••••••••••• : ••••••••••••••••••••••••••••• 

Actual 1975-76 ..... , ........................................................... ~ ............... . 
. Requested reduction $135,061 (~2.5 percent) 

Total recommended reduction ................................................... . 
• Excludes amount transferred to Housing Predeveiopment Loan Funa. 

1977-78 FUNDING BY ITEM AND SOURCE 
Item Description 
145 Department of Housing and Community 

Development 
146 Department of Housing and Community 

Development 

.,., .... ' .. ' 

Fund 
General 

General 

$4,838,396 
$4,973,457 
2,959,708 

$42,695 

Amount 
$4,213,396 

625,000 

$4,838,396 
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SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

1. Inspection Fees. Recommend department submit pro­
posal for revising fee structure. 

2. Commission Funding. Reduce by $42,695. Recommend 
deletion of one new position and reduction in other ex­
pense. 

GENERAL PROGRAM STATEMENT 

Analysis 
page 

229 

233 

The Department of Housing and Community Development has the 
following responsibilities: , 

(1) Protection of the public from inadequate construction, manufac­
ture, repair or rehabilitation of bUildings, particularly dwelling 
units, and from unsafe and unsanitary living conditions. . 

(2) Promotion of decent housing and livable communities. 
(3) Definition of problems in housing and housing environments and 

formulation of appropriate solutions. 

AN~LYSIS AND. RECOMMENDATIONS 

General Fund expenditures proposed for the budget year are approxi­
mately 2.5 percent below the current year level. Total expenditures, 
however, show a substantial increase in the budget year, primarily as a 
result of an anticipated increase in federal funding for the economic devel­
opment program, and new federal funding for a low-income rent subsidy 
program. The department's responsibilities are.carried out through three 
divisions, (Codes and Standards, Community Affairs, Research and Policy 
Development) an administrative element, and the Commission of Hous­
ing and Community Development. The resources utilized by the depart­
ment are summarized in Table 1. 

Table 1 
Summary of Housing and Community Development Programs 

(Dollars in Thousands) 

Personnel·Years Expenditures". 

.. Programs 
Actual Authorized Proposed Actual AuthorizedProposed 
1975-76 197~77' 1977-78 1975-76 197~77 1977'-78 

:Codes and Standards ........................ .. 153.4 181.2 181.7 $3,495 $4,352 $4,659 
27.2 44.6 44.3 2,fX!l 5,937 8,393 
12.5 28.1 26.0 311. 761 707 
(14.4)~) (18.3) (340) (520) (453) 

ComIDunity Affairs ............................ .. 
Research and Policy Development.. 
Administration-distributed ............ .. 

. ProgramJotals .......................... ,....... 193.1 253.9 252.0 $5,872 $11,049 $13,760 
Reimbursements ........................................................................................ .. -337 -306 -249 

Net program totals .................................................................................... .. $5,535 $10,743· $13,511 
General Fund .............................. , .............. , .. , .............................................. . 2,960 5,473 4,838 
Other funds ................. , ............................................... ; .............................. .. 2,575 5,269 8,672 

" Numbers may not total due to rounding. 
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I. CODES AND STANDARDS 

The codes and standards program attempts to protect the public from 
unsafe and unsanitary structures and to promote durability in structures. 
This effort is carried out in six program elements, the staffing and cost of 
which are detailed in Table 2. 

Table 2 
Codes and Standards Program Summary 

(Dollars in Thousands) 

Personnel-Years Expenditures 
Actual Authorized PropOSed Actual Authorized 
1975-76 1976-77 1977-78 1975-76 1976-77 

State Housing Law and 
Earthquake Protection 
Law .................................. 7.3 10.5 7.7 $165 $249 

Employee Housing Act ...... 19.4 27.1 33.6 411 761 
Mobilehomes Parks: ............. 56.6 70.1 66.9 1,313 1,642 
Mobilehome Manufacturers 64.9 65.1 65.l 1,493 1,506 
Factory Built Housing Law 3.5 4.9 4.9 79 118 
Special Projects ........... : ........ 1.7 3.5 3.5 33 76 

Total .................................... 153.4 181.2 181.7 $3,494 $4,352 
General Fund .................... $1,963 $2,672 

ProPosed 
1977-78 

$206 
1,059 
1,628 
1,564 

126 
76 --

$4,659 
$2,747 

Enforcement of the Employee Housing Act has been a major focus of 
the department under the current 'administration. The Employee Hous­
ing Act provides minimum standards of health and safety for housing 
provided by employers for their workers. Enforcement is carried on di­
rectly by the state in most counties. However, 15 counties have taken the 
option of enforcing the act in their counties. The enforcement efforts of 
these counties are subject to review by the state. 

In the 1976-77 budget, the department received authorization for eight 
personnel-years of temporary help to search out unregistered farm em­
ployee housing camps. The department believed that unregistered camps 
might number from 250 to 1,400 in state enforcement areas. A five-month 
effort with 18 persons from July to December convinced the department 
that this effort was no longer needed. The effort resulted in 41 new regis­
trations out of some 650 potential camps investigated. Approximately 370 
of the camps investigated were clearly exempt, and seven camps were 
closed by the owner. The status of the remaining camps is unresolved; The 
termination of the program results in savings of $39,360 in the current year 
and $133,000 in the budget year. 

New Effort in Employee Housing Program 

We have previously expressed concern with the limitations of a code 
enforcement program in significantly improving the quality of employee 
housing. With a grant from the federal Department of Health, Education 
and Welfare, the department proposes to initiate a more positive program 
aimed at improving employee housing. The $135,000 grant will be used to 
employ persons knowledgeable in health and construction matters to as­
sist employers during the pre-harvest season in developing improvements 



Items 145 .... 146 BUSINESS AND TRANSPORTATION / 229 

in their faCilities. While the program will not provide any direct fin~mdal 
support, the staff will be able to suggest potential sources of financing, as 
well as provide technical assistance in improvement of facilities. 

The department is expected to submit in 1977 a farmworker assistance 
plan to the Legislature as required by Section 41130 of, the Health and 
Safety Code. 

Positions for Training Proposed 

The budget requests three new positions for training local government 
officials and the department's field staff. The codes and standards policies 
are constantly in flux and Qecoming increasingly complex. Currently, pro­
mulgation of new policies is accomplished by simply sending the verbatim 
regulations to the state and local field enforcement groups. There is evi­
dence that differing interpretations of new regulations result in the impo­
sition of requirements by field inspectors which are not mandated by the 
regulations. The department expects the new training programs to reduce 
the incidence of nonuniform enforcement of codes. The three new posi­
tio,ns together with an administratively created training position would 
forma four-man training group which would be responsible for directly 
training field staff and for organizing training sessions through the com­
munity colleges. 

Inspection Programs Fail to Meet Revenue Requirements 

, Statutes, governing the administration of the 'code 'enforcement pro­
grams require the department to recover the direct costs of enforcement 
through fees for inspection services in certain programs. We noted las.t 
year that the department was faced with deficits in several program ele­
ments. The major deficits are occurring in the mobilehome parks and 
employee housing categories. In 1975-76, the combined deficit in these 
two program elements amounted to $464,000, an increase of $150,000 from 
the 1974-75 deficit. By the end of the budget year, the deficits are expect­
ed to reach $870,000 for these two program elements, with an additional 
$65,000, in the factory built housing element. 

Inspection Fee Structure 

We recommend that the department submit to the Joint Legislative 
Budget Committee by October 1, 1977 a proposal for revising the inspec­
(ion fee structure. 

The department defends the existence of deficits in the inspection pro­
grams on the grounds that in many circumstances fees tend to deter the 
achievement of the goals of the codes and standards programs. The de­
partment argues further that the fee structure sometimes creates exces-
sive burdens for those least able to afford them. ' 

We believe that it is appropriate that the department.cover the direct 
inspection costs of all of its programs from fees. Through its inspection 
programs, the state provides a service to the resident of the structure. 
Construction inspections attempt to provide assurance to the ultimate 
user that the structure is safe and durable, while occupancy inspections 
are intended to as~ureresidents that the premises are safe and sanitary. 

The use of fees also forces the department to recognize how much its 
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activities cost the consumer, and provides an incentive for continuing 
evaluation of the effectiveness of inspection programs. Inspection fees also 
provide a source of revenue to loclli governments for inspection activ~ty. 
Under the provisions of Chapter 1408, Statutes of 1972(SB 90), the cost 
of any new inspection programs would require reimbursement from the 
General Fund if a revenue source such as fees is not provided. 

We believe that a fee structure could be designed that would largely 
overcome the department's objections to the existing structure of user 
charges, and still meet the objective of recovering direct costs. We do not 
believe. that existing statutory requirements relative to the level of fee 
revenues should be ignored. We propose, therefore, that the department 
examine the current fee schedules and submit a proposal for revising the 
fee requirements in a manner that would provide an optimum distribu­
tion of inspection costs among the beneficiaries of the inspection program, , 
including manufacturers, park operators, consumers, and the general pub­
lic. The proposal should also suggest a mechanism for systematically revis­
ing fees to compensate for increased inspection costs and changes in 9ther 
conditions,. We anticipate that our office would then make recommenda­
tions to the Legislature based on our evaluation of this proposal. 

II. COMMUNITY AFFAIRS 

The Division. of Community Affairs carries on a variety of assistance 
activities aimed at providing Californians with decent and safe shelter in 
livable communities. Assistance activities include technical assistance to 
potential housing sponsors and local governments, and the distribution of 
loans, grants and housing subsidies funded primarily by the federal gov­
ernment. Table 3 shows the program elements of which the division's 
program is composed. 

Table 3 
Community Affairs Program Summary 

(Dollars in Thousands) 

PersonneJ·J'..ears 
California Indian Assistance "" .... " .. " ...... ,," 4.0 5.0 4.0 $201 
Ecqnomic Deveiopment ............................. . 5.0 10.0 5.7 1,332 
Housing Assistance Payments ................... . 8.0 1l.0 
Rural Community Development ............. . 8.6 10.9 13.0 250 
Urban Community Development. ............ . 9.6 10.7 10.6 284 --

Totals ... " ........................ " ... " ............ " .. " .. . 27.2 44.6 44.3 $2,067 
General Fund ..... ;.; ................................. . $754 

Economic Development Activities to Expand 

Expenditures 
$360 $222 
2,668 3,270 
1,796 3;963 

712 668 
401 270 --

$5,940 $8,3~3 
$2,1ll $1,954 

The budget requests two new positions for the economic development 
element and $125,000 to be used as 20 percent matching funds to obtain 
an additional $500,000 in federal funds for economic development loans 
and grants. This would result in a budget year total of $3.125 million 
available for the fund of which $625,000 represents the state's matching 
share. The two additional positions are requested to handle administration 
of the expanded program and· to partially offset the loss of three federally 
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funded technical assistance positions. 
The economic development program is intended to develop permanent 

private sector jobs by providing grants to local government and nonprofit 
organizations and by providing loans when financing is not available from 
private sources. The state General Fund provides administrative support 
with 3.5 personnel-years in the current year, and 5.5 personnel-yearsre­
quested for the budget year. 

The department has reported that through the end of 1976 it has re­
served $1.2 million of the amount budgeted for 197&-76 for eight projects. 
Grants were awarded to three local government and three nonprofit 
corporations in amounts totaling $946,000. cLoans were provided to two 
developers, (one nonprofit, one profit making) totaling $244,750. In total, 
the department estimates that 1,371 jobs will have been created by the 
program. 

We believe that the effectiveness of this program in creating jobs that 
are both new and permanent is subject to question, and needs to be 
carefully examined. In our analysis of the Department of Employment 
Development we are recommending that a study be conducted which 
would include a review of all state employment related economic and . 
business development activities. The purpose of the study would be to( 1) 
attempt to define the state's role in the general area of economic develop­
ment, (2) formulate specific employment and economic development 
objectives, (3) evaluate current state activities ih terms of their contribu­
tion to these objectives and (4) consider how to bring these activities 
together in a coordinated program. The basis for this recommendation is 
our belief that the various state efforts which are designed to have impact 
on unemployment in California are fragmented and uncoordinated and 
that at least some are of questionable effectiveness in actually stimulating 
new business activity or reducing unemployment. We anticipate that if 
such a study is approved it would include a review of the economic devel­
opment activities within the Department of Housing and Community 
Development (HCD). 

Department Becomes Federal Subsidy Agent 

In November 1976, HCD received an award of federal funds to operate 
a program of rental housing assistance payments. Under the Section 8 
Housing Assistance program, the federal government will pay the differ­
ence between the market rent on a housing unit and the amount a low­
income family can afford, which ranges from 15 percent to 25 percent of 
adjusted gross income. Operated by the federal Department of Housing 
and Urban Development, the program is estimated to provide support for 
approximately 35,000 units statewide with 197&-76 appropriation. Most of 
the funds will be allocated by the federal government through local gov­
ernments or nonprofit prganizations. The Department of Housing and 
Community Development has received an allocation of 1,805 units to be 
used for (1) housing for a statewide program of assisting developmentally 
disabled, mentally disordered and physically disabled adults (1,500 units) 
and (2) housing in rural nonmetropolitan areas (305 units). Under the 
federal grant, HCD will receive funds to subsidize 1,805 units for five years 
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plus ·funds for administrative expenses. Federal funds budgeted for this 
program fo~ the current. and budget years are shown in Table 4. 

Table 4 
Housing Assistance Program 

(Dollars in Thousands) 

Federal Funds 
1976-77 1977-78 

Assistance payments .................................................................................................. .. $1,565 $3,655 
Administrative expenses ............................................................................................ .. 231 308 

Total .......... ; ........................................................................................................... .. $1,796 . $3,963 

The department anticipates receiving additional allocations in future 
years. No General Fund support is required for this program. 

New State Loan 'Pr~grlim Begins Operation 

Chapter 1335 of 1976, (AB 3623) created the Housing Predevelopment 
Loan Fund to be administered by the Director of Housing and Commu­
nity Development. This measure appropriated $500,000 to be used to 
make predevelopment loans to local governmental agencies or nonprofit 
corporations for assisted housing for low income persons in rural areas, and 
appropriated $35,000 for administration. The department requests 1.5 per­
sonnel-years (one community development representative, and .5 cleri­
cal) to administer the fund. 

The activities which may be supported by predevelopment loans in­
clude land options and purchase, professional services to prepare the land 
for development, permit and application fees, bonding site preparation, 
and water and sewer development. The 1.5 personnel-years requested is 
necessary for the substantial efforts needed to get the program started~ 
However, the amount available for loans, legal restrictions on the use of 
the funds, and the realistic minimum necessary for predevelopment loans 
suggests that the volume of loans will be small, and we expect that admin­
istration expenses would be reduced in subsequent years. 

III. RESEARCH AND POLICY DEVELOPMENT 

The Research and Policy Development program aims to identify hous­
ing and community development problems and needs, and to evaluate 
and recommend solutions. The Governor appointed a new division chief 
in 1976, and the division was reorganized in October, Table 5 depicts the 
resources for the three program elements. . 

Table 5 
Research and Policy Development Program Summary 

(Dollars in Thousands) 

Personnel·Years 
Actual AuthorizedProposed 

Elements 1975-76 1976-77 1977-78 
Policy and program development .......... 5.9 12.2 13.5 
Research and statistics................................ 3.4 8.2 5.3 
Planning coordination and review.......... 3.2 7.7 7.2 

Program totals .......................................... 12.5 28.1, 26.0 
General Fund ........................................... . 

• Numbers may not total due to rounding. 

.. _ Expenditures' ~ 
Actual AuthorizedProposed 
1975-76 1976-77 1977-78 

$147 $311 $361 
85 277 180 
79 172 167 
~ -

$311 $760 $7rrT 
$242 $690 $637 
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Policy and Program Development. The department expectsto submit 
the California Statewide Housing Plan and the Farmworkers' Assistance 
Plan to the Legislature in 1977. First requested in 1970, this California 
Statewide Housing Plan has been the major activity of this division since 
its reorganization in Sep~ember 1975. In the budget year and thereafter 
it is the division's intention that these resources be utilized for special 
studies, the annual updates of the plan, and analysis of legislation. 

The department is requesting 1.5 personnel-years to carry out a two­
year study of housing costs and submit a report to the Legislature by July 
1, 1979. The report will recommend state actions to reduce housing costs 
where feasible. 

Planning Coordination and Review. This~element develops guidelines 
for· certain local government activities, develops regulations for certain 
California Housing Finance Agency activities and reviews and comments 
on a variety of planning documents and grant applications. 

Research and Statistics. This element is responsible for identifying 
information· sources and gathering relevant information on housing and 
community development. In particular, this element is working to de­
velop the specifications for the structure, functions and organization of a 
housing and community development "information system" as required 
by Chapter 1, First Extraordinary Session, Statute of 1975. That statute 
authorizes the development ofa prototype system if moneys are available 
for such purposes. . 

IV. ADMINISTRATION 

The administrative element gives direction to the department's pro­
grams, determines operating policies, and provides support in the legal, 
accounting, personnel and budgeting functions. Expenses of the Commis­
sion on Housing and Community Development are included in this ele­
ment. 

The commission's responsibilities are two-fold: (1) providing "policy 
guidance" to the department, (2) adopting rules and regulations regard­
ing building codes and housing standards. The statutory language "provid­
ing policy guidance" reflects a substantial reduction by the Legislature in 
1975 of the commission's responsibility. Prior to that year, the law defined 
the role as "setting policy for the department" . 
. In the area of codes and standards, the commission's role is stronger. 

Because it can adopt rules and reguilltions regarding codes and standards, 
it can effectively set policy in this area. Last year's Analysis recommended 
that such rulemaking authority be put in the hands of the director, as is 
the case with other regulatory departments within the Business and 
Transportation Agency. Such a change would clarify the role of the com­
mission. 

This past year, the commission has focused on representing consumer 
and public interests. In the budget year, in addition to representing these 
inte.rests, the commission proposes to (1) review and comment on pend­
ing legislation relative to housing and (2) hold hearings around the state 
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"to learn about housing problems" and to "let citizens know what might 
be done about them". 

Requested Funding for the Commission , 

'We recommend deletion of requested additional funding for the cQm­
mission for a reduction of $42,695. 

A requested increase is in the administrative element, and is composed 
of one special assistant to the commission ($24,695) and increased travel 
and other expense ($18,000). ' 

We do not believe that these activities justify increased fundingbecau~e 
they clearly fall within the scope of existing activities in the Research and 
Policy Development. program. We do not believe that the commission has 
the, statutory responsibility which would require it to carryon research' 
and policy development activities independent of the department's o~n 
efforts. If the director believes that the commission can provide useful 
assistance in developing such information, we believe the, budget of the 
Research and Development program is more than adequate to fund these 
efforts. 

Business and Transportation Agency 

DEPARTMENT OF INSURANCE 

Item 147 from the General 
Fund Budget p. 322 

Requested 1977-78 ......................................................................... . 
. Estimated 1976-77 ........................................................................... . 

Actual 1975-76 ................................................................................. . 
Requested increase $428,580 (6.5 percent) 

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

SUMMA~Y OF MAJOR ISSUES AND RECOMMENDATIONS 

$7,029,787 
6,601,207 
5,672,724 

None 

Analysis 
page 

1. Programmable Calculator. Recommend feasibility study 
prior to the expenditure of $25,000. 

237 

GENERAL PROGRAM STATEMENT 

Insurance is the only interstate business which is wholly regulated by 
the states rather than by the federal government. As a California industry, 
its worth is estimated at over $9 billion. 

The Department of Insurance is responsible for regulating the activities 
of insurance and title companies and insurance agents, and brokers in 
order to protect insurance policyholders. ' 

The department is administered by the Insurance Commissioner, who 
is appointed by the Governor. Headquarters are located in San Francisco 
with branch facilities in Los Angeles, San Diego and Sacramento. In per­
forming its mission, the department utilizes two regulatory programs. The 

, I 
I 
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Regulation of Insur~nce Companies programincludesthe company con­
sumer services element which processes general inquiries and complaints 
from the public regarding the actions of insurance companies, the tax· 
collection element which collects premium, retaliatory, and surplus line 
broker taxes from insurance companies, and the general regulation ele­
ment which conducts field examinations of insurers every three years and 
rating examinations every five years. 

The Regulation of Insurance Producers program includes the producer 
licensing element which prepares, schedules, administers, and grades li­
cense examinations and issues and renews licenses, as well as the producer 
compliance element which investigates complaints from the general pub­
lic concerning agents and brokers. Table 1 depicts· personnel-years and 
cost devoted to each operating program and supporting elements. The 
costs of the department's administrative program are prorated to the two 
operating programs. 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 
The department's budget request of $7,029,787 is $428,580 or 6.5 percent 

above estimated expenditures for the current year. Budget year reim­
bursements are anticipated to be $2,878,729, primarily from fees for exam­
ining insurance companies, resulting in a total proposed expenditure 
program of $9,908;516. 

New Positions (General Regulation Element) 

The department is requesting one accountant I to work on the automa­
tiop of financial analysis of. casualty insurers. Additionally, one conserva­
tionand liquidation officer and two insurapce examiner III positions are 
requested as a result of the increase in the number of companies operating 
under questionable circumstances and the increased need to examine the 
cash reserves of casualty companies. The examiner positions are 50 per­
cent reimb4rsable. 

New· Positions (Administration) 

The department is requesting one associate personnel analyst for both 
the current and budget year. The cost of this position will be absorbed 
within existing resources. 

Continued Positions (Producer Licensing) 

In an effort to improve its automated licensing system the department 
requests that one data processing manager position, administratively es­
tablished through reclassification in the current year, be continued in the 
budget year. ' 

Deleted Positions (Producer Compliance) 

In 1975-76 thirteen positions were administratively established as reim­
bursable positions. Seven of these positions were converted to General 
Fund support because (1) the department was unable to collect reim­
bursements from the insurance companies as anticipated and (2) the 
individuals were functioning primarily in a consumer protection capa<;!ity. 
This element currently has six vacant positions in addition to the remain-



Department of Insurance 
Table 1 

Expenditure and Staffing Data by Program 

Actual1!J7~76 Est 1!J76-77 Proposed 1977-78 

PrognlJll 
Regulation of Insurance Companies .... 

Regulation of Insurance Producers ...... 

Administration 
(Costs prorated to other programs) 

Element 
Company consumer services 
Tax collection 
General I egulation 
Producer licensing 
Producer compliance 

Total Programs ............................................................................................. , .. 
Reimbursements ............................................................................................ .. 

Net Total Programs .......................................................................... , ............ . 

Personnel· 
Years 

57.2 
8.5 

146.3 
01.6 
46.2 

(43.1) 

325.8 

Cost 
$1,408,324 

194,203 
3,572,516 
1,601,755 
'1,136,783 

(1,1Il,834) 

$7,979,581 
-2,306,857 
$5,012,724 

Personnel· 
Years 

64.3 
9.7 

101.1 
70.6 
60.8 

(53.9) 

372.5 

Cost 
$1,630,107 

244,636 
4,213,307 
1,989,942 
1,345,652 

Personnel· 
Years 

64.3 
9.7 

171.1 
70.6 
54.8 

(1,371,985) , (55.9) 

$9,423,644 370.5 
-2,822,437 

$6,601,201 

Cost 
$1,780,621 

252,267 
4,524,206 
2,052,360 
1,299,062 

(1,520,191) 

$9,908,516 
-2,!rl8,729 

$7,029,7!rl 
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ing six nonreimbursable positions. In view of this, the d~letion of six posi­
tions from this element is requested for the budget year. 

Consumer Brochure 

In response to concerns over the general public's lack of knowledge of 
the auto insurance market, as discussed at the budget hearings last year, 
the department is requesting $100,000 for a consumer brochure. A major 
portion of the developmental costs will be absorbed by the department. , 
The requested funds would be applied to the remainder of developmental 
costs and printing costs. The brochures will be distributed with the De­
partment of Motor Vehicle automobile registration renewals and will be 
designed so as not to increase the cost of postage. .. , 

Programmable Calculator 

We recommend that the department not expend $25,()(}(} for a pro­
grammablecalculator until it has completed a feasibility study of the 
requirements and alternatives. This study should be forwarded to the 
fiscal committees and the Joint Legislative Budget Committee at least 30 
days prior to any purchase commitm(Jnt. . 

In 1913 the department purchased one programmable calculator to (1) 
automate financial analysis summaries and (2) utilize model evaluation 
techniques to machine analyze such items as solvency and accuracy. The 
capacity of the existing machine is limited to life companies. A second 
programmable calculator is requested to extend this capability to casualty 
companies. 

Considering the magnitude of the p~oposed expenditure and indica­
tions that increased capacity may be required for other types of analyses, 
we recommend that the department conduct a feasibility study. This study 
should examine the department's analysis requirement and various alter­
natives to the purchase of another programmable calculator. The study 
should be forwarded to the fiscal committees and the Joint Legislative 
Budget Committee at least 30 days prior to any purchase commitment. 
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RIOT AND CIVIL DISORDERS INSlJRANCE 

, Item 148 from the General 
'Fund Btidgetp; 326 

Requested '1977-78 ... : ..... : .................................... : ...... : ....... ;~ ........ : .. 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 .................... : ............................................. \ .. " .......•. ; .. ; 

Requested increase-None 
T<?tal recommended reduction ........................... , ............ , ........... . 

GENERAL PROGRAM STATE!IIIENT 

\, 

$200,000 
200,000 

,200,000 

None 

In response to the 1967 riots and civil disturbances in various American 
cities, Congress passed the 1968 Urban Property Protection and Reinsur­
ance Act. The act established a program to make reinsurance available 
from the Department ofHousipg .and Urban Development to companies 
operating in states where' reinsurance hadb~en difficult or impossible to 
obtain from the private sector because of potential, riot losses, provided 
that the states agreed to share a portion of the losses. As a condition of 
eligibility for reinsurance, the companies agreed to establish and maihtain 
membership in a state program. 

California's Participation 

Chapter 649, Statutes of 1969 (as amended by Chapter 572, Statutes of 
1970), established California's program. This legislation (1) created the 
California Riot and Civil Disorders Association, a self-supporting agency, 
in which membership is required. of all companies writing lines of in sur­
ance reinsured by the federal program,. and (2) .required the state to 
negotiate an insurance contract with the association assuring the state's 
potential liability under the program. The state's premium for this insur­
ance protection in the budget year is the amount requested in this item. 

Table 1 shows earned annual. property insurance premiums from all 
sources in California; the state's rnaximum liability for riot losses, and the 
state's premiums for insurance . to cover that liability. 

Table 1 
Components of State Liability for Riot Losses 

Earned annual 
property insurance 

Fiscal Year 
1969-70 ................................................ :. 
197~71 ................................................. . 
1971-72 ................................................. . 
1972,.73 ................................................. . 
1973-74 ................................................. . 
1974-75 ................................................. . 
1975-76 ................................................. . 
197~77 ................................................. . 
1977-78 (est.) .................................... .. 

premiums 
$578,252,000 
635,000,000 
732,820,000 
840,000,000 

1,000,000,000 
1,080,000,000 
1,188,000,000 
1,239,300,000 
1,388,000,000 

Maximum state annual . 
IjaMity for loss, 

(5% of earned premiums) , 
$30,000,000 . 
32,000,000 
36,640,000 . 
42,000,000 . 

.50,000,000 
54,000,000 
59,400,000 
61,965,000 
69,400,000 

State. annual 
premium 

cost 
$1,500,000 
1,600,000 
1,750,000 

993,144 
. 200,000 

200,000 
200,000 
200,000 
200,000 
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Refund· Provisions • 

The state's insurance contract provides that the association shall retain 
2s percerit of the tot~rpremiums paid by the state. However, based on riot 
loss experience, the contract also provides for annual partial refunds of the 
remaining 75·percent of accumulat~d premiums to the General Fund~ The 
ct,!.t;rent year refu~d of$634,142 was received on January 1, 1977. The 
bU(;iget year refund is anticipated to be $537,313 making the net program 
cQs,t $-337,313. 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 
This appropriation provides authority to spend $200,000 from the Gen­

eral Fund for the state's insurance premium for fiscal year 1977-78. 
Table 2 illustrates how the riot insurance program would operate in the 

event oflosses based on the data shown in Table 1 for fiscal year 1977-78. 

Table 2 
Illustration of Operation of Riot and Civil Disorders 

Insurance Program 
(1977-78 fiscal year) 

Assum.e net. insured loss from a riot. ............................................................... ; ....................... .. 
Apply participating companies' retention at l.5 percent of earned premiums (1.5 

. percent of $1.4 billion) ................................................................... ~ ............................... ~ ... . 
Loss balance ................................................................................................................................... . 
Apply reinsurance premium deposits held by HUD ........................................................... . 
Loss balance representing the state's liability which is covered by insurance ............. . 

$75,000,000 

21,000,000 
54,000,000 
·6,000,000 
48,000,000 

The state's $69.4 million liability limit (5 percent of premiums written 
byCalifo,rnia companies) is totally covered in this example, leaving a loss 
"cushion" of $2L4 million. Losses exceeding the state's $69.4 million liabili" 
tv limit would be covered by loans from the U.S. Treasury to the Secretary 
of Housing and Urban Development (HUD) to be repaid from future 
reinsurance premiums received .. 

Business and Transportation Agency 

DE.,ARTMENT OF REAL ESTATE 

Item 149 from the Real Estate 
Fund Budget p; 326 

Requested 1977-18 .......... ~ .............................................................. . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ................................................................................ .. 

Requ.ested increase $1,019,269 (13.7 percent) 
Total recommended reduction ................................................... . 

$8,441,163 
7,421,894 
6,277,017 

$379,433 
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SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS' 

1. Minimum Education Requirements. Recommend review 
by commissioner to determine need for establishing mini~ 
mum requirements for licensure of real estate salesmen. 

2~ Antidiscrimination Program. Withhold recommendation 
on six requested positions pending submission of program 
plan to fiscal committees hearing this item. 

3. Subdivisions Element. Reduce $130,733. Recommend dele­
tion of eight proposed positions because request is not sub­
stantiated. 

4. Education Programs. Reduce by $155,500. Recommend 
limitations on department's involvement in educational 
programs. 

An'aly'sis 
pall{f' 

2421
' 
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246 
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5. Research Grants. Recommend department approval of 249 
study area prior to allocation of research funds. 

6. Consumer Education Brochures. Reduce by $93,200. Rec- " , 249 . 
ommend reduction because adequate consumer-oriented 
real estate publications are presently available. 

GENERAL PROGRAM STATEMENT 

The Department of Real Estate is responsible for the protection of the 
public in the sale of subdivided property, real property securities, and in 
real estate transactions handled by agents. The department permits only 
trained persons to act as real estate salesmen and brokers and sets mini~ 
mum standards for real estate offerings. 

Administered by the Real Estate Commissioner, the department has a 
currently authorized staff of 271 positions. Department offices are main-, 
tained in Los Angeles, San Francisco, San Diego, and Fresno, with head­
quarters located in Sacramento. 

Program Funding 

Prior to January 1,1977, two funds supported department activities. The 
Real Estate Fund, composed of lic~nse fees and other resources, was used . 
for department operations. The Real Estate Education, Research, a,nd" 
Recovery Fund supported the education and research programs aI!d a 
recovery program in which claims are paid to aggrieved parties uneler 
specified circumstances. The latter fund received 25 percent of licerise 
fees collected by the department as well as income from investment' of 
surplus fund balances. , ' .. , 

In last year's Analysis, we recommended that the two funds l;>ecom­
bined. Chapter 271, Statutes of 1976, abolished the Real Estate Educatipn; 
Research, and Recovery Fund and transferred its fund balance into tlw 
Real Estate Fund as of January 1, 1977. Reserves for education and recov­
ery activities were established at 20 percent and 5 percent of license fee 
revenues, respectively. 
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ANALYSIS AND RECOMMENDATIONS 

The budget proposes expenditures of $8,441,163, or 13.7 percent above 
estimated current year expenditures. Revenues are estimated at $15,091;-
065, fQr the budget year, resulting in anticipated surplus funds of $6,649,902 
by June 30, 1978. . 

Table 1 illustrates the condition of funds supporting the department's 
pro~rams. 

Accumulated surplus, July 1.. ... . 
Revenues ....................................... . 

Total Resources ....................... . 
Expenditures: 

Real Estate Fund ................... . 
Real Estate Education, 

Research . and Recovery 
Fund· ..................................... . 
Total Expenditures ............. . 

Accumulated Surplus, June 30 .. 
Department of Real Estate 
Reserve for Education, 

Table 1 
Combined Fund Condition 

Actual 
1975-76 
fT,952,960 
6,316,053 

$14,269,013 

$5,792,033 

627,698 

$6,419,731 
7,849,282 

($4,483,766) 

Estimated 
1976-77 
fT,849,282 
6,999,100 

$14,848,382 

fT,240,235 

181,822 

fT,422,ll7 
7,426,265 

Percent 
Changeover 

Previous 
Year 

4.1% 

°15.6% 
" (5.4) 

($3,566,749) . 

Proposed 
1977-78 
fT,426,265 
7,664,800 

$15,091,065 

$8,441,163 

$8,441,163 
6,649,902 

($2,187,386) 

Res!!arch and Recovery.. ($3,365,516) ($3,859,516) ($4,462,516) 

Percent 
. Change over 

Previous 
Year 

1.6% 

13.7% 
. (10.5) 

• FuniJ abolished by Chapter 271, Statutes of 1976, and reml\ining balance transferred into Real Estate 
Fund, effective January 1, 1977. 

The table indicates that revenues are expected to increase slightly while 
department expenditures are proposed to rise by almost 14 percent. As a 
result, the accumulated surplus balance expected by the end of the budget 
year will approximate $6.6 million, a decrease of over 10 percent from the 
estimated surplus level for June 30, 1977. . 

While the decline in the forecasted fund surplus dOeS not warrant im-
. meoiate. concern, the level of surplus balances diverted to the education 
arid recovery reserves may be excessive. For the current and the budget 
year; special items of expense for a real estate education and research and . 
for recovery claims are estimated to be $728,000. However, the reserve 
designated for these. purposes is proposed to exceed $4.4 million in the 
budget year. 

Legislation currently requires the department to allocate license fees 
for education and research purposes in accordance with the schedule 
previp4sly noted. We believe that the department should review project­
ed needs for these activities to determine the level of required funding 
and "to·seek new legislation if reserve allocations appear excessive . 

. A. discussion of the department's four operating programs follows. 

I 
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I. TRANSACTION ACTIVITIES PROGRAM 

This program is designed to protect the public in transactions with r~al 
estate salesmen and brokers. Two elements are contained in the progr~m,: 
(1) licensing and (2) regulatory and recovery. 

The licensing function includes the preparation, administration, lind 
scoring of examinations required for salesman and broker licensing; the 
maintenance of license records; and the handling of inquiries received 
from licensees and the public. . . 

The regulatory and recovery element combines two department func­
tions; The first, the regulatory component, involves disciplinary action 

. against licensees for violations of real estate law. Formal action against a 
licensee may be initiated by the department, and substantiation of th~ 
violation may cause suspension or revocation of the license, or the place" 
ment of restrictions on it. 

Second, the recovery function is designed to assist in the recovery of 
Imoney when legal violations impose a financial loss on a complainant. If 
the complainant obtains a fraud judgment against a licensee who is unable 
to pay the judgment amount, the injured party may then file a claim 
against the recovery reserve. If the department finds the claim valid, it is 
paid out of this reserve and the department then takes action against the 
licensee to recover the funds expended. Chapter 1097, Statutes of 1974, 
provides that the maximum amount paid out of the fund to claimants 
against anyone licensee is $40,000. In addition, Chapter 439, Statutes of 
1975, allows complaiQ.ants to file claims against licensees in small claims 
courts . 
. Personnel and expenditures for the program are shown in Table 2. 

Table 2 

Transaction Activities Program 
Staffing and Expenditures 

Percent 
Change OI·er 

Actual Estimated Prelious 
197~76 1976-77 Year 

Expenditures by element 
Licensing ............................................ $1,543,264 $1,782,277 15.5% 
Regulatory. and recovery· .............. 2,721,074 2,984,858 9.7 

Total program 
expenditures .............................. $4,264,338 $4,767,135 11.8% 

Personnel years by element 
Licensing ............................................ 94.8 105.3 ll.l% 
Regulatory and recovery .............. 104.7 107.2 2.4 ---

Total program 
personnel years ........................ 199.5 212.5 6.5% 

Educational Requirements Needed for Sales Personnel 

Percent 
Changeover 

Proposed Prelious 
1977-78 Year 

$1,841,047 3.3% 
3,582,935 20.0 

$5,423,982 13.8% 

108.0 2.6% 
.132.9 24.0 

240.9 13A% 

WerecolT,lmend that the department determine the need to establish 
minimum education standards for real estate salesmen and report on its 
analysis to theJoint Legislative Budget Committee by November 1,1977. 
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lIicreased activities designed to make the real estate industry more 
"professional" is one of the department's stated objectives. For example, 
the department is considering the development of an ethics course as an 
educational requirement for real estate brokers. These efforts should be 
applied to real estate sales personnel as well. Current legislation requires 
a potential salesman licensee to be at least 18 years of age and to pass the 
department's salesman's examination. In our judgment, minimum educa­
tion standards or the equivalent thereof should be established for salesman 
similarly to requirements for real estate brokers. 

We believe that the introduction of education standards may be re­
quired for three reasons. First,real estate salesmen are the individuals 
most directly in contact with the general public in real estate transactions. 
Second, real estate activity is not a full4ime occupation for many sales­
men. However, acquaintance with basic real estate law and techniques is 
necessary whether a salesman works part-time or full-time. Finally; a 
salesman with two years experience may become a real estate broker 
without meeting the basic education requirements established for a 
broker's license.' , 

In our judgment, the commissioner should review the need to establish 
education standards, insuring that equivalency allowances are available to 
potential salesmen licensees. Among the alternatives that should be 
analyzed are (1) establishment ofinitial education requirements for issu­
ance of an original license, (2) continuing education standards, and (3) 
tougher examinations for salesmen. Results of this review should be pre­
sented to'the Joint Legislative Budget Committee. 

Increases in licenSing Activities 

According to department data, license processing for salesmen and 
brokers have risen significantly in the current year. The department esti­
mates a 35 percent increase in workload since 1975-76 and believes that 
growth may continue in the budget year. 

Through deficiency authorization, 7.5 additional positions were ad­
ministratively authorized in the current year. Funding for these positions, 
as well as two additional clerical positions, is proposed in the department's 
budget. In our judgment, the proposed positions are justified by increased 
workload', and we recommend approval. 

Automated Licensing Study 

Approximately eight years ago, the department replaced an obsolete 
datlliprocessing system used in its licensing process with' newer equip­
ment which provided some improvement over the earlier system. Howev­
er, the total license record-keeping process remained essentially 
unchanged. Recognizing the potential for reducing costs through applica­
tion of modern data processing technology, we recommended and the 
department received a $35,000 augmentation to its 1976-77 budget to 
contract for a feasibility study of alter~atives to the present process. 

At the time we made our recommendation,42 clerical positions were 
,employed to maintain extensive cardex, linedex and folder files at an 
annual ,cost of $346,956. This maintenance cost has, now grown to the 
extent that estimated budget-year requirements are 47 positions and 
$448,000. 
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Although funds for the feasibility study were available on July 1, 1976, 
an interagency agreement with the Department of General Services for 
systems analysis support was not entered into until January 3, 1977. The 
agreement is for a maximum· amount of $24,995 and anticipates study 
completion by September 30, 1977. A review group has been formed to 
monitor progress' of the study and our office will participate with this 
group on an observer basis. 

Illegal Real Estate Activities 

The recently appointed Real Estate Commissioner has publicly stated 
his desires to increase department enforcement of illegal real estate trans­
action activities. In the regulatory budget, the addition of 26 positions is 
requested. Of this total, five positions are related to expected workload 
increases from anticipated growth in complaints received from the public. 
The remaining 21 positions are requested for three other programs (1) 
ni.ne positions for regulation of illegal subdivision activities, (2) six posi­
tions for implementing department antidiscrimination regulations, and 
(3) six positions for a demonstration project designed to -increase monitor­
ing of broker trust fund accounts. This program is a result of the depart­
ment's concern towards possible commingling of funds held in trust by 
brokers. 

Data furnished by the department indicate that regulatory workload· 
has increased similarly to the growth in real estate licensees. Illegal sub­
division activity, as noted in last year's Analysis, has been rising, particular­
ly in rural areas of the state. Therefore increased regulation ill' our 
judgment is warranted. 

The demonstration project for broker trust account monitoring is actu­
ally an expansion of a pilot program which began in August 1975. Since 
that time, approximately six to eight personnel-years have been devoted 
to examination of approximately one percent of broker trust accounts. The 
department indicates that over 130 desist and refrain orders have been 
issued as a result of these audits, and that the six requested positions will 
approximately double the regulatory activities in this area. 

Antidiscrimination Program 

We withhold recommendation on six positions proposed for implement­
ing the departments antidiscrimination regulations pending submission 
ofa program plan to the fiscal committees hearing this item. 

The department is currently developing antidiscrimination regulations 
applicable to real estate licensees. Six positions· are requested for imple­
menting the regulations because the department believes that diversion 
of presently authorized personnel to this activity would constrain its pro-
grams in other regulatory areas. . 

Currently, the Fair Employment Practice Commission (FEPC) has au­
thority to file claims against parties involved in discriminatory activities. 
However, commission staff has indicated that involvement in real estate 
is generally limited to rental transactions. Furthermore, the only legal 
action available to the FEPC is recovery of claimed damages. Conversely, 
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the Department of Real Estate has authority to suspend or revoke licenses 
and initiate civil or criminal action against real estate agents for illegal 
activities . 
. We withhold recommendation on the requested positions because a 

detailed plan for implementing antidiscrimination· regulations has not 
been submitted to date. The regulations have been drafted but have not 
been approved in final form. We believe that, upon final approval, a 
program plan should be developed and provided to the fiscal committees 
to establish the need for additional personnel. 

II. OFFERINGS AND SECURITIES PROGRAM 

The objective of the Offerings and Securities program is to protect the 
public from fraud and misrepresentation of facts in sales of subdivided 
lands and real estate securities. The program contains three elements (1) 
in-state subdivisions, (2) real property securities and (3) real estate syndi­
cates. 

Thein-state subdivisions component regulates California subdivisions 
by requiring the issuance of a public report which discloses essential infor­
ma.tion to the prospective buyer. The subdivider must furnish documenta­
tionsubstantiating the facts and statements included in the report, and 
claims are reviewed by the department to screen out fraudulent offerings. 

Review of out-of-state subdivisions offered in California is the primary 
function of the real property securities element. Such offerings must be 
viewed by the department as fair, just and equitable before permission to 
sell is granted. 

The real estate syndicate element regulates syndicates, other than cor­
porations, if they are formed for the sole purpose of acquiring interest in 
real property. Securities offered by these syndicates are reviewed prior to 
public sale. 

Staffing and expenditures for the program are presented in Table 3. 

Table 3 . 

Offerings and Securities Program 
Staffing and Expenditures 

Expenditures by element: 
Subdivisions ....................................... . 
Real property securities .................. ! 

Syndicate securities ......................... . 

Total program expenditures ..... . 
Personnel years by element 

Subdivisions ....................................... . 
Real property securities ................. . 
Syndicate securities ......................... . 

Total program personnel·years 

Actual 
1975-76 

$1,I7l,506 
95,828 
80,464 

$1,347,798 

48.5 
2.3 
2.9 ---

53.7 

Percent " Percent 
Change over Change over 

Estimated Pre~ious Proposed Pre~ious 
1976-77 Year 1977-78 Year 

$1,460,804 24.7% $1,699,027 16.3% 
119,493 24.7 122,815 2.8 
100,334 24.7 103,123 2.8 

$1,680,631 24.7% $1,924,965 14.5% 

59.4 22.4% 68 14.5% 
2.3 2.3 
2.9 2.9 ";;/ 

'--"", 

64.6 20.3% 73.2 ,f3~3%J,. 
~'·.;;·~t 
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Additional Personnel Premature 

Item 149 

We recommend a reduction of $130, 733 to delete eight proposed posi­
tions in the subdivisions element because the request for additional per-
sonnel is not substantiated. . 

The department, in anticipation of workload increases related to the 
notices of intent filed by subdividers, is requesting the addition of eight 
positions in the subdivision element. Estimated growth in subdivision 
filings led to a deficiency authorization for 12 new positions during the 
current year. Thus, 20 additional positions are proposed by the depart­
ment over a two-year period. 

Despite increases in new housing starts and related improvements in 
the economy in the current year, we believe that the department request 
for new positions in 1977-78 is not substantiated for two reasons. First, the 
department is projecting increases in subdivision filings for both the cur­
rent and budget years on actual data from the first quarter of 1976-77. 
Department estimates for a 24-month period are therefore based on three 
months experience. We do not believe that this method of extrapolation 
is either correct or realistic. 

Second, as shown in Chart 1, annual subdivision filings do not increase 
on a straight-line basis. Rather, the data show that such filings appear to 
follow' a cyclical pattern. In fact, the trend in subdivision filings over the 
past seven years reflects only a slight increase. 

We have applied the trend line to current year estimates of filings. to 
project the budget year level. The chart shows that slightly more than 
3,900 filings might be expected for 1977-78, an increase of approximately 
100 notices over the current year. We believe that, with continuation of 
the increased staffing authorized in 1976-77, the department can meet our 
estimate of workload requirements in the subdivision element for 1977~78. 
If information for the entire current year reve,als that another significant 
increase in subdivision activities may be expected for the budget year, 
deficiency authorization should be sought at that time. 

The department is also requesting an additional position for its home­
owner association program. Since July 1975, this activity has aided home­
owrier associations after issuance of a public report by the subdivider. The 
department states that program efforts have recovered $1,320,000 for 
homeowner associations in overdue assessments and through the comple­
tion of promised facilities. In our judgment, the program has demonstrat­
ed effectiveness, and we recommend approval of the' department's 
request. 
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III. EDUCATION AND RESEARCH PROGRAM 

The two facets of this program are (a) the support of real estate courses 
and projects in educational institutions and (b) the publication of real 
estate manuals, bulletins, and reference books. The education component 
develops curriculum programs designed to improve the competence of 
license applicants and licensees. In addition, research in various areas of 
real estate activity, such as marketing, finance, land use, urban problems, 
and real estate economics, are supported by the program. These activities 
are supported by funds in the education and research reserve and are 
conducted by public and private universities and colleges throughout the 
state. 

Publications prepared by the department were formerly included in the 
activities of the administration program. However, documents informing 
licensees about reference material, educational opportunities, and 
changes.in real estate law, as well as various other pamphlets and reports, 
are now distributed by the department as a part of the education and 
research program. 

Table 4· presents staffing and cost data for this program. 

Table 4 
Education and Research Program 

Percent Percent 
change change' 
over over 

Actual Estimated previous Proposed previous 
1975-76 1976-77 year 1977-78 year 

Expenditures by element 
Education and research """"" ..... "." $643,448 $839,317 30.4% $855,734 2.0% 
Publications " .......... """."""" .. """"",,. 252,844 329,811 30.4 431,482 30.8 

Total program expenditures """" $896,292 $1,169,128 30.4% $1,287,216 10.1% 
Personnel·years by element 

Education and research """"""""",, 3.5 3.5 3.5 
Publications .......... ".""".""""" .. " .. ,,",, 2.9 2.9 2.9 

Total program personnel·years " 6.4 6.4 6.4 

Educational Support Questioned 

We recommend reductions totaling $155,500 to limit the involvement of 
the Department of Real Estate in educational programs. 

Of the $855,734 budgeted for education and research activities, the 
department has stated that approximately $512,000 is related to education­
al support and research grants provided to academic institutions. The 
nonresearch activities include funding of real estate centers at the Univer­
sity of California, instructor I trainee seminars, syllabus development, 
teaching aids, and community college grants for library purchases and 
counseling support. 

The department is unique among state offices in its contributions to 
educational institutions for purposes other than research. According to its 
staff, the education program has been developed to insure uniformity in, 
course material, aid in real estate instruction, and encourage expansion of 

•..... ; '" <,J .;:-,.~'" .. " t."' ..•.. -
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scholastic resources through library purchases and course guidelines. 
We question the department's involvement in supporting incidental 

activities related to real estate education such as syllabus development 
and library purchases. Scholastic demand and instructor choice, rather 
than state support, should determine the material and content available 
in real estate courses. 

Following are recommendations related to limiting the department's 
participation in education programs. \ 

1. Contracts for syllabus development should be eliminated for a sav­
ings of $20,000. Instructors should design course outlines for real 
estate offerings similarly to preparation of all other courses. 

2. Overhead transparency packaging and duplication should be elimi­
nated for a reduction of $35,500. The department furnishes slide 
presentation packages for six real estate courses. The development 
of these educational aids should be the responsibility of the instructor 
and should be funded by the institution. 

3. Grants to community colleges for library purchases and counseling 
should be eliminated, for savings of $100,000. The department pro­
vides grants approximating $1,000 to 100 community colleges. The 
benefit of this activity to individual colleges is minimal, and funding 
should be a function of student demands, not department support. 

Recommended redQctions thus total $155,500. 

Department Approval for Research 

We recommend that research grants should not be allocated unless the 
department approves the specified area of study. 

The department supports research performed by the University of Cali­
fornia through grants totaling $122,000. Of this amount, $72,000 is contract­
ed by the department for specific research areas. However, the remaining 
$50,000 is used for research deemed appropriate by the University. 

We believe that all research for the department should specify the study 
area in accordance with department requests. In our judgment, the alloca­
tion of $50,000 for independent research by the University should not be 
allocated unless the topic of study is approved by the department. 

Consumer Education Brochures 

We recommend a reduction of $93,200 forthe publication and distribu­
tion of consumer f[Jducation booklets because adequate real estate con­
sumer-oriented publications are presently available. 

Included in the department's publication budget is an augmentation of 
$93,200 for materials and distribution costs of a consumer-oriented bro­
chure designed to inform real estate purchasers of basic transactions infor­
mation. The program envisions the distribution of 300 pamphlets to about 
3,300 brokers throughout the state. 

We are in support ofthe department's objectives for effective consumer 
education. However, we believe that this request is unnecessary for two 
reasons. First, the Department of Consumer Affairs, in its consumer cata­
log, has already provided an excellent discussion of real estate transactions 
affecting both ,buyer and seller. The catalog also provides information on 
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obtaining a layman's guide to real estate transactions from the Depart­
ment of Real Estate. 

Second, the department intends to seek legislation which would allow 
expansion of its activity in consumer education and funding should be 
included in the proposal for a more comprehensive approach. 

IV. ADMINISTRATION PROGRAM 

The administration program includes the management and policy for­
mulation functions of the commissioner's office and central services such 
as accounting and personnel for the department. Program costs include 
overhead expenditures and are prorated among the three operating pro­
grams of the department. Cost and staffing data for the program are 
presented in Table 5. 

Expenditures ........................ 
Personnel-years .................... 

New Positions 

Table 5 
Administration Program 

Staffing and Expenditures 

Percent change 
Actual Estimated over previous 

1975-76 1976-77 year 
$485,529 $529,318 9.0% 

19.7 21 6.6% 

Percent change 
Proposed over previous 
1977-78 year 
$606,879 14.7% 

21 

The budget reflects the addition of two positions to meet reorganization 
and workload requirements of this program. Department workload has 
increased in the current year, and several adjustments to department 
organization are being made. We therefore recommend approval of this 
request. 
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Business and Transportation Agency 

DEPARTMENT OF SAVINGS AND LOAN 

Item 150 from the Savings and 
Loan Inspection Fund . Budget p. 333 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 ............................................................................ . 
Actual 1975-76 ............................................................... : ................. . 

$5,542,942 
5,180,748 
4,115,318 

Requested increase $362,194 (7.0 percent) 
Total recommended reduction .................................................. .. 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

1. Fair Lending Program. We withhold recommendation on 
$60,192 for two examiner positions, one associate appraiser 
position, and one clerical position pending review of addi-
tional data prior to budget hearings. 

2. Antj-Redlining Activities. We request the department to 
present to the fiscal committees, the current and ongoing 
cost and effectiveness of anti-redlining regulations. 

GENERAL PROGRAM STATEMENT 

Pending 

AJ1aJYS1~ 
page 

253 

254 

The Department of Savings and Loan is responsible for protecting the 
public by preventing conditions and practices which could jeopardize the 
safety and solvency of state-regulated savings and loan associations. 

The departmentis administered by the Savings and Loan Commission­
er, who is appointed by the Governor. Its headquarters is in Los Angeles 
with a branch office in San Francisco. The department is currently author­
ized 176 positions. 

The department is supported from the Savings and Loan Inspection 
Fund which derives its revenues from an annual assessment of all state­
regulated associations. The assessment is proportional to association assets 
and is set by the Commissioner at a level to cover the department's annual 
operating costs. 

The department performs its reponsibilities under one operating pro­
gram entitled "supervision and regulation" which is divided into six ele­
ments: (1) examination, (2) appraisal, (3) facilities licensing and legal 
assistance, (4) economic and financial information, (5) boards of inquiry 
and (6) administration. The examination element is by law responsible for 
examining associations at least once every two years to determine the 
quality of assets, compliance with state laws and regulations and utilization 
of sound management and accounting practices. The appraisal element 
makes field appraisals of real property upon which loans have been made 
by associations in order to determine lending and appraisal policies. The 
facilities licensing and legal .assistance element conducts hearings and 
renders decisions on applications for new associations, branch offices, and 
,mergers. The economic and financial information element provides the 
department with information which assists the other program elements. 



Table 1 
Department of Savings and Loan Cost and Staffing Data 

Actual 1975-76 

Program and Elements 
Supervision and regulation 

Personnel· 
Yean 

Examination ...................................................................................................... .. fiT.7 
Appraisal .......................... ; .................................................................................. . 33.5 
Facilities licensing and legal assistance ................................................... ... 5.3 
Economic and Financial Information ......................................................... . 12.2 
Boards of inquiry ............................................................................................. . 
Administration .................................................. , .............................................. . 35.9 

Total Programs .................................................................................... : ........ . 154.6 
Reimbursements ........................................................................................... . 
Net Total Program .................... ; ...... ; ......................................................... . 

Cost 

$1,682,699 
930,386 
202,806 
423,398 

878,691 

$4,117,980 
-2,662 

$4,115,318 

. Estimated 1976-77 
Personnel· 

Yean Cost 

75 $2,100,409 
34 984,989 
7 291,571 

16 755,264 
4 170,942 . 

40 902,573 

176 $5,205,748 
-25,000 

$5,180,748 

Proposed 1977-78 
Personnel· 

Yean Cost 

77 $2,230,191 
35 1,038,449 
7 300,242 

16 878,931 
4 182,581 

41 927,548 
180 . $5,5fiT,942 

-25,000 

$5,542,942 
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The boards of inquiry hear complaints from the public regarding alleged 
discriminatory practices of associations. 

ANALYSIS AND RECOMMENDATIONS 

The department proposes an expenditure of $5,542,942 which is a net 
. increase of $362,194 or 7 percent above estimated current year expendi­

tures. However, reimbursements from certain out-of-state associations es­
timated at $25,000 in the budget year (representing travel expenses for 
appraising out-of-state loans) will produce a total expenditure program of 
$5,567,942. 

Table 1 shows personnel-years and costs devoted to the department's 
supervision and regulation program and supporting elements. 

Fair Lending Program 

Using the guidelines of the Rumford Fair Housing Act (Health and 
Safety Code 35720), the Unruh Civil Rights Act (Civil Code Section 51 and 
53), and Chapter 999, Statutes of 1973, credit transactions regarding 
women (Civil Code Section 1812.30) the department established fair lend­
ing regulations. The purpose' of the regulations is to prevent discrimina­
tion in lending because of race, color, religion, sex, age, marital status, 
'national origin, or ancestry. By requiring that specific information be 
made available to the department and the public, such as the associations' 
loan criteria, and by providing a mechanism for filing and resolving com­
plaints, the department is attempting to eliminate discrimination in lend­
ing. 

New Positions (Fair Lending Program) 

We withhold recommendation on $60,192 for two examiner positions, 
one associate appraiser position and one clerical position pending review 
of additional data prior to budget hearings. 

The department is requesting one associate appraiser for the budget 
year. Fair Lending regulations require that a complaint must be resolved 
within 21 days of receipt. Complaints are therefore given first priority and 
the appraisal element has been required to reschedule personnel and 
assignments. The additional position is proposed in order to maintain both 
the fair lending and association appraisal schedules. 

To assure full enforcement of the Fair Lending regulations, new exami­
nation activities are being added, such as the Affirmative Marketing Poli­
cies and Programs. The department is requesting two examiner III 
positions to absorb the workload increase resulting from the additional fair 
lending examinations. One clerk typist position is proposed to support the 
requested additional professional staff. 

Table 2 displays the complaints received by the department which 
relate to alleged unfair lending practices for the last five months of 1976 
(the table includes complaints related to red-lining based upon neighbor­
hood or geographic factors). The information in Table 2 does not appear 
to support the request for additional positions. Prior to the budget hear­
ings we will review other workload data and make recoinmendations on 
staffing needs. 
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We request the department to present to the fiscal committees, the 
current and on-going cost and effectiveness of the anti-redlining r{!gula-
tion£ . 

The Savings and Loan Commissioner has issued departmental regula­
tions, effective August 1, 1976, to assist in curbing the practice of "redlin­
ing"', by state-chartered savings and loan associations. "Redlining" is a 
process in which mortgage lenders identify "high risk" areas (usually by 
drawing red lines on maps to' show areas of high unemployment, high 
crime rates and histories of property damage and decay) and then refuse 
to consider loan applications on properties in such areas, regatdles,s of the 
credit-worthiness of individual loan applicants. . 

The regtilationswill help determine lending patterns by requiring each 
state-chartered savings and loan association to submit detailed' inforrna­
tion to the department such as the number and total amount of its mort­
gage loans and savings Ilccounts opened on a monthly basis, the number , 
and applications denied by census tract, and the number and amoullt of 
foreclosures by census tract. Two boards of Inquiry have heen established 
(one in Los Angeles area and one in San Francisco) to review complaints 
filed with the commissioner that a mortgage loan has been denied, or that 
an applicant has beE;'!n dIscriminated against in the setting of the terms or 
conditions ofa loan. Each of the boards is appointed by the commissioner 
and is composed of a public member, a representative of the savings and 
loan industry and a representative of the commissioner. Each board of 

.. inquiry is charged with the responsibility of making recommendations.to 
the commissioner for the resolution of the complaints which it hears. 

Table 2 ' 

Alleged Unfair Lending Practices Complaints 
Department of Savings and Loan 

August 1. 1976 to December 31. 1976 

1976 
Type Xiii---sejiC75cT-- ."~i:.Ijec. Total 

Neighborhood or geographic factors .................................... 5 8 3 5 21 
Discrimination on bases of race, color, sex, etc. ................ 7 1 8 
Discriminatory marketing or underwriting ........................ 1 2 
Appraisal value disputed .......................................................... 1 1 

, Other unfair lending practices................................................ 2 5 7 1 3 18 

Total ...................................................................................... 15 14 11 _ _ 6 4 50 

Resolution of Complaints 
Total number pending_ .......................................................... ,... 1 11 7 4 3 3 
Total number completed.......................................................... 14 4 15 7 7 47 

Loan committed...................................................................... 3 1 2 4 (10) 
Loan not made .... , ...... , .... , ... ; ... :................................................. 2 1 4 1 5 (13) 
Referred to Board 'of Inquiry ............................................. . 3 I (4) 
Other ............................. , .... :;" ..... :.............................................. 9 2 9 2 2 (24) 

The anti-tedlining regulations are included in the Fair Lending pro­
gram. Table 3 displays the cost and staffing for this program. The table 
shows the total program and the effect of the anti-redlining regulations. 
Wilen compared to the total Fair Lending program, the anti.redlining 

, ~,. 
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Table 3 
Costs and Staffing for Fair Lending Program 

Actual 1975-76 
Personnel-

Program Element 
Appraisal .................. ; ........... ; .......................... . 
Examination .............. .' .... : ............................... . 
Economic and financial information' ....... . 
Facilities licensing ......................................... . 
Administration .... , .......................................... . 
Boards. of inquiry ............................................ . 

Total ............ , ..... : ....................................... . 

I.:¥: 

years 
.1 
.3 

1.5 
.3 
.4 

2.7 

Co.st 
$4,750 
.6,516. 

29,990 
1,000 

. 7,746 

$50,002 

Fair Lending Regulations 
(Including Anti-RedliningRegulations) 

Estimated 1976-77 Proposed 1977-78 
Personnel- Personnel-

years Cost years 
1.4 $43,000 2~0 

11.0 291,114 . 12.0 
2.8 214,981 4.2 
.832,032 1.1 

3.1 56,482 3.4 
4.0 170,942 4.0 

23.1 . $808,551 26.7 

Cost 
$59,600 
298,180 
203,240 
43,538 
60,199 

182,581 
$847,338 

Anti-Redlining Regulations 
Estimated 197~r~Proposed 1977-78 

Personnel- Personnel-
years 

1.3 
10.7 
1.1 

.5 
2.7 
1.6 

17.9 

Lost 
$38,013 
284,272 
183,492 
30,982 
48,349 
68,377 . --

$653,485 

years 
1.8 

11.5 
2.4 

.8 
2.9 
1.6 

21.0 

Cost 
$54,363 

. 290,996 
170,176 
42,436 
51,659 
73,032 ---

$682,662 
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regulations acount for approximately 77 percent of the estimated staff and 
81 percent of the estimated costs for the current year and approximately 
the same percentage for the budget year. 

Although no legislation has been enacted:which deals specifically with 
redlining, the Savings and Loan Commissioner promulgated the regula­
tions because a major portion of the home loan market is held by savings 
and loan associations. Other regulatory entities such as .the State Banking 
Department and the Department of Real Estate have yet to establish 
anti-redlining regulations. We believe the department should present 
data showing the results from anti-redlining activities to justify proposed 
expenditures. 

Electronic Funds Transfer Systems 

The department has budgeted $40,000 as its share of the costs for an 
interagency task force on electronic funds transfer systems (EFTS). The 
Business and Transportation Agency and the Agriculture and Services 
Agency are coordinating the task force which currently includes the De­
partments of Corporations, Banking, Savings and Loan" and Consumer 
Affairs. We will be following the progress of this group as it deals with the 
problems, limitations, potentials, and possible regulations required for 
EFT systems. 

System Upgrade (Economic and Financial Information Element) 

Th~ department is requesting $60,000 to modify and upgrade the man­
agemeht information system. The system was installed in 1964 and revised 
in 1968. The purpose of the system is (1), to assist the examiners and 
provide an early warning system by evaluating the economic stability, 
solvency, liquidity, etc. of state associations, and (2) to monitor the condi­
tion of associations between examihations. 

No expenditure will be made until the department has conducted and 
obtained approval from the Department of Finance for a feasibility study. 
We will review the system feasibility concurrently with the Department 
of Finance and provide our comments to the State Data Processing Man­
agement Office. 

Research Request (Economic and Financial Information Element) 

The department is requesting $50,000 for four research projects: (1) the 
kinds and volume of loans by savings and loan associations to nonresident 
owners in inner-city areas, (2) the need for and level of capital adequacy 
in associations, (3) the extent and effects of savings industry concentra­
tion, and (4) the need and effectiveness ofloan limitations as a regulatory 
tool. The department will use the information from the studies for policy, 
regulation, legislative, and program changes. 
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Business and Transportation Agency 

STATE TRANSPORTATION BOARD' 

,Item 151 from the Transporta­
tion Planning and Researcn 
Account. Budget p. 337 

.Requested 1977-78 ....................................................... , .................. . 
Estimated 197&-77 ........................................................................... . 
Actual 1975-76 ................................................................................. . 

Requested decrease $50,532 (13.7 percent) 
Total recommended reduction ................................................... . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

$317,761 
368,293 
264,338 

None 

AIJa{l'sis 
page 

1. Unify Authority and Responsibility. Recommend legislation 2157 
to abolish California Highway Commission, Toll Bridge Au­
thority and Aeronautics Board and transfer duties to the 
State Transportation Board. 

GENERAL PROGRAM STATEMENT 

The State Transportation Board was established by Chapter 1404, Stat­
utes of 1969. Membership consists of seven appointees of the Governor 
serving staggered four-year terms and one member from the Public Utili­
ties Commission. One member- of the Senate appointed by the Senate 
Rules Committee and one member of the Assembly appointed by the 
Speaker serve as ex-officio members of the board. 

The initial legislation and Chapter 12153, Statutes of 1972, gave the board 
broad responsibility to advise and assist the Secretary of Busi~ess and 
Transportation and the Legislature in formulating and evaluating state 
policy and plans for transportation programs within the state. Specific 
responsibilities of the board include (1) reviewing and adopting a Califor­
nia Transportation Plan, (2) resolving inconsistencies, conflicts or disa­
greements between regional transportation plans. and the state 
transportation inputs, and (3) reviewing annual budgets of the Depart­
ment of Transportation. 

ANALYSIS AND RECOMMENDATIONS 

. The budget proposes an expenditure of $317,761 which is $50,532 or 13.7 
percent less than the estimated current year amount of $368,293. The 
budget includes funding for seven positions (four professional and three 

. _ clerical) which is one below the staffing level in the current year. The 
primary reason for the reduced expenditure in the proposed budget is a 
reduction of $50,000 in consultant services included in the current year. 

Legislation Needed fo Unify Authority and· Responsibility 

We recommend legislation to abolish the CalJlornia Highway Commis­
sion, Toll Bridge Authority and Aeronautics Board and transfer the duties 
to the State Transportation Board 

Currently, four separate bodies are responsible for various aspects of the 
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state transportation program. The California Highway Commission, the 
Toll Bridge Authority, the Aeronautics Board and the State Transportation 
Board all purpose solutions to transportation problems. With the excep­
tion of the State Transportation Board, these bodies approach transporta­
tion problems on the basis of a single mode of transportation. 

The Legislature has required the State Transportation Board to adopt 
a multimodal state transportation plan which is now one year overdue and 
far from completion. In our view, a large part of the delay results from a 
lack of consensus by the board relative to the content of a plan. The board 
is currently developing a statement of transportation goals and policies 
which will identify problems and solutions in only a generalized manner. 

Realistic solutions for transportation problems will be possible only if the 
body responsible for determining transportation policy is also responsible 
for the financing and implementation of such policy. Presently, the board 
has neither implementation or funding responsibilities. Control over im­
plementation andfin~meial resources is vested in the other three bodies 
and each proposes expenditures for transportation on a piecemeal and 
uncoordinated basis. 

The continued existence of the California Highway Commission, the 
Toll Bridge Authority and the Aeronautics Board is contrary to the man­
ner in which multimodal solutions should be planned, governmental enti­
ties organized, and the required sources of capital identified and used to 
maximize public services. Webelieve the three bodies should be abolished 
and their collective authorities and duties transferred to the State Trans­
portation Board. Abolishing the three existing bodies would save approxi­
mately $200,000 per year. A small staffing increase in the board would 
provide adequate,capability to assume the functions of the three separate 
bodies and result in a net savings to the state. 

Business and Transportation Agency 

DEPARTMENT OF TRANSPORTATION 

Items 152-159 from various 
funds Budget p. 339 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ...................•........ ' ..................................................... . 

$38,389,265 
36,649,294 
21,225,843 

Requested increase $1,739,971 (4.7 percent) 
Total recommended reduction ......................................... , ......... . $2,186,050 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

1. Systems Planning. Reduce Item 154 by $1,714,200. Recom­
mend reduction in transportation and related planning. 

2. Transit Research. Reduce Items 154 and 157 in the total 
amount of $388,150. Recommend reduction in transit re­
search. 

Alill~vsis 
pagt; 

265 

267 
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3. Financial Programs. Reduce Items '154 and 157 in the total 270 " 
amount of $83,7()(). Recommendteduction in administra­
tionof state and federal financial assistance program. 

4. Aeronautics Budget. Withhold, recommendation' on 271 
budget indentified as for "display purposes only". 

GENERAL PROGRAM STATEMENT 

Chapter 1253, Statutes of 1972, created in the Business a~d Transporta­
tion Agency the Department of Transportation consisting of what had' 
been the Department of Public Works and the Department of Aeronau­
tics., The department, is responsible for administering the ongoing pro­
grams of two divisions, Highways and Aeronautics. Chapter 1253 also 
required the formation of the Division of Mass Transportation and the 
Division of Transportation Planning. The planning entity was charged 
with the responsibility of establishing a comprehensive multimodal trans­
port,ation planning process and preparing a subsequent State Transporta­
tion Plan by 1976. Regional transportation entities and councils of 
governments were also required to develop separate regional transporta­
tion plans by April 1975. Regional plans have been adopted. However, as 
of this date, a state plan has not been approved. 

Although the total departmental budget is approximately $1.1 billion, 
,the legislative appropriation for support of the department and subven­
tions to local planning entities is only $17,181,509 of that amount. However, 
the program budget also contains prior legislative appropriations, federal 
funds, continuously appropriated funds and reimbursements. Thus, on an 
expenditure basis the proposed budget contains $38,389,265 which is sub­
ject to review and approval by the Legislature. 

Table 1 displays the Department of Transportation appropriation and 
carry-over funds. " 

The proposed appropriation together with the other available funding, 
will provide support for the Division of Mass Transportation, Division of 
Transportation Planning, Division of Highways, Division of Aeronautics, 
subventions for local planning entities, and a portion of the general cost 
of departmental administration. The proposed expenditures are reflected 
in Table 2 together with revenue sources. 

Because of (a) provisions in Chapter 1253, Statutes of 1972, which creat­
ed the Transportation Planning and Research Account and provided for 
specified transfer to the account from various sources and (b) the adminis­
trative 'practice of separating support funds from local assistance' funds, 
eight items are required in the Budget Bill to accomplish the transfers, 
appropriations, and separation of support funds from local assistance 
funds. 

ANALYSIS AND RECOMMENDATIONS 

The proposed expenditure of $38,389,265 is $1,739,971 or 4.7 percent 
above the estimated current year expenditure of $36,649,294. The 
proposed budget provides funding for 521 personnel-years versus 489 per­
sonnel-years in the current year. 
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Table 1 
Department of Transportation Appropriations and Carry-Over Funds 

Item 
AD. 

152 

153 

154 

155 
156 

157 

Description 
Support Department of Transporta-
tion ......................................................... . 

(a) Aeronautics Program ............ .. 
(b) General Support Program .. .. 

Transfer Funds to Transportation 
Planning and Research ACcount .... 
Support of Department of Trans-
portation ............................................... . 

(a) Transportation Planning ...... .. 
(b) Mass Transportation ............ .. 
(c) General Support .................... .. 
(d) Reimbursements (Mass 

Transportation) .................... .. 
(e) Reimbursements (Transpor-

tation Planning) .................... .. 
Schedule of Expenditures .............. .. 
Transfer Funds to Transportation 
Planning and Research Account .. .. 

(a) State Funds ............................ .. 
(b) Federal Funds ........................ .. 

Local Assistance-Department of 
Transportation .................................... .. 

(a) Transportation Planning ...... .. 
(b) Mass Transportation ............ .. 

158 Local Assistance-Department of 
Transportation ..................................... . 

159 Local Assistance-Department of 
Transportation .................................... .. 

Total, Budget Act Appropriatiori 
Add: 

Reimbursements ................................ .. 
(a) Mass Transportation (Item 

154) .................................. .. 
(b) Mass Transportation (non-

Budget Act) .................. .. 
(c) Transportation Planning 

(Item 154) ................ : ...... . 
Aeronautics Account Continuous 

Appropriation ............................. . 
Chapter 1130, Statutes of 1975 ...... .. 

(a) Mass Transportation ............ .. 

(b) Highway Transportation ...... 

(c) Mass Transportation ............ .. 
Chapter 954, Statutes of 1976 ........ .. 
Chapter 1349, Statutes of 1976 ...... .. 

Article XIX (Guideways) ................ .. 

Total Funds Available .................. .. 

$743,720 
126,073 

6,764,100 
1,967,750 

595,337 

-268,151 

-671,000 

6,500,000 
5,915,000 

2,460,000 
550,800 

8268,151 

351,000 

671,000 

4,978,916 

2,414,689 

500,000 

Amount Fund 

$869,793 Aeronautics· 

(30,000) Aeronautics 

8,388,036 Transportation Planning 
and Research Account 

State Highway Account 

(12,415,000) State Highway Account 

3,010,800 Transportation Planning 
and Research Account 

4,415,000 Federal 

497,880 Aeronautics 

$17,181,509 

$1,290,151 

3,200,000 
7,893,605 

20,000 
3,995,000 

4,809,000 

$38,389,265 

Reimbursements 

Aeronautics 

Transportation Planning 
and Research Account 
Transportation Planning 
and Research Account 
Abandoned R.R. Acct. 
Aeronautics 
TransPortation Planning 
and Research Account . 
State Highway Account 
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-
Table 2 

Program 

Funding by Program and Source 

Estimated 
1976-77 

1. Transportion Planning ........................................................................... . 
2. Mass Transportation .............................................................................. .. 
3. Aeronautics ............................................................................................... . 
4. Highway Transportation ...................................................................... .. 
5. General Support ..................................................................................... .. 

Total.Programs .................................................................................... .. 

Resources 
State Highway Account" .................... , .................................................. . 
Aeronautics Account" ............................................................................ .. 
Transportation pianning and 

Research Account .............................................................................. .. 
Abandoned Railroad Account ............................................................... . 
Federal Funds .......................................................................................... .. 
Reimbursements ...................................................................................... .. 

Total Resources .................................................................................. .. 
". Resources are shown prior to Budget Act transfers. 

$14,244,176 
14,281,935 
4,419,316 
3,349,768 

354,099 

$36,649,294 

$10,389,454 
4,456,016 

13,236,281 
3,000,000 
4,389,772 
1,177,771 

$36,649,294 

I. TRANSPORTATION PLANNING 

Proposed 
1977-78 

$13,639,100 
17,152,466 
4,461,600 
2,414,689 

721,410 

$38,389,265 

$11,309,000 
4,617,673 

16,257,441 
500,000 

4,415,000 
1,290,151 

$38,389,265 

The transportation systems planning program is accomplished through 
the following program elements: (a) regional planning, (b) statewide 
systems planning, (c) state studies, (d) liaison, and (e) program support 
(administration) . 

The proposed expenditures for the budget year are $13,639,100 or 4.2 
percent less than the $14,244,176 estimated expenditures for the current 
year. The proposed budget provides funding for 382 personnel-years 
which is 17.2 above the current year staffing level of 364.8 personnel-years. 

Failure of State Plan 

The California Transportation' Plan, required by Chapter 1253, Statutes 
of 1972, has evolved from a somewhat inadequate July 1975 draft plan to 
a wholly unrealistic December 1976 version. The 1976 version, referred to 
as the State Plan Policy Element, has been criticized by the administra­
tion, the Legislature, and the public for its: (1) orientation toward imprac­
tical concepts, (2) failure to address important transportation issues 
adequately, and (3) failure to satisfy statutory requiTements. 

Administration Responsibilities. Much of the responsibility for the fail­
ure of the 1976 Policy Element must be placed upon the administration 
and the department. The task force that prepared the Policy Element was 
under the direction of the State Transportation Board, but the concept for 
it originated within the administration. Rather than improving the July 
1975 draft, which was at least oriented toward satisfying the statutes, the 
task force effort has drifted further away from a practical consideration of 
California's transportation problems. Administration guidance has~been 
ina:dequate~ . 

Other Factors. Other factors have also contributed to the failure of the 
state plan. Under Chapter 1253, the department was required to submit ' 

"";:"."" 
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. ~progress report on the plan. The Legislature was then to pass an act 
constituting a legislative declaration of statewide transportation goals, 
objectives, and policies, which would provide guidelines for the prepara­
tion of the State Plan. This has not occurred. Consequently, adequate 
legislative direction has not been available for preparation of the plan. 

Further complicating the process, aspects of the original requirements 
are infeasible or impractical to accomplish. Unfortunately, there is often 
a lack of data or techniques necessary to carry out the full evaluation of 
transportation impacts required by Chapter 1253. 

Our Recoll1mendations. In our judgment, the failure of the plan sug­
gests a need for major revisions to the state effort in transportation plan­
ning. In particular, modification requires (1) considerably more direction 
of planning efforts, and (2) a greater orientation toward practical solutions 
of our transportation problems. Statutory and institutional changes may be 
necessary to develop a successful state planning process. 

Consequently, until these deficiencies are redressed it is our judgment 
that only minimal support should be provided to the state planning effort. 

The Transportation Planning Process 

Since the passage of Chapter 1253, the major emphasis wi~hin the trans­
portation planning program has been the preparation of the State Trans­
portation Plan mandated by the legislation. However, this plan is the 
product of a larger planning effort, and the process must be addressed on 
two levels: (1) the state plan and (2) regional plans. 

As discussed above, drafts of the state plan prepared in the last two years 
have been inadequate in satisfying statutory requirements and properly 
addressing state transportation problems. While the regional planning 
efforts have demonstrated more progress in this regard, considerably 
more remains to be accomplished. We describe both levels of the process 
below, and indicate changes which in -our judgment are necessary to 
improve transportation planning. in California. Elements of the 1977~78 
transportation planning budget are then reviewed. 

The State Transportation Plan 

As discussed in our 1976-77 Analysis, the State Transportation Board 
rejected a July 1975 draft of the state plan prepared by the department 
because it failed to meet statutory requirements and was inadequate for 
forrimlating and implementing transportation decisions. A lO-man task 
force was formed within the Business and Transportation Agency to mod­
ify and revise the plan during the current fiscal year. 

In our judgment, the t~sk force effort has not been successful in redress­
ing the deficiencies of the July 1975 draft. In fact, the widely criticized 
State Plan Policy Element prepared by the task force is more removed 
from a realistic approach to transportation problems than the July 1975 
draft. It is currently undergoing revision, but there is little reason to 
expect that the resulting document will actually be useful in addressing 
California's transportation problems. . '. 

Fundamental Problems. We have already discussed. the failure of the 
administration to provide adequate guidance to the planning process. This 
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lack of direction hasbeen the most critical problem with the plan. The tad 
that the Legislature has not adopted statewide goals, objectives, and poli­
cies is also a factor in this lack of direction. 

Consequently, instead of focusing';on critical problems and issues the 
task force has spent excessive amounts of time on impractical concepts 
such as "full social accounting" (valuing transportation impacts and charg­
ing "appropriate" prices, for example through smog taxes or congestion 
pricing) and deregulation of the transportation industry. This unrealistic 
focus is partly attributable to the isolation of the State Transportation 
Board and the task force from management and implementation decisions 
regarding the transportation system. Institutional changes which provide 
a stronger linkage between planning and implementation decisions are 
clearly needed, in addition to improved direction. 

Statutory Requirements. Another fundamental problem concerns re­
quirements specified in Chapter 1253. This chapter requires that the plan 
include the following: (1) inventories; (2) statutory requirements affect­
ing transportation services, (3) financial resources, (4) state plans affect­
ing transportation, (5) advanced concepts for transportation systems, (6) 
alternative plans, and (7) an evaluation of alternative plans. In the evalua­
tion of alternatives the following criteria are among those to be used: (1) 
economic, (2) land use, (3) taxation, (4) environmental, (5) social, and (6) 
system performance and level of service. 

The goal of comprehensive analysis specified in Chapter 1253 is lauda­
ble.However, it is not realistically possible to perform an analysis as exten­
sive as that suggested by the statute. First, it is not feasible to obtain some 
of theinformati6n specified. For example, few techniques and almost no 
data are available. to permit a determination of the land use impact of a 
transportation improvement. Too many other factors such as the econom­
ic climate and local· zoning decisions influence . land use. Second, some 
information may have significant costs associated with it. For example, the· 
extent of a travel and transportation inventory will depend upon how 
much is spent· to collect additional information beyond that already avail­
able. At some point, the value of the informati9n in thedecisionmaking 
process will not be sufficient to justify additional expenditures. Chapter 
1253 does not adequately recognize the availability or cost of information 
as factors in the analytical process. In that sense, the statute creates unreal~ 
istic expectations for what the transportation plan should accomplish. 

Change in Emphasis. From the above it becomes apparent that a 
major reorientation of the state planning process is required. We believe 
it should be reoriented toward (1) enhanced management of our existing 
transp()rtation system and available financial resources, and (2) determi­
nation of transportation deficiencies and associated fundingrequir~ments. 
This short-term focus for the planning process should be clarified through 
speciflcationof detailed guidelines by the Legislature and better ongoing 
direction by the administration. . . 
. Associated institutional changes are also necessary. More effective inte­

gration of the planning effort with management and implementation 
decisions is essential, and needs to be developed. A realistic and desirable 
orientation. for the planning process also requires a clear definition of 
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responsibilities, and improvements could be made in this regard: Clarifica~ . 
tion of state responsibilities in highway construction and maintenance, 
and better definitions of state responsibilities in mass transportation, 
aeronautics, goods movement, energy' cortservation, and air quality are 
desirable. 

Regional Planning 

Originally, the California Transportation Plan was to involve: (1) prepa­
ration of regional plans, and (2) preparation of the state plan using the 
regional plans as input. This sequence was followed in constructing the 
July 1975 draft. 

As we indicated in last year's Analysis, although the July 1975 draft was 
inadequate in satisfying statutory requirements, it did represent a realistic 
first attempt at a state plan. The impacts of several broadly defined alter- . 
natives were assessed in this 1975 draft, although policy options available 
to decisionmakers were not adequately clarified. 

The capability to begin assessing alternatives statewide was a result of 
the information base derived from regional planning efforts. The quality 
of these efforts has varied considerably, but several regions have made 
sIgnificant strides toward satisfying the ,intent of Chapter 1253. The· re­
gional agencies, in cooperation with the department's local districts, have 
generally taken a more realistic perspective in preparing the regional 
plans than is reflected in the 1976 Policy Element. 

Results of Regional Planning. Transportation planning is perhaps the 
most technically oriented of the planning fields. Using sophisticated com­
puter models, several regions have simulated travel patterns under \ a. 
variety of alternative possible future conditions. The results of these simu­
lations in turn can provide decision-makers with some perspective on the 
impacts of alternative policies. The Comprehensive Planning Organiza­
tion (CPO) of San Diego and the Sacramento Regional Planning Commis~ 
sion (SRAPe) have both explored potential impacts resulting from land 
use changes, major improvements in public transit, and development of 
new highways. Regional impacts assessed included air quality, energy 
consumption, congestion, noise, and other considerations. Similar work 
has been accomplished covering portions of the Los Angeles region by the 
Southern California Area Governments (SCAG), and portions of the San 
Francisco Bay Area region by the Metropolitan Transportation Commis­
sion (MTC). 

The regional plans can be criticized because the scope of their analysis 
is typically restricted to the movement of people in urban areas. Detailed 
assessment of other travel needs is generally lacking. The assessment of 
alternatives is also generally not as comprehensive as required by the 
statute. However, both of these deficiencies are a result of inadequate 
information and limited theory. For example, almost no theory and very 
little data exist to analyze commodity-related transportation demands. 
Similar conditions exist relative to other requirements contained in Chap­
ter 1253. 

Future Orientation. A major reason for successes achieved by the re-



Items 152-159 BUSINESS.AND TRANSPORTATION / 265 

gional planning efforts is the strong link between these efforts and actual 
implementation of projects. Under federal law, projects must be consist­
entwith the regional plan in order to be eligible for federal funding. This 
generates pressures for the Iregional plaqs to focus upon desired projects 
and services. At the same time, there is aconstituency oflocal officials and 
citizens concerned with what is contained in the plan. The state plan has 
generally lacked this concerned constituency during its development. 

However, the regional planning efforts require more specific direction 
if they are to address current problems properly. The plans need to est~b-, 
lish realistic priorities (1) for operations and management of the existing 
system, and (2) for new projects. Establishment of these priorities should 
be based on sound technical analysis of (1) transportation needs and 
deficiencies, (2) the impact of alternative proposals in meeting these 
needs, and (3) the other impacts of the alternatives. The priorities should 
also be developed within the context of a realistic financial program. 

The Transportation Planning Budget 

It is our judgment that major institutional and statutory revisions are 
required regarding the transportation planning process. Weare suppor~ 
tive of the regional portion of the process, though some changes are 
needed. However, until major revisions have been specified we believe 
that only limited support should be given to state planning efforts. With­
out better direction, state planning will only continue to drift unproduc­
tively. 

Statewide Systems Planning and State Studies 

We recommend a reduction of$1,714,200 (49.6 personnel-years) in the 
transportation planning program in the Transportation Planning and Re­
search Account (Item 154). 

As we have indicated, state planning efforts lack direction. In addition, 
many of the reque~ted programs are repetitive of efforts already con­
ducted at the regional level, and do not really offer a high probability of 
producing valuable new information. Funding for these programs is 
derived from the Transportation Planning and Research (TP&R) Ac­
count, and could have alternate applications to fund public transportation 
or highway improvements. Consequently, we recommend elimination of 
many of these programs on the grounds that they will not generate suffi­
ciently useful information, and the funds have more desirable alternative 
applications. 

Energy, Transportation/Land Use, and Air Quality. These efforts are 
the best examples of redundant effort at the state level. While the goals 
of these elements are laudable, little new information can be expected 
from them. We have already discussed regional research being conducted 
on these topiCs. In addition, the federal government, especially the Envi­
ronmental Protection Agency (EPA), has conducted or financed numer­
ous detailed studies related to transportation in these subject areas. A 
wealth of technical information is available; what is lacking are motivation 
and desire to implement travel reduction strategies or land use controls 
at the state, regional, or local levels. Consequently, we recommend elimi­
nation of these elements for a savings of $816,300 and 24.5 personnel-years. 
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AVaJ1abl1ity of Capital This-study is unnecessary; Capital availability is 
assessed as a matter of course in the planning of any' capital project, and 
is the responsibility of the financial management of the program. We 
recommend elimination of this sthdy for a savings of $31,500 and 0.5 per-
sorinel-yeins. . 

Full Cost Accounting. This study is impractical and unnecessary. As a 
matter of course, regional planning should assess both the costs and bene­
fits of any new projects. Precise specification of dollar values for the im­
pacts of a particular program are not always possible, however, because 
different decision-makers will place different values upon particular im­
pacts. We recommend elimination of this study for a savings of $119;000 
and 2.3 personnel-years. 

Air Transportation. The purpose of this element is to implement 
methods to make airports of state significance more compatible with the 
surrounding community. Compatibility is a function of zoning laws which 
is a local function. In our judgment, the state capability to actually accom~ 
plish this goal is limited. We recommend deferral of this element until 
more state authority is available, for a corresponding savings of $7,000 and 
0.2 personnel-years. . . 

Freight Transportation. The areas identified as "user cost" and :'regu­
lation" show little potential for producing useful decision-oriented infor­
mation. Studying "user costs" of smog, noise, and congestion is subject to 
the same problems as studying "full cost accounting." Studies of the com­
plex regulatory pricing environment are unlikely to have much impact. 
Such studies can only be expected to induce change when clear legislative 
and administrative direction specifies the need for such changes. Conse­
quently, we recommend elimination of both elements for a total savings 
of $85,200 and 3.3 personnel-years. . . 

Update of the California Transportation Plan. In light of the past his­
tory of the plan, an update is undesirable until better direction is provided. 
Therefore we recommend elimination of this element for a savings of 
$164,500 and 5.0 personnel-years. . 

Environmental Planning and Impact . . Consistent with our recommen­
dation to eliminate the pian element, the related preparation of an Envi­
ronmental Impact Report is unnecessary. We recommend deletion of this 
report for a savings of $46,400 and 0.8 personnel-years. 

Input to CAL TRANS Program Direction. This element is designed to 
translate the Policy Element for other governmental agencies and the 
private sector, and support implementation. Failure of the plan makes this 
program element unnecessary. We recommend deletion of this element 
for a savings of $132,000 .and 4.0 personnel-years.. ..' , 

Economic Analysis-Financial Planning. The purpose of this element 
is to provide accurate economic and financial information to the local and 
regional planners. We believe this function should be the job offinaneial 
management within the department and the districts. Thus, incorporation 
within the state planning process is redundant. We therefore recommend 
deletion of this element for a,savings of $115,500 and 3.5 personnel-years. 

Public Participation. This element for public participation in the state 
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planning process is unnecessary if our recommendation to eliminate the 
plan is followed. Consequently, we recommend elimination of thisele­
m~mt for a savings of $196,800 and 5.5 personnel-years. 

• I 

2. MASS, TRANSPORTATION 

The budget proposes an expenditure for the program of $17,152,466 
which is $2,870,531 or 20.1 percent above the estimated current year ex­
penditure of $14,281,935. Funding for 99.7 personnel-years is included 
which is an increase of 15.1 above the 84.6 personnel-years authorized in 
the current year. 

The substantial increase in proposed funding is primarily a result of 
including appropriations authorized by Chapter 1130, Statutes of 1975, and 
Chapter 1349, Statutes of 1976. The legislation appropriated $18.9 million 
over a four-year period and $7.2 million without regard to fiscal year from 
the Transportation Planning and Research Account. Funds will be utilized 
by the department for various transportation purposes including construc­
tion of pulic transportation passenger facilities, the purchase of railroad 
right-of-way and increased rail passenger services. The division budget 
includes $9,473,916 of the funding provided by the previous legislation 
which is $2,353,078 above the $7,120,838 provided in the current year. 

, State Role Undefined 

The stated purpose of the Mass Transportation Program is to increase 
the use of public transportation facilities. The department seeks to accom­
plish its stated purpose through programs described as (a) technical pro­
grams, (b) financial programs and (c) program administration. However~ 
in practice the division's program consists of two elements, i.e., local assist­
an~e and int~tregional public transportation services. In reality, because 
the' state has not defined its role in providing public transportation serv­
ices, the programs administered by the' department are, in many in­
stances, vague and do not represent endeavors which reflect any real 
degree of measurable benefits inpronioting the use of public transporta­
tion facilities. 

In "local assistance" matters the division coorclinates, provides technical 
assistance, performs data gathering and research, etc. However, the divi­
sion does not have any real leverage with local entities because of its 
inability to provide financial assistance in any meaningful way. Thus, the 
day-to-day operations of public transportation systems are basically a fed­
eral-Iocal·relationship. 

The program to develop "interregional" transportation facilities is a 
result of previous legislation which has provided funds for transportation 
services and facilities. However, these. activities are demonstration 
projects rather than continuing programs. 

The total program represents a conglomeration of numerous activities 
which do not have a central focus. 

Technical Programs 

We recommend the deletion of $388,150 (11.6 personnel-years) from 
the: Transportation Planning and Research Account proposed for transit 
research and related activities (Items 154 and 157). 
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Reductions are recommended for research .and related elements of the 
program that are (a) unnecessary, (b) the level of funding not justified 
or (c) represent a duplication of ~ffort. Individual recommendations fol-
low. . 

Training and Management Development. The objective of this ele­
ment is to develop transit training programs to meet the needs of agencies 
and operators involved in public transportation. 

This element represents a marginal effort which can be performed by 
transit operators from existing federal, state and local funds. In addition 
Chapter 1130, Statutes of 1975, appropriated $200,000 to the Institute of 
Transportation Studies to develdp training· and management programs. 
Additional funds are provided in at least three other elements of the 
division's program to support similar endeavors. We recommend deletion 
of $35,650 and 1.15 personnel-year. 

Labor Relations and Studies. The objective of this element is the col­
lection of data relating to public transportation labor relations and develop 
state policy which would allow operations to provide maximum service. 
However, little justification exists to develop such data at the state level. 
The operations function has ready access to such information and related 
trends from the American Public Transit Association. The department 
does not influence management-labor contract negotiations. In addition, 
$10,850 was expended by the department through an Urban Mass Trans­
portation Administration grant during the current year which documents 
trends in labor contracts. We recommend deletion of $6,200 and 0.2 per­
sonnel-year. 

Transit Equipment and Facilities Research. This element contains 
funds for the evaluation of bus bids. The objective of the element is to 
provide operators of small and medium buses with performance histories 
of transit equipment so that it may be considered in the evaluation of bids 
for the purchase of new buses. This represents a new division study in an 
area where the federal government has performed detailed studies and 
established bus standards in the past. The performance of buses, which are 
largely of standard design, is more of a function of maintenance effort on 
the part of operators than a function of design standards. We recommend 
deletion of $9,300 and 0.3 personnel years. 

Transit Service Research. The objective of this element is "to develop 
planning, design, level of service and evaluation criteria" for various types 
of public transp,Ortation services. The first activity (identified as Refer­
ence No. 15 in the division budget) represents a research eff()rt described 
in a very. generalized manner which would iriclude unspecified resyarch 
activity that may develop during the budget year. This activity has been 
supported in the past by federal research grant monies. However, the 
division has chosen to direct the federal funds to other research activities 
and support this element using all state funding. We recommend deletion 
of $68,000 and 2 personnel-years. 

The seventh activity (identified as Reference No. 16 in the div,ision 
budget) represents the continuation of an effort which is no longer sup_· 
ported by federal funds in the budget year. The activity was to develop 
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planning methods for small communities in order to facilitate the develop­
ment of transit systems. During the current year the division will 'have 
completed and printed a "Planning Method Guidebook". The division is 
now proposing the development of 'a self-instructional program to be 
administered for the benefit of district staff. In our view, the division 
should distribute the already prepared guidebook and not prolong an 
activity that will have questionable value. Other elements in the program 
support the development of public transportation in small communities. 
We'recommend the deletion of $88,000 and 2.6 personnel-years. 

Research Needs Identification and Monitoring. The objective of the 
element is to develop a research and demonstration program for the 
division through contacts with universities, the transit industry, and gov­
ernmental agencies. While data gathering is perhaps a useful ongoing 
function, we see no necessity to more than double the element in the 
budget year from $34,000 to $75,000. We recommend a reduction of $41,-
500 and 0.85 personnel-years which would continue the program at the 
current level. 

System Design Assistance. This element attempts to "assist communi­
ties to determine transit service alternatives which would meet their 
public transp'ortation needs and perform feasibility studies based on the 
alternatives." Transportation alternatives are now determined as part of 
regional transportation plans adopted by local entities pursuant to existing 
law. Funds are provided in other elements of the program to perform 
feasibility studies. This element represents a duplication of effort. We 
recommend deletion of $34,100 and 1.1 personnel-years. 

Transit Needs and Forecasting. The objective of this element is to 
develop educational material for schools. The element was initiated dur­
ing the 1975-76 fiscal year under an UMTA Technical Studies grant. In­
struction manuals have been developed and . the material has been 
distributed to school districts. The division proposes to continue theele­
ment utilizing only state funds. This would represent a marginal effort and 
constitutes an unnecessary continuation of a function that has already 
been accompli~hed. We recommend deletion of $15,500 and 0.5 personnel­
years. 

Low Mobility Group Needs and Program Development: The stat~d 
objective of this element is to encourage effective utilization of transit 
services by low mobility groups. There are extensive studies and regula­
tionsby both the Federal Highway Administration and UMTA relating to 
requirements for services to the elderly and handicapped and other low 
mobility groups. In addition, funds are provided in the Division of Trans­
portation Planning to fund a demonstration project to study the basic 
needs of the financially disadvantaged. An expenditure of funds in this 
element would represent a duplication of effort. We recommend deletion 
of $27,900 and 0.9 personnel-years. 

Feasibility Studies. The objective of this new element is to "develop 
a plan to facilitate the development of adequate and coordinated state­
wide intercity transportation systems". An expenditure of funds during 
the budget year is premature. The element would seek to integrate and 
coordinate elements of the California Transportation Plan and regional 
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plans. Although existing statutes mandated a state plan hyjanuary 1, 1976, 
no plan has· been adopted to date. Thus, to expend funds to facilitate the 
implementation of the plan is pr~mature.We recommend del~tionof 
$62,000 and 2.0 personnel-years. , 

Financial Programs 

We recoll1mend the deletion of $83, 700 (2.'7personnel-years) from the 
Transportation Planning and Research Account proposed for the adminis­
tration of state andfederal transit financial assistance program andrelated 
activities (Items 154 and 157}. 

. Financial Assistance to Low Population Areas. . Section 4 (c) of the Na­
, tional Mass Transportation Assistance Act of 1974 provides capital assist­
ance to areas with a population of 50,000 or less. There are 10 such areas 
in the state: Approximately $3.6 million will be available for these areas in 
the budget year. Funds are used primarily to assist local areas in the 
purchase of buses and related equipment. The division assists in the prepa-
ration and processing of funding applications. , , 

The department is requesting $108,500 to support 3.5 personnel-year:s to 
administer the program. ~owever, the budget was prepared' on the basis 
that Congress would approve legislation to extend the provisions of Sec­
tion 4 (c) to operating subsidies as well as capital expenses. The legislation 
failed passage late in the 1976 calendar yeai:'. By not extending the'provi­
sion to include operating expenses, the division can anticipate fewer and 
less complicated applications. , , 

We recommend a reduction of $46,500 and 1.5 personnel-years of the 
amount requested. .' 

Federal Aid Urban Program. Recent versions of the Federal Aid High­
way Act have provided approximately $90 million per year to urban areas 
for improvements to state and local road systems. The act also allows such 
funds to be expended for public transportation facilities at the option of 
local government. However, ve!'y little funding has been used for'public 
transit because the decision making process between the state and local 
entities is dominated by highway and road elements of the respective 
jurisdictions. The division is expending $9,300 and 0.30per~onnel-years in 
the current year to monitor the program. The division proposes to aug­
ment the program to $46,500 and 1.5 personnel-years to perform a higher 
effort in public transit advocacy. While this effort maybe laudible, little 
change will be accomplished in the' decision making process by com­
municating to districts within the department and local transit operations 
the fact that a transit improvement option exists. This is well kn9wn.1\t 
present, virtual control over the decision making process is exercised by 
the Local Assistance Unit of the Division of Highw;ays and,public works 
engineers at the local level. Thus, the division cannot realistically-expect 
any degree of change by virtue of increasing an advocacY'role. We recom­
mend a reduction of $37,200 and 1.2 personnel~years which would fund the 
program at the current year level. 
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3. AERONAUTICS 

Budget Pending Departmental Review 

We withhold recommendatioJ1on Items 152 and 159 pending receipt of 
Division 'of Aeronautics budget identified for "display purposes only': 

The current year Budget Act required the departmentto evaluate the 
effectiveness of the Aeronautics Program and report specific findings to 
the. Legislature. The department recently completed its report. 
. The budget document contains a proposed budget of $4,461,600 for 

"display purposes only". The department intends to review its findings 
and subsequently submit a budget for the program. We withhold recom­
mendation on Items 152 and 159 pending receipt of a revised budget. 

Business and Transportation Agency 

DEPARTMENT OF TRANSPORTATION 
FEDERAL H.IGHWAY ACT OF 1976 

Item 160 from the federal funds 
deposited inState Highway 
Account. Budget p. 349 

Requested 1977-78 ........................................................................... $105,400,000 
.Estimated 1976-77 .................................... ,........................................ 103,660,000 
Actual 1975-76 .................................................................................. 107,392,432 

Requested increase $1,740,000 (1.7 percent) 
Total recommended reduction .................................................... None 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval 
Chapter 1470, ·Statutes of 1974, requires that specified federal funds 

received pursuant to the Federal Highway Act of 1973 by the Department 
of Transportation and deposited in the State Highway Account must be 
appropriated' by the Legislature. Therefore, this item would appropriate 
$105,400,000 in federal funds for the following purposes: 

Highway Safety Improvements: 
(a) Local roads and highways ($7,400,000), 
(b) Grade crossing protection works ($8,000,000) $15,400,000 

Federal Urban Systems: 
(c) "Local roads and highways .................................................. 90,000,000 

Total Appropriation .................................................................. $105,400,000 
The Federal Urban System Program represents approximately 21 per­

cent of the total funds received by the state from the federal government 
for road improvements. The funds are apportioned on a population basis 
within the state to "urban areas" of 5,000 to 50,000 population and to 
"urbanized areas"with a population of 50,000 or more. The funds may be 
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expended for roads and highway projects on both the state road system 
or local road systems. , 

The Federal Highway Act of 1973 also provided a local option relative 
to the use of the Urban System funds. At the option of local government, 
the funds may be expended for public transportation projects, i.e., rail 
transit and bus transit in lieu of highway and road improvements. 

Business and Transportation Agency 

DEPARTMENT OF THE CALIFORNIA HIGHWAY PATROL. 

Item 161 from the Motor Vehi­
cle Account, State Transporta­
tion Fund Budget p. 374 

Requested 1977-78 ..............................•............................................ $207,616,054 
Estimated 1976-77............................................................................ 202,501,455 
Actual 1975-76 .................................................................................. 183,334,833 

Requested increase $5,114,599 (2.5 percent) 
Total recommended reduction .................................................... $1,304,519 

AW1~I'SjS 
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS pilgf' 

1. Helicopter ReplclCement. Reduce by $406,973. Recom- 277 
mend reduction of $114,973 to reconcile budgetary errors. 
Also recommend deletion of request for replacing one heli­
copter for a reduction of $292,000. 

2. Additional Overtime. Reduce by $150,000. Recommend 278 
reduction for increases in overtime because additional 
workload can be met with budgeted staffing. 

3. Reimbursements. Reduce by $155,190. Recommend re- 278 
duction because reimbursements for field operations serv-
ices are underestimated. 

4. Increased Salary Savings. Reduce by $111,672. Recom- 279 
mend budgeted salary savings be increased to reflect higher 
attrition rate in cadet training. Withhold additional recom­
mendations on salary savings pending determination of ap­
proved training schedule. 

5. Miuiltenance Worker Position. Reduce by $12,131. Recom- 282 
mend requested position be deleted because departmental 
justification is not substantiated. 

6. Academy Video Equipment. Reduce by $68,020. Recom- 283 
. mend denial of new video equipment because requested 

expenditure is not a high priority item. 
7. Building Mclintenance Services. Reduce by $116,671. Rec- 283 

ommend reduction because specified expenditures are un­
necessary or overstated. 
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8. Communications Maintenance. Reduce by $107,674. Rec- 284 
ommend reduction because contracted charges from De­
partment of General Services related to new 
communications equipment will riot be realized. 

9; Leasing of Patrol Facilities. Reduce by $133,388. Recom- 285 
mend reduction for overbudgeted lease payments. Also rec­
ommend that funds for increments in future leasing 
payments be held in reserve until new lease terms are estab­
lished and that unexpended funds be reverted to the Motor 
Vehicle Account, State Transportation Fund. 

10. Minor Capital Projects. Reduce by $42,800. Recommend 286 
reduction because proposed repairs and alterations have 
not been correctly budgeted. 

GENERAL PROGRAM STATEME!IIT 

The California Highway Patrol is primarily responsible for the safe and 
expeditious movement of people and goods along the California roadway 
system. To carry out this mission, the department is organized to imple­
ment two broad programs. The first is the control of vehicle traffic along 
legal roadways, which is accomplished by patrolling highways and enforc­
ing the Vehicle Code, aiding distressed and injured motorists, clearing 
roadway obstructions, investigating accidents, and assisting other law en­
forcement agencies as required. Highway Patrol traffic officers are de­
ployedalong the entire state freeway system and roads in unincorporated 
areas, and have authority to act on roads in incorporated areas, to meet 
program requirements. 

The enforcement and regulation of motor vehicles and equipment is the 
department's second broad program. Inspection of vehicles, commercial -
terminals, and retail outlets selling certain types of vehicle equipment are 
among the activitieli performed by both uniformed and nonuniformed 
personnel in this program. 

Other activities of the department include abandoned vehicle abate­
m~nt, vehicle theft investigation, and statewide traffic recordkeeping. 
Administrative support of all programs is based in the department's Sacra­
mento headquarters, which is linked to the eight division commands and 
95 area offices by a sophisticated communications network. 

ANALYSIS AND RECOMMENDATIONS 

The budget reflects an increase of $5,114,599, or 2.5 percent, in support 
from the Motor Vehicle Account, State Transportation Fund. Authorized 
positions are proposed to increase by 13.2 positions. 

SigQificant program changes included in the budget are (1) a pilot study 
to arialyze the effect of mobile radar units on traffic speed enforcement, 
(2) expansion of the school bus inspection program as piovidedby Chapter 
945, Statutes of 1976, (SB 2199) and (3) personnel for maintaining police 
protective equipment for uniformed patrol officers. Reduced activity in 
the abandoned vehicle abatement program is envisioned for the budget 
year because of limited revenues in the Abandoned Vehicle Trust Fund. 
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Impact of the Patrol Expenditures on Motor Vehicle Account 

The Motor Vehicle Account of the State Transportation Fund will pro­
vide over 99 percent of the revenues supporting the department's budget. 
The account's resources also fund activities of the Departments of Motor 
Vehicles and Justice, the Air Resources Board and other programs. Unal­
located revenues are annually transferred to the State Highway Account 
for expenditures of the Department of Transportation (CALTRANS). 
Department of Finance projections for the budget year indicate that funds 
will not be available for transfer to the State Highway Account in 1977-78. 

The California Highway Patrol absorbs the greatest proportion of mo­
nies in the Motor Vehicle Account among departments supported by the 
account. Chart 1 shows that over one-half of the account's resources will 
be applied to department expenditures in 1977-78. The chart also illus­
trates that CHPs share of available monies has increased by nearly 10 
percent since 1972-73. Continuation of this contribution rate of Motor 
Vehicle Accountfunds to patrol operations will intensify the already criti­
cal condition of the account. Support for CALTRANS in 1977-78 and for 
other departments in subsequent years will be sharply reduced or elimi­
natedif the patrol's share of available monies is not reduced or at least 
maintained at a constant proportion. . 

The department's budget is divided into four programs: Traffic Manage­
ment; Regulation and Inspection; Vehicle Ownership Security; and Ad­
ministrative Services. Administrative costs are prorated over the other 
three programs. 
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I. TRAFFIC MANAGEMENT 

Traffic management is the largest highway patrol program, accounting 
for $190,070,798 or 91.5 percent of the proposed budget. Approximately 
89.7 percent of the uniformed personnel and 41.8 percent of the nonuni­
formed personnel are included in this program. The department estimates 
that over 90 percent of the uniformed manpower in this program is used 
regularly on patrol duty, and that about 88 percent of an officer's time is 
spent in "on-sight" patrol with the balance consumed in report writing 
and court appearances. 

The Highway Patrol integrates four functions in the program: (1) acci­
dent control, (2) optimizing safe traffic flow, (3) protection and assistance 
to highway users, and (4) flight operations. Despite the apparent distinc~ 
tion between these elements, one traffic officer can perform the first three 
eleme.nts coincidentally during patrol. The time that a traffic officer 
spends on patrol and in conducting enforcement actions "(citations, warn­
ings, arrest) is included in the accident control program. Removal of 
roadway hazards and relieving traffic congestion are duties of optimizing 
traffic flow, and the rendering·of information to motorists is included in 
the protection and assistance function. 

In its flight operations component, the department currently deploys 
two helicopters which operate out of Los Angeles and San Francisco and 
four fixed-wing aircraft which patrol roadways in the areas of Sacramento, 
Barstow,Coalinga, and EI Centro. 

Program staffing and cost data are presented in Table 1. 

Table 1 

Traffic Management Staffing and Expenditure Data 

Percent ch'lI1ge Percent ch,lJ]ge 
Actwlf 
1975-76 

Program expenditures ........ $169,512,010 
Personnel-years 

Estimated 
1976-77 

$185,552,390 

Uniformed .......................... 4,1JT9.7 4,770.5 
:\onuniformed .................. 957.1 __ ---'-958.:....:..2 

Total program person· 
nel years ......................... . 5,936.8 5,728.7 

Radar Pilot Study 

OI'er Proposed 
pre.iolls year 1977-78 

9.5% $190,070,798 

(4.2%) 4,881.3 
945.5 

(3.5%) 5,826.8 

pre.iolls ye,lr 

2.4% 

2.3% 
Q.3%) 

1.7% 

Last year, the department's proposal to install 200 mobile radar units as 
a demonstration project was not approved by the Legislature. A scaled­
down experiment is proposed in the 1977-78 budget, with the purchase of 
27 radar units for a total cost of $62,100. The department indicates that the 
pilot project will take place in either San Diego or San Jose, to determine 
the impact of radar on speed enforcement within a specific area. 

According to the department, the application of radar offers several 
advantages. A traffic officer can be alerted almost instantaneously of ap­
proaching speed violators. Operation of the units will have minimal inter­
ference upon an officer's handling of the patrol car. The proposed 
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equipment has. the ability to measure vehicles approaching from either 
direction, with tracking ranges of up to 5,000 feet. 

We belie"e that the department should periodically report to the Joint 
Legislative Budget Committee and to the fiscal committees on results of 
radar deployment. We will monitor the program to determine the effec~ 
tiveness of radar use and the impact on manpower requirements. 

Helicopter Replacement. 

We recommend a reduction of $114,973 in operating expenses for the 
departments helicopter program to reconcile budgetary errors. 

We also recommend a reduction of $292,000 designated for replacement 
of one helicopter in the Los Angeles area because greater multiagency 
utilization of helicopters in this region will eliminate the need for two 
CHP aircraft. 

In its original budget requests, the patrol proposed to replace three 
helicopters, including one helicopter which crashed in June 1975. Ap­
proval was granted for replacement of two helicopters. However, only 
one-third of the operating expenses for the third aircraft was deleted in 
final budget figures. In a memorandum to our office, the department 
states that the remaining operating expenses intended for the third heli­
copter should be eliminated if the budget is to be correctly adjusted. 
Accordingly, werecommend a reduction of $69,973 to delete the incor­
rectly budgeted amount. 

The department also states that salvage values of the two heticopters to 
be replaced are not deducted from the budget request. Because we be­
lieve. that replacement of one of the two helicopters is not necessary, we 
recommend that the budget reflect the salvage value of one helicopter for 
a reduction in expenditures of $45,000. 

Need for Coordinated Activities. The replacement program for CHP 
helicopters includes two helicopters currently operated by the I patrol. 
During the current year, a third helicopter which crashed enroute to Los 
Angeles from Sacramento will also be replaced. In addition, the depart­
ment is seeking a federal grant to purchase a fourth helicopter to be 
operated in the Sacramento area on a demonstration basis. This helicopter 
will be utilized for general law enforcement by coordinating patrol activi­
ties with needs of local law enforcement agencies. The effectiveness of this 
multi-agency, multi-purpose utilization of a helicopter will be analyzed by 
the patrol as part of the experiment. 

In our report entitled Utilization of Helicopters by Publicly Funded 
Agencies in California, issued in January 1977 and required by Supplemen­
taryReport Language, we suggested that economic and effective use of 
helicopters requires agency and utilization coordination. We believe that 
the department's plans to deploy the federally-funded helicopter on an 
interagency and multiple purpose basis in the Sacramento area should 
result in greater benefits to the general public. 

Departmental plans to operate two helicopters in the Los Angeles area 
are not warranted in our judgment. Two factors contribute to this conclu­
sion. First, the Los Angeles region contains the greatest number of heli­
copters in the state. Within this area, we found that 72 helicopters, or over. 
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75 percent of the statewide total, are currently deployed by nonmilitary 
agencies with full year operations. Inclusion of military aircraft increases 
the total to 130 helicopters operating in and around Los Angeles. Rather 
than operating two helicopters in this region, we believe the patrol should 
coordinate with agencies currently operating helicopters in the region. 

Second, the agency has operated only one helicopter in Los Angeles for 
most of the current year. During 1975-76,the patrol transferr~d one of the 
two Los Angeles helicopters to Sacramento for a two-month experiment. 
In last year's Analysis, we stated that if the department was able to remove 
one of the Los Angeles-based aircraft, the need for deployment of two 
helicopters in the region was questionable. The fact that the department 
has apparently maintained adequate patrol support u~ing only one heli­
copter inLos Angeles during the current year indicates that an additional 
helicopter is not required. . 

We recommend that the patrol work closely with other agencies in the 
Los Angeles region to develop a coordination plan supplementing CHP 
helicopter activities. With increased multi-agency,multi~purposeutiliza­
ti<m, deployment of two helicopters by the patrol in Los Angeles IS not 
warranted. . 

Proposal for Additional Overtime 

We recommend a reduction of $150,000 for increases in overtime be­
cause additional workload can be met with budgeted staffiiig. 

In its budget, the department is requesting funding for 7.2 personnel~ 
years of overtime for its traffic officers. The additional overtime is associat­
ed with traffic enforcement for special events and certain climatic condi­
tions. 

Currently, the patrol has authority for 240 personnel,years of overtime 
for its uniformed officers. The majority of budgeted overtime is needed 
for time required beyond the end of a shift and for court appearances. In 
addition, the department has received federal funds in recent years for 
increased enforcement during holiday periods and for drunk driving con­
trol. 

We do not believe that this request for additional budgeted overtime 
represents a priority item considering the state of the Motor Vehicle 
Account. The patrol has been capable of satisfying extraordinary demands 
for its enforcement personnel in the past, and the need for an increase in 
budgeted overtime has not been established in our judgment. We there­
fore recommend a reduction of $150,000. 

Reimbursements Understated . 

We recommend a reduction of $155,190 in operating exp~nses because 
reimbursements for contracts, document sales, rentals, and other services 
are underestimated. .. . . 

In its field operations, the patrol receives reimbursements from various 
sources, including county repayment of salaries for patrolmen serving as 
school crossing guards, sale of documents, and funds recovered from 
manufacturers for warranty work. Table 2 presents a comparison of actual 
and estimated reimbursements for the past three years. 
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Table 2 

Actual and Estimated Reimbursements to Field Operations 

1973-74 through, 1975-76 

Actual reimbursements ............................................................. . 
Estimated reimbursements ....................................................... . 

1973-74 
$1,657,945 
1,592,000 

1974-75 
$1,392,050 
1,567,000 

1975-76 
SI,820,501 

1,622,700 
Percent, actual above 

estimated ............................ : .................................................. . 4.1% 8.0% .12.2% 

In its .line item budget, the department is projecting $1,939,872 in field 
operation reimbursements. Given the trend exhibited in the table, we 
believe that actual reimbursements willbe atleast 8 percent above this 
figure, or $2,095,062. Because increased reimbursements may be expected, 
we recommend that expenditures be reduced by $155,190, which is equal 
to the difference between our estimated reimbursement level and the 
amount budgeted by the department. 

Increased Salary. Savings 

We recommend a reduction of $111,672 because of expected increases 
in salary savings reflecting a higher attrition rate in cadet training. We 
withhold further recommendation on projected salary savings pending 
determination of the cadet training schedule at the new academy. 

Computation of projected salary savings for uniformed positions dur\ng 
the budget year is based on the filling of vacant positions by academy 
cadets. The department estimates that an attrition rate of 14 uniformed 
positions per month will be experienced during 1977-78. Training classes 
of 100 persons each will begin in July and November of 1977 and June 1978, 
thereby filling existing vacancies. 

In our judgment, salary savings for uniformed personnel has been un­
derstated for two reasons. First, the attrition rate experienced during 
calendar 1976, when no cadets were trained at the academy, was 15.6 
positions per ,month. Second, the rate used by the department does not 
incorporate the higher degree of attrition for cadets. Patrol projections 
estimate an 11 percent cadet separation rate, equal to 2.8 positions per 
month: Inclusion of these adjustments to the expected attrition rate. is 
presented in Table 3. 

Table 3 

Effect of Attrition Rate Adjustments to Salary Savings Projection 

Calendar 1976 monthly attrition rate (~o cadets trained) ................ , .............. . 
Department projections for monthly cadet separation rate, 1977-7ff.. ........... . 

,'. Total expected attrition per month .................................. : ............................. :. 
Less departinent estimate for monthly attrition rate, 1977-78 ......................... . 
Difference in estimated positions vacated per month ....................................... . 
Times a\:erage monthly salary'per uniformed position .... : ................................ . 

Monthly. salary sa\.ings for additional vacant. positions ............................. , ........ .. 

Estimated increase.in annual salary sa\ings, 1977-78 .......................................... . 

15.6 positions 
__ 2.8 positions 

18.4 positions 
-14.0 positions 

4.4 positions 
xS2,1l5 . 

$9,306 
X12 

Slll,672 
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The table indicates that an increased attrition rate of 4.4 positions per 
month during 1977-78 will result in higher salary savings of $111,672 dur­
ing the budget year. We therefore recommend a reduction in operating 
expenses by this amount. 

As previously noted, the department believes that the first cadet class 
will begin in July 1977. A final training schedule has not been approved 
~s yet, and any slippage in the estimated schedule may also affect salary 
savings. Accordingly, we withhold recommendation on further adjust­
ments to salary saving projections pending submission of a final cadet 
training schedule. 

II. REGULATION AND INSPECTION 

The regulation and inspection program includes nine different ele­
ments with net total expenditures in 1977-78 of $13,255,283 from the Motor 
Vehicle Account. The largest portion of proposed expenditures supports 
the commercial vehicle inspection and enforcement program, with a 
budget request of $8,312,629 or 62.7 percent of total program costs. The 
school pupil transportation safety element, which includes contracted 
crossing guard services at school zones, school bus driver certification, and 
school bus inspection, has the largest number of personnel. Proposed 
staffing for this element in 1977-78 contains 461.4 positions, of which 31.2 
positions are uniformed and 430.2 nonuniformed. 

Other program components include vehicle noise-reduction teams, 
aJ:jandoned vehicle abatement, regulation of special purpose vehicles, and 
other inspection and certification requirements. Table 4 shows staffing 
and cost data for the program. 

Table 4 
Regulation and Inspection Program Staffing and Expenditure Data 

Percent change Percent change 
Actual Estimated OI'er Proposed ol'er 
1975-76 1976-77 prelious year 1977-78 prel ious year 

Program expenditures $10,867,486 $12,805,367 17.8% $13,255,283 3.5% 
. Personnel-years 

Uniformed ................ 232.5 220.3 (5.2%) 227.8 3.4% 
Nonuniformed .......... 603.5 643.1 6.5 644.2 

Total program 
personnel-years .... 836.0 863.4 3.3% 872.0 1.0% 

Additional Positions (School Bus Inspection) 

In the School Pupil Transportation Safety element, 6 positions are re­
quested for expanded workload in school bus inspection. Chapter 945, 

. Statutes of 1976, (SB 2199) requires that buses operated by common carri­
ers, such as Greyhound Lines and Continental Trailways, be inspected by 
the department if the vehicles are used for school pupil transport. The bill 
appropriates $143,510 to fund 6 positions during 1976-77. 

The department's budget reflects continuation of this mandated pro­
gram through establishment of the 6 positions in 1977-78. Total cost for 
personnel and other operating expenses is estimated at $122,095. 

. -.'~-,: ". -.- .... -.. ~ 
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Abandoned Vehicle Trust Fund 

The abandoned vehicle abatement program is designed to remove 
abandoned vehicles from public and private property, excluding streets 
and 'highways~ The program is supported by the Abandoned Vehicle Trust 
Fund, which was established ,by Chapter 49, Statutes of 1973 through a 
one-time levy of $1.00 on vehicle registration fees. Additional revenues 
have ,been generated by the investment of surplus funds. As. of June 30, 
1976, the fund's balance was $11,414,933. . 

During 1976, two legislative actions significantly reduced the fund bal­
ance. First, Section 19.3 of the Budget Act of 1976 transferred $550,000 to 
the General Fund for development of a recreational trail by the Depart­
ment of Parks and Recreation. Second, Chapter 1229, Statutes of1976, (AB 
1923) transferred $7,800,000 to the State Highway Accouilt, State Trans­
portation Fund to partially fund highway construction and state matching 
of federal highway monies. Investments of unexpended balances are es­
timated to contribute $293,061 in the current year. 

The department estimates that expenditures of $2,066,651 will be offset 
by fund resources in the current year, leaving a balance of $1,291,343 for 
the budget year. With approximately $78,771 projected as revenue from 
fund inyestmentsin 1977-78, the forecasted available funds in the budget 
year equal $1,370,114. Because the total fund balance will be less than the 
level of support needed for continuation of current year activities, the 
department indicates that abandoned vehicle abatement activity will be 
reduced in the budget year. 

III. VEHICLE OWNERSHIP SECURITY 

This program contains the vehicle theft element, which assists in the 
recovery of stolen.vehicles, and the vehicle number identification compo­
nent, which identifies and renumbers vehicles whose identificationnum­
bers have been removed. The Highway Patrol had been designated as the 
coordinating agency for the Vehicle Theft Control Project, a federally­
funded program designed to reduce vehicle theft statewide through coop­
erationwith local law enforcement agencies. Federal funds for the project 
expired June 30, 1976 and current year appropriations reflect state funding 
for continuation of project activities within the vehicle theft program.! 

Cost and staffing data for the program are presented in Table 5. 

Program expendi-
hltes .................... 

. Personnel-vears 
Uniform~d .............. 
!':onuniformed ...... 

Total program 
personnel-years 

Table 5 

Vehicle Ownership Security Program 
Staffing and Expenditure Data 

. Percel1t ChilJ1ge 
.4ct1l1l1 Estil1wted OI'er 
1975-76 1976-77 preiiolls yeilr 

S2,9S5~337 $4,143,698 40.2% 

111.2 105.3 (S.3%) 
23.2 23.8 2.6 

134.4 129.1 (3.9%) 

Percel1t chill1ge 
Proposed (wer 
1977-78 preliolls yeilr 

84.289,973 3.5% 

108.1 2.7% 
23.S (1.3%) 

131.6 1.9% 
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IV. ADMINISTRATIVE. SUPPORT 

Proposed expenditures for admiriistrative suppo~t functions are estimat­
ed at $24,841,646, an increase of3.7 percent over current year estimates. 
Of the six program elements, administrative services proposes the greatest 
expenditure level with a budget request of $11,305,608 or 45.5 percent of 
the program total. Other program components are management and com­
mand, budget and fiscal management, operational planning and analysis, 
training, and the Statewide Integrated Traffic Records System. 

Administration costs are· prorated over the department's other three 
operating programs. Expenditure and staffing information for administra­
tive support is presented in Table 6. 

Table 6 
Administrative Support Program 
Staffing and Expenditure Data 

Percent change . Percent change 
Actual Estimated ol'er Proposed OI.·er 
1975-76 1976-77 prelious year 1977-78 prel ious year 

Program expenditures $21,014,004 $23,952,411 14.0% $24,841,646 3.7% 
Personnel-years 

Uniformed ................ 221.6 218.2 (1.5%) 223.7 2.5% 
Nonuniformed ........ 628.6 652.8 3.8 646.3 (1.0%) 

Total program 
personnel-years .... 850.2 871.0 2.4% 870.0 

Additional Positions (Administrative Services) 

Under court order the department must issue and maintain police pro­
tective equipment which was not previously provided to uniformed mem­
bers. Chapter 939, Statutes of 1976, (AB 4329) appropriates $762,000 from 
the Motor Vehicle Account for purchase of mandated equipment in the 
current year_ Equipment includes revolvers and revolver holsters, hand­
cuffs; and climate protection outfits such as rain gear, insulated boots, and 
foul weather caps. 

The patrol is requesting the a~dition of a warehouse worker and a 
gunsmith to its administrative services staff to support workload for issuing 
and maintaining equipment. Expenses associated with these positions to­
tal $33,808. 

Maintenance Worker Not Required 

We recommend deJetion of $12,131 for a maintenance worker position 
proposed for academy services because departmental justification is not 
substantiated' . 

A request for a maintenance worker at the new academy is proposed 
in the training budget. The department indicates that the positiohisfor 
automotive servicing requirements and observation duties at the acade­
my's high speed track. 

We do not believe this position isjustified for several reasons. First/final 
plans for construction of an observation tower at the test track have not 
been approved. Even if the tower is constructed, department staff has 
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indicated that observation. duties could be performed by academy 
trainees, instructors, or other personnel. 

. The department, in its argument for this position, states that certain 
automotive work performed by outside firms would. be avoided with the 
job's establishment. Personnel costs would be offset by savings in not using 
these outside vendors, according to the patrol. However, the new acade­
my includes modern automotive facilities such as a car wash rack, hoists, 
and lubrication and tire-changing equipment. We believe that the four 
existing positions related to automotive servicing at the academy can 
conduct basic servicing work as well as other duties. We therefore recom­
mend that this position be deleted for a reduction of $12,131 because the 
department's justification on the basis of observation duties and automo­
tive servicing requirements is not substantiated. 

Video Equipment 

We recommend a reduction of $68,020 requested for new video equip­
ment because this expenditure is not a high priority item. 

As part of its training program, the patrol uses film, slides, vide'o presen­
tations, and other visual aids. Equipment currently available at the acade­
my includes television monitors, rear projection screens, playback 
machines, video camera, and a taping studio. . 

In requesting new equipment for video presentations, the department 
indicates that its present equipment is obsolete or difficult to' handle. 
Other items were not included in the construction contract. For some of 
the requested items, justification is based on the department's statement 
that surveyed institutions with videotaping facilities could hot provide 
services to. the patrol on a daily basis. 
. In our judgment, new video equipment at the academy is not required 

at this tim~. First, we do not believe that the patrol requires daily use of 
videotaping facilities. Arrangements can be developed with educational 
institutions or other agencies with video equipment on an as-needed basis. 

Second, the need for video reception, taping, and additional playback 
equipment can be avoided with the rental or leasing of tapes and other 
material. Furthermore, with the installation of large rear-projection 
screens in the four largest classrooms, greater utilization of filmed material 
would appear more effective in course presentation. 

Finally, we believe that the equipment currently available can serve 
training needs adequately. It is our judgment that this request is a low 
priority item,' particularly when the limited resources of the Motor Vehi­
cle Account are considered. It is therefore recommended that the request 
for neW video equipment be denied. 

. Land and Buildings Main~enance Services 

We recommend a reduction of $116,671 in maintenance operating ex­
penses because specified expenditures are unnecessary or overstated. 
,.)I} the department's line item budget for land and buildings mainte-
nance services, expenditures totaling $765,617 are proposed for contractu­

;,al janitorial services, grounds maintenance, and painting and general 
. h.J.lilding maintenance. We believe that increases in janitorial and ground 
. Il).ain,tenance ~xpensesare overstated in relation to estimated cost in-
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creases shown in the Department of General Services' Price Book. Table 
7 presents the patrol's estimates for these costs as compared to expendi­
tures based on General Services' expected' increases. 

Table 7 

Comparison of Maintenance Costs, Patrol Estimates 
Versus Price Boo\< Projections 

Percent 
Estimated increase, 

1976-77 CHP budget 

1. Contractual janit-
orial services $419,547 18.0% 

2. Grounds mainte-
nance ............ 149,695 17.9 

Total ................................... : ........................ 

Percent 
. increase 

Proposed Price Book 
1977-78 estimate 

$494,856 6.5% 

176,561 5.5 

$671,417 

DifferelJce, 
CHP estiinates 

Projected less Price Book 
1977-78 projectiolJ 

$446,818 $48,038 

157,928 18,633 

$604,746 $66,671 

Application of Price Book cost estimates to current year expenditures 
illustrates that the department's budget for these services is apparently 
overstated by $66,671. Accordingly, we recommend a reduction in this 
amount. . 

The patrol has indicated that approximately $50,000 is proposed in its 
painting budget for repainting the interior of the department's headquar­
ters building. We find this expense to be unnecessary at this time, particu­
,larly because the building's interior does not exhibit significant wear or 
deterioration. In our judgment, delay of this request will not seriously 
affect the building's condition and we recommend deletion of this expend­
iture. With the inclusion of overstated amounts in janitorial and 
groundskeeping services, our recommendations for reductions in th~ land 
and buildings maintenance budget total $116,671. 

Communications Maintenance 

We recommend a reduction' of $107,674 in communications mainte­
, nance expenses because contracted charges from Department of General 
Servicesreiated to new cOJ;nmunications equipment will not be realized. 

Expenditures for maintenance performed by the Departmentdf Gen­
eral Services on the patrol's mobile, portable, personal and ()ther radio 

.. equipment is projected to increase by $383,985, or 28.5 percent above 
current year costs. Approximately $150,000 of this increase is based on 
maintenance of Citizen Band radios and specified network equipment. 
The remainIng increase results from an estimated 20 percent groWth in 

. serviCing costs, of which' 12 percent reflects salary incre;:lses \:\iith the 
remaining 8 percent attributable to expected equipni~nt and activity 
growth. 

In its projections furnished to General Services last year for computa­
tion of 1977-78 contractual charges, the department indicated that equip­
ment growth would occur because 200 radar units and an additiona~ 100 
mobile radio units would need maintenance services. However,'expendi­
tures for radar units were not approved by the Legislature in 197~77. 
Furthermore, discussions with the department staff indicate that no addi-
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tional mobile radio equipment is included in current year expenditures. 
We believe that contracted communications maintenance should re­

flect the lack of projected equipment additions. It is therefore recom­
mended that the 8 percent growth factor be eliminated for a reduction of 
$107,674. . 

Leasing of Patrol Facilities 

We recommend reductions totaling $133,388 for overbudgeted leasing. 
In addition, we recommend that future funds for increases in leasing 

expenses be held in reserve until new lease terms are established and 
expenditures are authorized. 

The patrol leases land, offices and other facilities at 80 locations. Monthly 
lease charges and lease expiration dates are presented in the department's 
line item budget. During the current year, lease arrangements for nine 
facilities either have or will expire. In discussions with personnel in the 
Division of Space Management; Department of General Services, we find 
that stated CHP lease terms for six facilities have been overestimated in 
the line item budget. The discrepancies are reviewed by facility below, 
along with recommended reductions. 

1. Buellton. Present lease terms, which expired on October 1976, re­
quire monthly payments of $700. The department in 1977-78 has budgeted 
for· a monthly rate of $3,200. Space Management personnel state that 
projected plans for build-to-suit construction at this site will probably not 
be approved, although the lessor may raise charges to $800 per month. We 
recommend a reduction of $2,400 in monthly charges, for an annual de­
crease of $28,800 in 1977-78. 

2. Coalinga. The department projects that new lease terms, upon ex­
piration of current terms in June 1977, will increase from the present 
monthly rate of $300 to $3,500 in 1977-78. Staff at General Services ha.s 
indicated that relit in 1977-78 for this office will probably not exceed 
$1,500 monthly, despite a potential build-to-suit arrangement with the 
lessor. To reflect the apparent overbudgeting of $2,000 per month, we 
recommend a reduction of $24,000 in this facility's rental fees for the 
budget year. 

3 .. Chico. A new lease, which begins in August 1977, has been made for 
this office. Budgeted monthly rates for 1977-78 equal $3,500. However, the 
terms provide for lease charges of $2,742 per month. Because one month's 
rental will continue at the present rate of $1,150 for July 1977, total lease 
costs for this facility in 1977-78 will be $31,312, as compared to the patrol's 
budgeted level of $42,000. A reduction of $10,688 is recommended to 
re.concile the overbudgeted amount. 

4. Mojave. Although the lease for this office will continue through 
December 1977 at $550 per month, the department has budgeted lease 
costs for all of 1977-78 at a higher monthly rate of $3,500. Thus, lease terms 
have been overbudgeted for the first six months of the budget year. We 
therefore recommend. a reduction of $17,700 to account for continuation 
of present lease costs for half of 1977-78. 

5. Santa Cruz. Lease terms for this area office will expire on June 30, 
1977, and the patrol has budgeted for a monthly rate of $4,000 for rent 
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charges in 1977-78. Space Management staff states that its best estimate 
for future charges at the Santa Cruz office will be $2,500 per month. 
Because the department has apparently overestimated rental of this office 

. by $1,500 per month in 1977-78, we recommend a reduction of $18,000. 
6. Trinity River. A new lease, with monthly charges of $150, will start 

as of May 1977. The department estimated in its budget monthly rent of 
$3,000. Lease terms for this office have seemingly been overstated by 
$2,850 per month, and it is recommended that the budget be reduced by 
$34,200 to account for this discrepancy. 

Recommended reductions thus total $133,388. 
Future Leasing Arrangements. The rental budget for CHP offices in­

cludes five facilities for which lease arrangements will expire during 
1977.,..78. The department has anticipated increased monthly charges for 
these leases, although final terms have not been approved. We recom­
mend that funding for increments in leases expiring during the hudget 
year, which total $27,518, be held in reserve. If department costs for the 
affected facilities do not increase, unexpended monies iri this reserve 
should revert to the Motor Vehicle Account, State Transportation Fund, 
rather than be available for other department expenditures. 

Table 8 illustrates adjustments to the leasing schedule for CHP offices 
for overbudgeting and establishment of a future lease reserve. 

Table 8 

Adjustments to CHP Rental Schedule-Buildings 

Current 
Annual 

Facilit}' Expenditure 
Blythe.................................................................. $4,200 
Bridgeport.......................................................... 3,996 
Buellton .............................................................. 8,400 
Chico .................................................................. 13,800 
Coalinga.............................................................. 3,600 
Indio .................... ................................................ 10,800 
Mojave ................................................................ 6,600 
Santa Cruz ........................................................ 7,584 
Trinity River .................................................... 1,550 
Ukiah .................................................................. 9,420 

ReseTl'e for 
Projected 
Increases 

$2,750 
1,503 

1,000 
17,700 

4,565 

Total............................................................ $69,950 $27,518 
Pr<?posed·CHP leasing expenditures ........ ~ .............................................. . 
Recommended reduction ........................................................................... . 
Recommended heid.in reserve ............................................... : ................ .. 

Adjusted line item total ........................................................................... . 

Minor Capital Projects 

$1,756,422 
-133,388 

(27,518) 

$1,623,034 

Ol'erhudgeted 
Amounts 

$28,800 
10,688 
24,000 

17,700 
18,000 
34,200 

We recommend a reduction of $42,800 for proposed repairs and altera­
tions because requested items have not been correc.tly budgeted 

Funds for various repairs and alterations to CHP field offices total $112,-
310. Of this amount, $12,000 is budgeted for unforeseen repairs and altera­
tions.· The department requests this funding because certain unexpected 
alterations may require immediate repair. 
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We do not believe thatthe patrol should fund for repair projects without 
substantiation. Unanticipated alteration needs can be supported through 
various budgeting mechanisms, including appropriation from Item 162 or 
augmentations as authorized by Section 28 of the Budget Act. We there­
fore recommend a reduction of $12,000 budgeted for unanticipated re­
pairs and alterations. 

Shift of Projects to Minor Capital Qutlay. Based on guidelines i~ the 
State Administrative Manual, we believe several of the requested repair 
and alteration projects should be reviewed as minor capital outlay re~ 
quests. We recommend that projects proposed for the following CHP 
offices be shifted to Item 393 where their priority can be reviewed in 
relation to other department proposals for minor· capital outlay: Gold 
Run~nlargment of storage area ($2,500); Sacramento-paving addition­
.al parking area ($7,200); South Los Angeles-construction of motorcycle 
shed ($12,000); East Los Angeles-construction for additional storage ($5,­
(00); Torrance Motor Transportation Facility-construction of chain link 
fencing and installation of cover for car wash rack ($4,100). With transfer 
of these projects to Item 393 for appropriate review, we recommend a 
reduction in expenditures of $30,800. 

Department of the California Highway Patrol 

DEFICIENCY PAYMENT 

Item 162 from the Motor Vehi­
cle Account, State Transporta­
tion Fund Budget p. 386 

Requested 1977-7.8 ......................................................................... . 
Total recommended reduction .................................................. .. 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 

$1,000,000 
None 

Section 42272 of the Vehicle Code prohibits the creation of deficiency 
payments in support of this department and it cannot obtain aid from the 
Emergency Fund. The Legislature, recognizing that emergencies could 
occur in a department of this size, provided, beginning with the Budget 
Act of 1957, an annual amount to fund unanticipated contingencies involv­
ing purchase and operation of patrol vehicles. 

In the Budget Act of 1972, the language restricting the authorization to 
vehicles only was removed. The appropriation may now be used for any 
approved deficiency. 

12-i51i3 
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Department of the California Highway Patrol 

ADVANCE PURCHASE AUTHORIZATION 

Item 163 from the Motor Vehi­
cle Account, State Transporta­
tion Fund Budget p. 386 

Requested 1977-78 ......................................................................... . 
Total recommended reduction ................................................... . 

$2,500,000 
None 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 
Because the automotive model year and the state's fiscal year do not 

coincide, the California Highway Patrol mllst on occasion order cars in one 
fiscal year for delivery in the next. This item provides the department with 
the authority to incur automotive purchase obligations up to $2,500~OOO in 
1977-78 for vehicles to be delivered in 1978-79. No funds have ever been 
expended under this procedure. It provides authorization only, with actu­
al expenditures made from the department's regular budget in the years 
affected. 

Business and Transportation Agency 

DEPARTMENT OF MOTOR VEHICLES 

Items 164-171 from various 
funds Budget p. 389 

Requested 1977-78 .......................................................................... $138,688,255 
Estimated 1976-77............................................................................ 130,973,413 
Actual 1975-76 .................................................................................. 114,032,533 

Requested increase $7,714,842 (5.9 percent) 
Total recommended reduction .................................................... $4,969,045 

1977-78 FUNDING BY ITEM AND SOURCE 
Analysis 

Item Description Fund Amount page 
164 Anatomical Donor Designation General $135,266 301 

and Petit Jury Selection 
165 Driver Licensing and Vehicle Reg- State Transportation 116,890,961 300 

istration Fund, Motor Vehicle and 
Account 301 

166 For Payment of Deficiencies for State Transportation (500,000) 311 
Appropriations Fund; Motor Vehicle 

Account 
167 Collection of Vehicle In-Lieu Taxes Transportation Tax 17,779,312 300 

Fund, Motor Vehicle Li-
cense Fee Account 

168 Environmental License Plate Issu- California Environmen- 1,233,259 306 
ance tal Protection Program 

Fund 



Items 163-171 BUSINESS AND TRANSPORTATION / 289 -

169 Bicycle License Tags Issuance State Bicycle License 34,365 
and Registration Fund 

170 Undocumented Vessels Registra- Harbors and Watercraft (1,115,092) 
tion Revolving Fund 

I7l Unpaid Parking Violations State Transportation 1,500,000 
Fund, Motor Vehicle 
Account 

$138,688,255 

SUMMARY OF MAJOR ISSUES AND, RECOMMENDATIONS 

1. Motor Vehicle Account Support of CLETS. Recommend 
department discuss justification of funding formula for Cali­
fornia Law Enforcement Telecommunications System 
(CLETS). Also recommend department justify mainte­
nance of Soundex system services for General Fund and 
local law enforcement agencies. 

2. Utilities. Reduce Item 165 by $163,434. Recommend re­
duction of amount over budgeted for utilities in field office 
operations. 

3. License Plates and Stickers. Reduce Item 165 by 
$323,619. Recommend reduction of amount overbudgeted' 
for pur.chase of license plates and registration stickers. 

4. Salary Savings. Reduce Item 165 by $466,198. Recom­
mend increase in estimated salary savings, allowing reduc­
tion In department support appropriation. 

,5. State Vehicles. Reduce Item 165 by $25, 741. Recommend 
reduction of amount overbudgeted for costs of operating 
state vehicles. 

6. Back Seat Drivers Program. Reduce Item 165 QY 
$151,528. Recommend deletion of support for depart~ 
ment's Back Seat Drivers/Public Panels Program. 

7. Information Fees. Reduce Item 165 by $391,000. Recom­
mend increase in reimbursements from sale of vehicle and 
driver's license information based on updated fees, allowing' 
reduction in department support appropriation. 

8. New Motor Vehicle Board. Withhold recommendation on 
support for New Motor Vehicle Board pending further in­
quiry. 

9. Compulsory Financial Responsibility Law., Reduce Item 
165 by $3,085,083. Recommend termination of depart­
ment'scompulsory financial responsibility program. 

10. Computer Projects. Withhold recommendation on four 
department computer projects until department has fin-
ished reassessment of proposals. ' 

11. Computer Issuance Study. Reduce Item 165 by 
$126,046. Recommend reduction in department request 
for additional personnel to study computer issuance of 
driver licenses and vehicle registrations. 

12. Minor Equipment. Reduce Item 165 by $93,031. Recom-

306 

306 

3fJ7 
and 
308 

Analysis 
page 

295 

297 

297 

297 
\ 

298 

298 

302 

304 

305 

308 

308 

'309 
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mend deletion of several minor equipment requests not 
required by department. 

13. Leasing Expenses. Reduce Item 165 by $47,(J()(). Recom- 309 
mend deletion of amount oyerbudgeted by department for 
field office leasing expenses. 

14. Repairs and Alterations. Reduce Item 165 by $81,365. 310 
Recommend reduction in expenses for minor repairs and 
alterations to eliminate unnecessary projects. 

15. New Field Office. Reduce Item 165 by $15,(J()(). Recom- 311 
mend deletion of request to establish new field office in 
Vacaville. 

(;ENERAL PROGRAM STATEMENT 

The Department of Motor Vehicles (DMV) is a major component of the 
Business and Transportation Agency designed to protect the public inter­
est and promote public safety on California's road and highway transporta­
tion system. To accomplish this the department is organized into six major 
divisions under its appointed director who by statute is responsible for 
administering and enforcing the provisions of the Vehicle Code relating 
to the department. These six divisions and their major program objectives 
are as follows: 

1. Vehicle Licensing and Titling-to protect the public's interest by 
identifying ownership through the process of vehicle registration. 

2. Driver Licensing and COQtrol-to promote safety on highways by 
. licensing and controlling drivers. 

3. Occupational Licensing and Regulation-to provide public protec­
tion by licensing and regulating occupations and businesses related to the 
manufacture, transportation, sale, and disposal of vehicles, and the instruc­
tion of drivers in safe operation on the highways. 

4. Compulsory Financial Responsibility-to provide a source of com­
pensation to those damaged and/or injured in automobile accidents 
through the Compulsory Financial Responsibility Law.' ' 

5. Associated Services-to provide services not directly related to mo­
tor vehicles or drivers' licensing to the public and to other state agencies 
as required by statute. 

6. Administration-to administer Vehicle Code provisions and stat­
utes, to provide departmental policy, and to provide management support 
services to all departmental programs. 

In order to perform these duties the department proposes the operation 
of 148 field offices in 14 districts throughout California and a central head­
quarters facility in Sacramento. The workload associated with these facili­
ties is projected at 7,593.5 personnel years in 1977-78 as compared to 
7,563.5 estimated in 1976-77, an increase of 0.4 percent. 

The department estimates it will proceSS a total of 17,219,500 vehicle 
registrations in the coming fiscal year and issue approximately 4,899,000 
drivers'licenses. The department will also maintain records on 14,668,000 
outstanding drivers' licenses, issue 446,460 identification cards, and proc­
ess 628,900 undocumented vessel registrations. These major workload in-



Items 16;3.;-171 BUSINESS AND TRANSPORTATION / 291 

dicators reflect a growth of less than 1 percent in vehicle 'registrations, 3.2 
percent in drivers' license issuance, 29.1 percent in identification card 
issuance, and 6.3 percent in undocumented vessel registrati?n. 

ANALYSIS AND RECOMMENDATIONS 

The Department of Motor Vehicles' proposed expenditures for 1977-78, 
will increase $7,714,842 (5.9 percent) over the current year for a total of 
$138,688,255. These figures do not include the additionai expel1diture of 
$169,200 in federal funds or reimbursements of $7,808,460 for services the 
department will provide to other agencies and the public. 

Expenditure totals and a breakdown by division are shown in Table 1 
which includes actual and estimated expenditures for the two previous 
years. Table 2 provides a detailed account of proposed changes over the 
current budget year. 

Table 1 
Department of Motor Vehicles 
Program Expenditure Summary 

.4ctual £ilimated Proposed Change from Percent 
1915-16 1!J76-T/ lm-1S 1!J76-T/ Change 

1. Vehicle Licensing and Titling .... $57,979,906 $66,130,862 $69,274,452 $3,143,590 4.8% 
2. Driver licensing and ControL .. 48,547,978 55,171,333 57,571,325 2,399,992 4.3 
3. Occupational Licensing and 

Regulation ................................ 6,880,199 8,237,849 8,247,901 10,052 0.1 
4. Compulsory Financial Responsi· 

bility Law ................................ 2,870,672 3,071,639 3,132,123 60,484 2.0 
5. Department of Motor Vehicles 

Associated Services ................ 5,798,604 6,399,708 6,940,114 540,406 8.4 
6. Administration-Distributed to 

Programs .................................. (10,699,820) (12,747,693) (12,658,762) (88,931) 0.7 
Chapter 53/73, Fire Damage-

Undistributed ...................... 232,352 
Chapter 1179/75, Unpaid Park· 

ing Violations-Undis· 
tributed .................................. 1,500,000 1,500,000 

Totals, Programs ........................ $122,312,711 $139,011,391 $146,665,915 $7,654,524 5.5% 
Less Reimbursements ................ -7,675,195 -7,584,549 -7,808,460 -223,911 
Less Federal Funds .................... -604,983 -453,429 -169,200 284,229 

Net Totals, Programs ........................ $114,032,533 $130,973,413 $138,688,255 $7,714,842 5.9% 

Table 2 
Summary of Budget Expenditure Changes from Current Year 

1. Personal Services Adjust· 
ments for Authorized 
Positions: 

a. Merit Salary Adjustment.. 

b. Salary Savings .................. .. 

c. Staff Benefits (Rate In-

. ',' '-,- .... ;-. "-"", ,. 
-.~-.-.. -~-----~--------- -

Revised" 
Proposed 

Revised 
Proposed 

r;~i}11~~~()l'etJ.;~rent I'.£'.3! 
PersoJ1J1el PersollIlel 

Years AmollJ1t Years AmollJ1t PerceJ1t 

7,732.1 $88,447,640 
7,732.1 $89,850,433 

-1,127,933 
-1,165,496 

$1,402,793 1.01 

-37,563 -0.03 
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crease & Increase for 
Merit Salary Adjust-
ment) ............................ Revised 19,079,357 

Proposed 20,672,459 1,593,102 1.15 

sub-Total ................................ Revised 7,732.1 8106,399,064 
Proposed 7,732.1 $109,357,396 ( $2,958,332) (2.13) 

2. Workload Adjustment: 
a. Costs Related to Changes 

in Authorized Posi-
tions .............................. Revised -189.2 -1,988,431 

Proposed -1B9.2 -2,375,335 -386,904 -0.28 
b. Changes to Operating Ex-

penses & Equipment 
not Related to 
Changes in Author-
ized Positions .............. Revised 34,387,314 

Proposed 37,464,462 3,077,148b 2.21 
(1) Workload ...................... (1,020,745) (0.73) 
(2) Price .............................. (2,056,403) (1.48) 

3. Minor Capital Outlay ............ Revised 109,450 
Proposed -109,450 -0.08 

4. Administrative Adjudication 
Project ......................... ; ...... Revised (1.7) (300,000) 

Proposed 2 50,000 2 50,000 0.04 
5. Unpaid Parking Violations .... Revised 

Proposed 1,500,000 1,500,000 1.08 
6. Trailer Coach Decals .............. Revised -2,399 

Proposed -21,852 -19,453 -0.01 
7. New DMV Facility in Vaca-

ville ................ ~ ................... Revised 
Proposed 0.3 15,000 0.3 15,000 0.01 

B. Computer Issuance Project .. Revised 
Proposed 11.7 220,520 11.7 220,520 0.16 

9. Computer Replacement 
Project ................................ Revised 

Proposed 158,306 158,306 0.11 
10. EDP Hardware Monitor ........ Revised 

Proposed 94,BI5 94,B15 0.07 
11. EDP Video Replacement... ... Revised 

Proposed -56,103 -56,103 -0.04 
12. New Statutes: 

a. Chap 63/76 (AB 164) 
Mobilehomes: Sale ...... Revised 

Proposed 2 33,520 2 33,520 0.02 
b. Chap 231/76 (AB 1582) 

Air Pollution: Oxides 
of Nitrogen Emission 
Devices: Exemptions Revised 

Proposed 0.9 9,803 0.9 9,803 0.01 
c. Chap 373/76 (AB 2852) 

Vehicle Dealers: 
Mobilehomes .............. Revised 

Proposed 19,859 19,859 0.01 
d. Ghap 931/76 (AB 3391) 

County Highways: Fi-
nanci~.l Aid .................. Revised -2.1 -21,054 

Proposed -5.9 ~72,337 -3.B -51,283 -0.04 
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e. Chap 619/76 (AB 3552) 
Vehicles: Licenses: 
Compromise Penal-
ties .................................. Revised -0.5 -15,~54 

Proposed -0.9 -30,794 -0.4 ~14,840 -0.01 
f. Chap 902/76 (AB 4(86) 

Vehicles: Salvage Cer-
tificates .......................... Revised 11.1 126,000 

Proposed 20.9 252,000 9.8 126,000 0.09 
g. Chap 1206/76 (AB 4093) 

Air Pollution: Motor 
Vehicles ........ : ............... Revised 

Proposed 1.8 21,116 1.8 21,116 0.02 
h. Chap 1284/76 (AB 4248) 

Vehicle Leasing .......... Revised 4.3 60,000 
Proposed 5.3 72,000 12,000 om 

i. Chap 691 176 (SB570) Part-
Time Employment .... Revised 2.1 37,600 

Proposed 2 32,336 -0.1 -5,264 
j. Chap 1097/76 (SB 15&5) 

Vehicles: Unlimited 
Parking: Disabled Per· 
sons .................................. Revised 

Proposed 2.1 27,996 2.1 ~7,996 0.02 
k. Chap 764/76 (SB 2033) 

Drivers' Licenses: Ap-
propriation to DMV 
for Study ...................... Revised 0.2 12,000 

Proposed -0.2 -12,000 -0.01 
I. Chap 945/76 (SB 2199) 

Schoolbuses .................. Revised 1.6 40,000 
Proposed 1 20,000 -0.6 -20,000 -0.01 

13. Zip Code Discount Process .. Revised 3.9 -132,199 
Proposed 4.4 -126,793 0.5 5,406 

TOTAL, GROSS EXPENDI-
TURES ...................................... Revised 7,563.5 $139,011,391 

Proposed 7,593.5 $146,665,915 30 $7,654,524 5.51 
Reimbursements ........................ Revised -7,584,549 

Proposed -7,808,460 -223,911 
Federal Funds .......................... ;. Revised -453,429 

Proposed -169,200 284,229 

Total, Net Expenditures ...... Revised 7,563.5 $130,973,413 
Proposed 7,593.5 $138,688,255 30 $7,714,842 5.9% 

a Revised-I976-77 Expenditures 
Proposed-1977-78 Budgeted 

b Includes Pro Rilta General Fiscal Administration Charges and workload increase of $955,906 and price 
increase of $204,653 for a total increase of $1,160,559. 

Department Work Force Stabilizes 

The Department of Motor Vehicles' budget request for· 1977-78 reflects 
an increase of 30 personnel years over revised 1976-77 figures. This in­
crease (0.4 percent) is the smallest in recent years for the department. 
Total personnel-years grew from 6,055.9 in 1970-71 to an estimated 7,563.5 
in 1976-77, a six-year increase of 25 percent. This growth was the subject 
of considerable discussion during hearings on the 1976-77 Budget Bill. 
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In a supplemental analysis prepared for hearings on the department's 
1976-77 budget we recommended the reduction ofl36 personnel-years for 
a savings of $1,460,000. This recommendation was based on the fact that 
the Management and Reporting Control System (MARC) which the de­
partment used to estimate its work force requirements had not been 
maintained. In failing to update production time standards to reflect im­
proved work processes, a serious question arose as to whether previous 
department personnel requests had been inflated. Our review concluded 
that the department was overstaffed and in need of improved efficiency. 
The Legislature accepted our recommendation and reduced DMV's 
budget request by 136 personnel years. 

Department RequestsAdjustment. Early in the 1976-77 fiscal year, the 
department requested a net reduction in its staff of 168.6 personnel years 
below the level authorized in the Budget Act of 1976. No personnel in­
crease is requested for 1977-78 other than for legislation enacted in 1976. 
The department took this position in view of continuing problems with 
the MARC system and its decision to increase efforts at streamlining oper­
ations. 

According to department management, DMV is attempting to level 
workload and update MARC so that reliable estimates of support require­
ments might be produced. DMV has solicited the help of state ~nd private 
consultants in pursuing these objectives. The department also reports a 
review has begun of every department work process in an effort to elimi­
nate duplication of functions and personnel. 

We believe it premature to comment on the department's efforts until 
they have been implemented and tested. A continuing need exists to 
resolve problems within the department, especially in the areas of limiting 
work force requirements and improving methods of handling growing 
paperwork. Also, there is a requirement for greater coordination among 
department management to insure that all parts of the department pursue 
the same basic goals and long-term objectives. 

Motor Vehicle Account 

Support for the department comes from a variety of special funds with 
most appropriations originating in the Motor Vehicle Account, State 
Transportation Fund and the Motor Vehicle License Fee Acc01,mt, Trans­
portation Tax Fund. As discussed in the 1976-77 Analysis, appropriations 
to DMV from the two funds have grown faster than the resources in the 
funds. Chart 1 shows that the department's share of Motor Vehicle Ac­
count resources has grown considerably over the past six years. The same 
situation exists with regard to Highway Patrol support from this account 
as discussed under Item 161. The result has been a precipitous decline in 
the amount of surplus revenue available for transfer to the Department 
of Transportation as shown in Chart 1. For these reasons we recommend­
ed in last year's Analysis that DMV study (1) its outdated fee structure, 
and (2) ways to improve its program planning, budgeting, and control 
functions. We expect completion of these studies on April 1, 1977. 
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Justification of Motor Vehicle Account Support 

We recommend that the departmentjf-,stify the current Motor Vehicle 
Account support of CLETS and the Soundex file. . 

Cost of CLET5. The California Law Enforcement Telecommunica­
tions System (CLETS) is a computer-based data network which links local 
law enforcement agencies to certain Department of Justice and Depart­
ment of Motor Vehicles data files. In another discussion (Item 41) we note 
that the costs of CLETS message traffic attributable to DMV files and the 
stolen vehicle file are charged to the Motor Vehicle Account. These 
charges have grown from $3.8 million in 1975-76 to an estimated $5.2 
million in 1977"'-78. This growth and the deteriorating status of the Motor 
Vehicle Account raise questions concerning the justification for this sup­
port of CLETS. We asked the Department of Motor Vehicles and the 
Department of Justice in December 1976 to provide justification for this 
support arrangement. Thus far we have not received satisfactory answers. 

Soundex Operation. Another questionable use of Motor Vehicle Ac­
count funds is the support of DMV's Soundex file. This is a manual hard 
copy file based on driver's names and a sound coding system which 
theoretically contains drivers license information identical to that stored 
ill'department computers. Information supplied by the department indi­
cates that only 5 percent of inquiries to the file are attributable to DMV. 
Another 15 percent are attributable to various state agencies with the 
remaining 80 percent attributable to Department of Justice and local iaw 
enforcement requests for "mug shots." It is not known whether these 
latter requests are motor vehicle related. 

We believe the department should be prepared to discuss continued 
Motor Vehicle Account support of this service and the question of General 
Fund support of these activities in the upcoming budget hearings. 
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Reduction in Utilities for Facilities Operations . 

We recommend that Item 165 be reduced by $163,434 in the amount 
budgeted for increased utJlities costs. 

In projecting its expenditures for electrical and heating charges the 
department significantly overstated the support which will be required in 
the coming year. Our examination of department needs revealed discrep­
ancies in budgeting for increased utility expenses. Unit costs for electrical 
charges fluctuated significantly from one location to another. We reported 
these discrepancies to DMV which agrees its proposal can be revised 
downward by $145,432. 

In addition, we believe another $18,002 should be deleted from the 
amount budgeted for increased electrical rates. The department calculat­
ed its increase at 38 percent above actual 1975-76 expenditures while the 
Department of Finance's price letter estimated only a 35 percent increase 
in 1977-78 over actual 1975-76 figures. We have allowed for a 36 percent 
increase in electricity costs over actual 1975-76 figures and recommend 
the difference {)f $18,002 be deleted. 

Revised Cost of License Plates and Stickli/rs 

We recommend a reduction of $323,619 in Item 165 for the purchase of 
license plates, tabs, and stickers. 

A major component of the department's materials cost in any fiscal year 
is the amount it must pay for license plates, stickers, and tabs. These 
materials are purchased by DMV from correctional industries which de­
termine the prices for production and delivery. In preparing its budget for 
1977-78, DMV obtained cost estimates for these items from California 
Correctional Industries at a time when material costs were relatively 
unstable and difficult to project. These estimates indicated costs might rise 
by 20 percent in tl:J.e coming year and DMV budgeted accordingly. 

Revised Estimates. Our inquiry to California Correctional Industries 
showed that the rate of increase in materials costs has slowed noticeably. 
Instead of a 20 percent increase, revised estimates now predict a max­
imum increase of 10 percent in the cost of plates, tabs, and stickers. There­
fore, we have recalculated the department's need based on the new prices 
and find that a reduction of $323,619 is possible in this category. 

Salary Savings Can Be Increased 

We recommend a reduction of $466,198 in Item 165 to reflect increased 
salary sa vings in the departmen,t 5 budget. 

In preparing a budget for each fiscal year all departments must include 
a figure for proposed salary savings. Such savings are expected to accrue 
due to vacant positions, leaves of absence, turnover, delays in filling posi­
tions, and the refilling of positions at the minimum salary range. The State 
Administrative Manual (SAM) requires that the amount of such savings 
be estimated according to past experience in filling vacancies and expect­
ed turnover and employment conditions in the coming year. Consequent­
ly, the rate and amount of salary savings.varies among departments and 
agencies, reflecting the conditions peculiar to each. 

DMV Experience. In recent years, the Department of Motor Vehicles 
has estimated salary savings at approximately 1.1 to 1.3 percent of, total 
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salaries. This has produced an estimated savings figure slightly in excess 
of $1 million for the current and budget years. An examination of depart­
ment salary savings for the years 1970-71 to 1975-76 indicates that actual 
savings greatly exceeded department forecasts each year. 

Table 3 cc;>mpares personal services savings with the salary, savings fig­
ures which have been proposed in the department's budgets. For the 
years surveyed, actual savings exceeded estimated savings by margins of 
43 percent to 4&> percent, averaging 167.1 percent for the six years. In 
dollar amounts, actual savings exceeded estimated savings by a total of 
$10,466,471. 

New Salary Savings Estimate.· Based on the historical data in Table 3 
and the department's high employee turnover rate, we believe the es­
timated salary savings can be increased by at least $466,198 (40 percent). 
Therefore, we recommend that department salary savings be increased to 
a total of $1,631;694, allowing a reduction in Motor Vehicle Account sup­
port of $466,198. 

Cost of Operating State Vehicles 

We recommend a reduction of $25, 741 in Item 165 for the cost of operat­
ing state vehicles. 

In performing its work and assigned responsibilities the department 
uses state-owned automobiles and trucks. In calculating the operating 
costs of these vehicles the department used estimates from the Depart­
ment of General Services on the price of fuel, leasing, and maintenance 
services. Our review of these price estimates suggested that they were too 
high. New estimates from the Department of Finance and Department of 
General Services produced lower figures f.ar fuel cost calculations which 
we passed on to the DMV. Revised calculations by the department can 
result in a reduction of $25,741 in the amount budgeted. 

Back Seat Drivers/Public Panels Program 

We recommend that $151,528 be deleted from Item 165 to eliminate 
funding for the department's Back Seat Drivers/Public Panels Program. 

During the current year the department inaugurat~d a Back Seat Driv­
ers Program through the recruitment and formation of public panels 
around the state. The program was initiated to involve the public in 
formulating DMV policies and procedures and to extend the department's 
role in the communities in which its facilities are located. 

Department representatives sent to panel meetings were to act as com­
munity "goc;>dwill ambassadors" and gather suggestions from the 80 "grass 
roots" organizations. This information was to be passed on to program 
headquarters in Sacramento for review and possible action by the depart­
ment director. Approved suggestions and/or policy changes would then 
be implemented in DMV field offices where appropriate. 

Program Operations. Approximately 89 panels currently exist 
throughout the state. They vary in size from 6 to 15 members. Panels meet 
monthly for two hours with three DMV employees in attendance, usually 
the office manager, a driver improvement analyst, and an investigator. 



Table 3 
Savings in Personal Services. Department of Motor Vehicles 

1970-71 1971-72 197~73 1973-74 
Proposed Salary Savings ...................................................................... $2,778,000 $519,000 $572,000 $669,500 
Personal Services· Savings Reverted to Motor Vehicle Account 3,989,266 2,173,265 1,186,528 1,161,746 
Additional Amount Reverted .............................................................. .1,211,266 1,654,265 614,528 492,246 
Additional Reversion As Percent of Proposed Salary Savings .... +43.6% +318.7% +107.4% +73.5% 
a Includes salaries, wages, and benefits. 

1974-75 197~76 

$739,965 $971,000 
4,335,233 3,849,898 
3,595,268 2,878,898 
+485.8% +296.4% 

Totals 
$6,249,465 
16,695,936 
10,466,471 
+167.1% 
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Department employees are paid for their time either through compensat­
ing time off (eTO) or an equivalent reduction in regular work hours. 
Public members volunteer their time. 

While the program is designed to elicit community concerns regarding 
DMV operations and policies, it appears that panel agendas are largely 
shaped in the Sacramento headquarters. Printed materials, suggested is­
sues, and meeting outlines are sent to panel coordinators from Sacra­
mento. Panel members vote on topics provided by the department but are 
permitted to control the "local agenda" portion of the meetings. 

Panel members represent a cross-section of their community although 
original participants were recruited and selected by the department. 

Program Effectiveness. Each panel determines its objectives and 
methods for evaluating progress. Discussions with department employees 
suggest that some of the panel proposals actually reduce productivity 
while increasing demands for services. 

No Legislative Review. The Back Seat Drivers Program was estab­
lished administratively and has not been reviewed by the Legislature. The 
program does not appear in the department's budget because the DMV 
proposes to use existing positions and resources to operate and fund it. In 
our opinion a program of this size and orientation should have been pre­
sented to the Legislature for review. 

Because the program is not displayed in budget materials, its operating 
costs are not readily available. However, based on our analysis, it appears 
that direct costs for the program's headquarters unit are approximately 
$40,000 annually. Additional eTO charged to the program is projected at 
nearly 14,000 hours annually. Because this eTO accrues to relatively high­
salaried department employees, we estimate its value at approximately 
$111,500 over an entire year. Together, these charges total over $151,000 
a year. 

Program Should be Discontinued We believe the department's effort 
in this program to enhance its public image and improve its services by 
developing community group input exceeds its responsibilities. Alterna­
tives exist which could accomplish the program's goals without additional 
expenditure of public funds. The 7,500 department employees offer a far 
superior reservoir of "good will ambassadors" and channels for input. 
Suggestion boxes placed in field offices may provide the same recommen­
dations now provided through the local agenda portion of panel meetings. 
Also, the state Merit Award Board already pays cash bonuses to employees 
who improve operations. . 

We recommend the department's budget be reduced by the amount 
spent on this program. 

I. VEHICLE LICENSING AND TITLING 

The vehicle licensing and titling program has been established to (1) 
register vehicles and establish ownership records, (2) collect in-lieu taxes, 
weight fees, and registration fees, and (3) provide vehicle registration 
information. 

The department estimates that this program will process 2,118,000 origi-
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nal and 14,839,000 renewal registrations in 1977-78 while collecting ap­
proximately $803 million in revenues. Support for this program is budget­
ed at $69,274,452, an increase Qf $3,143,590 (4.7 percent) over 197~77 
totak (Items 165 and 167.) 

Program elements and activities are summarized in Tables' 4 and 5, 
respecti vel y. 

Progmm Elemel1ts 
Vehicle Licensing .................. .. 
Vehicle fee collection ............. . 
Vehicle record maintenance .. 
Vehicle information ................. . 
Administration distribution ... . 

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

Table 4 

Vehicle Licensing. Program Inputs 

Persol1l1el ,"ears 
1976-77 1977:78 i;flliiige 

1,767.1 1,811.6 2.5% 
1,048.9 1,055.2 0.6 

358.0 347.2 - 1.3 
186.7 185.3 -0.7 
307.2 293.3 -4.5 

3,667.9 3,692.6 0.7% 

Table 5 

. .. ?rogramCosts 
1976-77 1977-78 

$30,851,576 $32,869,358 
20,785,906 21,726,130 
5,803,571 5,855,091 
2,851,618 2,931,926 
5,838,191 5,861,947 

$66,130,862 $69,274,452 

Vehicle Licensing. Program Outputs 

Prognun Actilities 
Vehicle ~egistration ............................................................... . 
Fees, Motor Vehicle Account ............................................. . 
Fees, Motor Vehicle License Fee Account... .................. . 
Fee requests-item count ................................................... . 
Fee requests-income ......................... : ............................... . 
Records produced for private companies ....................... . 
Records for private companies-income ......................... . 

1976-77 
17,171,500 

$351,757,000 
$423,000,000 

976,000 
$761,000 

12,782,000 
$320,000 

1977-78 
17,219,500 

$359,721,600 
$444,000,000 

1,029,000 
$804,000 

13,097,000 
$327,000 

II. DRIVER LICENSING AND CONTROL 

'Chill1ge 
6.5% 
4.5 
0.9 
2.8 
0.4 
4.7% 

Chal1ge 
0.3% 
2.3 
5.0 
5.4 
5.6 
2.5 
2.2 

This program is designed to promote the public's maximum use of the 
road and highway system while minimizing exposure to injury, death, or 
property loss. These goals are achieved through the activities of licensing 
drivers, promoting safe driving practices, and exercising control over driv­
ers who have mental or physical impairments or have been judged to be 
unsafe. Operations include providing anatomical donor stickers with 
driver's licenses and identification cards and furnishing information to 
county jury commissioners to expand potential jury populations. 

During the 1977-78 budget year this program is expected to process 
4,134,000 original and renewal driver's licenses while maintaining records 
on 14,668,000 outstanding licenses. An estimated 446,460 identification 
cards will also be issued through the program. The department's support 
request is $57,571,325, an increase of 4.3 percent over the current year. 
(Items 164 and 165.) 

Program inputs and outputs are shown in Tables 6 and 7, respectively. 
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Table 6 

Driver Licensing. Program Inputs 

Items 163-171 

Personnel Years Program. Costs 
Progmm Elements 1976.-77 j9tt:.ts i9tff-fl Change Change 
Driver's license issu-

ance .......................... 1,591.8 1,619.6 1.7% $30,683,403 
Post licensing control .. 767.8 .767 -0.1 13,794,366 
Certificate issuance ...... 13.9 12.9 -7.2 317,465 
Information services .... 292.5 294.7 0.9 5,091,102 
Administration distri-

bution ...................... 274.1 252.2 -8.0 5,284,997 -- --
Totals ........................ 2,940.1 2,946.4 0.2% $55,171,333 

Table 7 

Program,4clililies 

Driver Licensing. Program Outputs 

1976-77 
Driver's licenses issued ....................................................... . 
Driver's license fees ............................................................. . 
Post licensing control 

Warning letters sent ........................................................ . 
Persons called to group meetings ............................... . 
Reexaminations and hearings ............... , ....................... . 
Licenses suspended or revoked ................................... . 
Licenses reinstated ........................................................... . 

Special operators certificates issued ............................... . 
Information requests ........................................................... . 
Information fees ................................................................... . 

Information Fees 

4,786,000 
$15,250,000 

116,500 
SO,OOO 
ffl,900 

186,350 
143,000 
19,100 

7,981,000 
$4,358,000 

1977-78 

$32,394,227 
14,329,146 

308,699 
5,383,342 

5,155,911 
$57,571,325 . 

1977-78 
4,899,000 

$15,900,000 

119,900 
52,000 
90,700 

192,100 
147,000 
17,400 

8,214,000 
$4,4&5,000 

5.6% 
3.9 

-2.8 
5.7 

-2.4 

4.3% 

Change 
2.4% 
4.3 

2.9 
4.0 
3.2 
4;6 
2.7 

-8.9 
2.9 
2.9 

We recommend (1) the department increase by 20 percent its fees for 
vehicle and driver's license information and (2) a reduction of $391,000 in 
Item 165 to offset the fee increase. 

Sections 1808 and 1810 of the Vehicle Code provide that the department 
may sell certain information from its records at a charge sufficient to 
recover the cost incurred in providing it. The charge for this information 
is determined administratively and is the responsibility of the depart­
ment's director. 

Rates Need Adjustment. The department last adjusted its information 
charges in early 1975, when they were increased approximately 20 per­
cent. Rates have remained static but operational and materials costs have 
continued to rise. In: order to keep pace with these inflationary trends, 
charges for vehicle and driver's license information should be increased 
approximately 20 percent in 1977-78. This increase would mean that infor­
mation requests which now cost $.50 would rise to $.60 while $.75 charges 
would increase to approximately $.90. The adjustment of rates to their 
proper level should generate an additional $391,000 in information fees. 
This amount would represent increased reimbursements to the depart­
ment and permit an equal reduction in its support from the Motor Vehicle 
Account. 

In our calculations we have allowed for a possible reduction in the 
number of requests due to the rate increase. However, because nearly 1111 
such requests are made by insurance and other bonded companies, we 
believe demand for these services will remain relatively stable. 
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Post Licensing Control Reporting and Evaluation System 

The purpose of the post-licensing control program is to promote high­
way safety through identification of drivers whose qualifications for reten­
tion of their drivers license are questionable and determination of the 
extent of the potential hazard associated with allowing the driver to retain 
the driving privilege. The program also effects corrective actions to allevi­
ate the condition which creates the hazard such as limiting the driving 
privilege, or eliminating the hazard by removing the "problem" driver 
from the road. 

Given the substantial efforts devoted by the department to the post­
licensing control program, our office and the department agreed that a 
system ofreporting and evaluating the program's effectiveness was essen­
tial. To this end, the department has conducted a series of studies and has 
been engaged in the design of an automated reporting system during the 
last four years. Much of this effort has been funded with a grant obtained 
under a provision of the federal Highway Safety Act of 1966. 

A report on the implementation of this system was submitted to the 
Legislature in June 1976. It contained preliminary findings on the effec­
tiveness of the negligent operator portion of the post-licensing control 
program. These findings indicate some program effectiveness in reducing 
accidents and traffic violations. However, the effects appear relatively 
small and short-lived. For example, the report estimates that post-licens­
ing control saved up to 1,500 accidents in 1975. This reduction is small 
when compared to the annual total of 500,000 accidents statewide. Also, 
positive effects from program'treatments appear to dissipate after several 
months. 

Although these findings were based on preliminary data and are subject 
to refinement as the reporting system is fine-tuned, questions exist as to 
the value of both.certain treatments and the entire program. We will 
continue to monitor the program and make appropriate recommenda­
tions in the 1978-79 Analysis of the Budget Bill. 

III. OCCUPATIONAL LICENSING AND REGULATION 

The department provides consumer protection to the motoring public 
through its occupational licenSing and regulation program. Thisprotec­
tion is realized through the program's regulation of persons and firms 
engaged in the manufacture, transportation, sale, distribution, and dis­
mantling of vehicles. The program also serves as a means of remedial or 
recovery action for victims of financial loss. 

Support for this program is budgeted at $8,247,901 for 1977-:-78, an in­
crease of $10,052 (0.1 percent) over the current year. Workload will de­
crease 11.5 personnel years in the budget year' (Item 165). 

Program inputs and outputs are presented in Tables 8 and 9, respective­
ly. 
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Table 8 

Items 163-171 

Occupational Licensing. Program Inputs 

Personnel Ye,/rs Progmm Costs 
Progrum Elements 1976-77 1977-78 Ckll1ge 

-13.3% 
2.3 

-2.8 

1976-77 1977-78 . 
Occupational licensing ................... . 115.1 99.8 $2,237,256 $2,029,407 
Occupational regulation ............... . 218.4 223.5 5,160,827 5,365,715 
Administration distribution ........... . 46.2 44.9 839,766 852,779 

Totals ............................................. . 379.7 368.2 -3.0% $8,237,849 $8,247,90 I 

Table 9 

Occupational Licensing. Program Outputs 

Progmm Actilites 
Business licenses issued ....................................................... . 
Business license fees •............................................................ 
Salesperson licenses issued ................................................. . 
Salesperson license fees ..................................................... . 
Driving instructor licenses issued ..................................... . 
Driving school and instructor license fees ..................... . 
Complaints against licensees ............................................. . 
Administrative reviews and actions ................................. . 
Administrative service fees ............................................... . 
New Motor Vehicle Board fees ......................................... . 

New Motor Vehicle Board 

1976-77 
19,840 

$1,041,000 
31,860 

$760,000 
1,595 

$45,000 
16,800 
3,140 

$1,887,000 
$250,000 

1977-78 
20,680 

$1,093,000 
26,840 

$651,200 
1,730 

$56,000 
20,200 
3,010 

$1,887,000 
$250,000 

Ch;lI1ge 
-9.3% 

4.0 
1.5 

0.1 % 

Ch;ll1ge 
4.2% 
5.0 

-15.8 
-14.3 

8.5 
24.4 
20.2 

-4.1 

We withhold recommendation on support for the New Motor Vehicle 
Board pending further examination of the board's operations and respon­
sibilities. 

Chapter 1397, Statutes of 1967, established the New Motor Vehicle 
Board as a regulatory body to hear appeals from actions taken by the 
Department of Motor Vehicles against new motor vehicle dealers. Legisla­
tion in 1973 (Chapter 996) expanded the board's jurisdiction to include 
handling of consumer complaints against dealers and the resolution of 
disagreements between dealers and manufacturers in addition to its ap­
peal responsibilities. The board's workload shows the greatest number of 
cases falling under the consumer complaint category. Cases falling under 
the appeals and protest categories, however, tend to be the more complex, 
expensive, and now controversial matters conducted by the board. 

In last year's Analysis, we reported on a dispute between the Depart­
ment of Motor Vehicles and the New Motor Vehicle Board regarding the 
board's role and the amount of its budget. At that time we recommended 
special legislative review to resolve the controversy. Although funding for 
the board was approved, the dispute over its responsibilities was not re­
solved. 

Recently, questions have arisen over several of these same issues and 
others as well. We have not completed our review of these issues arid 
therefore, are withholding recommendation on the board's budget. We 
will submit our findings to the fiscal committees during hearings on the 
department's budget. 

IV. COMPULSORY FINANCIAL RESPONSIBILITY LAW 

The purpose of this program is to administer and enforce provisions of 
the Compulsory Financial Responsibility Law. This law requires drivers to 
report any accident in which property damage exceeds $250 or death or 
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personal injury results. Drivers are required to show proof of financial 
responsibility and to maintain responsibility for three years after an acci­
dent in order to compensate persons injured or whose property has been 
damaged. . 

The department request for this program in 1977-78 is $3,132,123, an 
increase of $60,484 (2.0 percent). There will be a reduction of 3.1 person-
nel years from 1976-77. (Item 165.) . 

Program elements and activities are summarized in Tables 10 and 11, 
respectively. 

Table 10 

Compulsory Financial Responsibility Law, Program Inputs 

Personnel Years 
Progmm Elements 1976-77 1m--78 Change 

.u_J,!ogra.J1!2C!~!s_ 
1976.-77 1977-78Cliange 

·Oriving privilege control............ 168.3 16'1.8 -0.3% $2,625,712 $2,713,833 3.6% 
Information services .................... 6.2 6.0 -3.3 126,812 129,348 2.0 
Administration distribution ........ 17.3 14.9 -13.8 319,115 288,942 -8.7 

191.8 188.7 _1.6% $3,071,639 . $.'1,132,123 2.0% 

Table 11 

Compu~sory Financial Responsibility Law, Program Outputs 

Program Actilities 

Accident reports processed .......................................................... .. 
Commercial information requests ............................................... . 
Commercial request~income .................................................... .. 

1976-77 
574,000 
37,160 

$49,000 

Compulsory Financial Responsibility Law Ineffective 

1977-78 
574,000 
33,480 

$47,000 

Change 

-9.9% 
-4.1 

We recommend that Item 165 be reduced by $3,085,083 to abolish the 
department's compulsory financial responsibility program . 

. We further recqmmend that the Legislature give specialattention to 
alternative methods of providing compensation to those damaged or in­
jured in automobile accidents. 

Chapter 1409, Statutes of 1974, requires every driver and owner of a 
motor vehicle to maintain in force at, all times automobile liability insur­
ance, self-insurance, or bonds as specified. In this act the Legislature de­
clared its intent" ... to afford monetary protection to those who suffer 
injury or property damage by virtue of the acts of financially irrresponsi­
ble drivers." Responsibility for coordination and administration of the 
program was given to the Department of Motor Vehicles. 

Evaluation Study. The department recently conducted an evaluation 
of the first two years of the program's effectiveness and administration. 
Overall, this evaluation was highly critical of both the program's effective­
ness and administration. Briefly, the study found that: 

1. The program addresses problems after they occur rather than pre­
venting them. The department's authority to require proof of financial 
responsibility begins after an uninsured motorist has been involved in an 
accident and filed a report of that accident with the DMV. This arrange­
ment does not afford protection or a source of compensation to the victim 
of the first accident. The uninsured motorist, in effect, is allowed one 
"free" accident before action can be taken by the department. 

2. Only 3 percent of the state's uninsured motorists have maintained 
financial responsibility as a result of the program. When insured drivers 
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are included in the comparison, persons acquiring financial responsibility 
under this program represent only 0.5 percent of all California drivers. 

3. When faced with the choice of either acquiring financial responsibili­
ty or accepting a three-year license suspension, less than half (approxi­
mately 22,000) of the uninsured motorists chose to acquire such 
responsibility. The majority (58 percent) chose to accept the license sus­
pension. However, many of those accepting the suspension continued to 
drive on the state's roads with neither a valid drivers license nor a means 
of financial responsibility. 

4. The information service which exists to provide data on uninsured 
motorists to legitimate parties (e.g., law enforcement, insurance compa­
nies) was rarely used. Only 6.5 percent of the financial responsibility 
reports on file were ever requested by such parties. 

5. Departmental administration of the program needed to be con-
solidated and streamlined. . 

In sum, the evaluation report concluded the present program was "mis­
directed, inefficient, and ineffective." 

Prognlm Alternatives Needed Although the department has begun 
implementation of recommendations to improve program administration 
and reduce costs by $300,000, basic problems and deficiencies continue. 
Additional information from the department shows that approximately 17 
percent of California's motorists remain uninsured while industry esti­
mates run as high as 20 to 25 percent. This means that between two and 
three million drivers currently drive without any form of financial respon­
sibility. 

We believe the absence of results from a program which costs over $3 
million annually argues strongly for termination. We have found no evi­
dence to coiltraq.ict the department's evaluation. In recommending ter­
mination of the program, we recognize the continued need to provide a 
source of compensation for victims of vehicular accidents. The current 
program, which is punitive rather than preventative, does not afford pro­
tection to such victims. We believe the Legislature should give high prior­
ity to a consideration of alternatives which could provide such protection. 
The existence of over two million uninsured drivers on California roads 
underscores the need for an effective program of financial responsibility. 

V. DEPARTMENT OF MOTOR VEHICLES, ASSOCIATED SERVICES 

The purpose of this program is to provide the public with a variety of 
auxiliary services not directly related to the regulation of street vehicles 
or drivers licensing. This program utilizes the department's network of 
service locations to provide identification cards, vessel registration and tax 
collection, off-highway vehicle and bicycle licensing, and the issuance of 
special license plates. 

The department is requesting $6,940,114 to support this program in 
1977-78, an,increase of $540,406 (8.4 percent) over the current year. This 
will enable the program to handle an expected workload increase of 13.6 
personnel years. (Items 165, 168, 169 and 170.) 

Program inputs and outputs are summarized in Tables 12 and 13, respec­
tively. 
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Table 12 
Associated Services. Program Inputs 

Persol1l1el Yeilrs .... _ !'rogrilrnCt?StS 
197~77 1977-78Cliange Prognlm Elemel1ts 197~77 19'fi-78 Chiliige 

Identification card issuance ................... . 55.7 59.4 6.6% $1,082,044 $1,211,858 12.0% 
Undocumented vessel registration ..... . 76.7 74.5 -2.9 1,112,261 1,158,692 4.2 
Environmental license plate issuance .. 54.1 56:1 3.7 854,599 977,858 14.4 
Use tax collection ..................................... . 134.5 137.2 2.0 1,890,531 1,947,288 3.0 
OHV registration' ................................... . 53.3 61.4 15.2 961,944 1,110,870 15.5 
Bicycle licensing ....................................... . 32,705 34,365 5.0 
Administration ......................................... . 9.7 9.0 -7.2 465,624 499,183 7,2 

Totals .............................................. , .... . 384.0 397.6 3.5% $6,399,708 $6,940,114 8.4 % 
a Increased personnel and expenditure requirements for off-highway vehicle activities are due to depart­

mental error in preparing its program budget. The reconciliation with appropriations detail indicates 
a .net decrease in OIlV program expenditures in 1977-78. 

Table 13 
Associated Services. Program Outputs 

Progrilm Ach'l7ties 
Identification cards issued ..................................................... . 
Identification card fees ........................................................... . 
Vessel registrations ......... : ....................................................... . 
Vessel registration fees ........................................................... . 
Environmental license plates issued ................................... . 
Environmental license plate fees ......................................... . 
Use tax collections ................................................................... . 
OHV registrations .................................................................... . 
OHV fees ................................................................................... . 
Bicycle license tags issued ................... " ................................ . 

197~77 

345,780 
$1,106,000 

591,600 
$1,926,200 

269,100 
$3,892,500 

$72,892,000 
107,400 

$1,755,500 
500,000 

1977-78 
446,460 

$1,428,000 
628,900 

$2,045,000 
310,900 

$4,437,700 
$74,715,000 

108,300 
$1,786,200 

500,000 

VI. DEPARTMENTAL ADMINISTRATION 

Change 
29.1% 
29.1 
6.3 
6.2 

15.5 
14.0 

2.5 
0.8 
1.7 

The purpose of the department's administration program is to provide 
executive direction in administering and enforcing provisions of the Vehi­
cle Code, formulate departmental policy and provide management sup­
port services (including EDP services) to all departmental programs. 

The budget request for this program is $12,658,762, a decrease of $88,931 
(0_7 percent) over the current year. This will result in a net decrease of 
40.2 personnel years. Its costs are distributed to the department's other 
operational programs. 

Program inputs are summarized in Table 14_ 

Table 14 
Departmental Administration. Program Inputs 

Persol1llel Yeilrs ___ Prog[ilI!! . c:.0s!s_ 
Prognun Elemellts 1976-W 1977-78 ·Challge 197~77 1977-78 Change 
Executive ................... ; ...................... 20.9 20.9 $513,799 $532,528 3.6% 
Program administration ................ 213.1 195.2 -8.4% 4,597,727 4,415,565 -4.0 
Legal .................................................. 21.6 22.2 2.7 468,558 496,361 5.9 
Fiscal and business management 105.0 104.2 -0.7 1;506,026 1,557,069 3.4 
Personnel management services 85.3 81.9 -4.0 1,403,471 1,381,829 -1.5 
Program development and 

evaluation ................................ 123.9 105.8 -14.6 2,328,610 2,238,378 -3.9 
Public information .......................... 4.0 4.0 77,536 80,766 4.2 
EDP services .................................... 80.7 79.8 1.1 1,851,966 1,956,256 5.6 

Totals. ......................................... 654.5 614.3 -6.1% 812,747,693 812,658,762 -0.7% 
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Computer Issues Unresolved 

We withhold recommendl:ltion on four department computer projects 
pending receipt of revised proposl:lls. 

The budget proposes expenditures totaling $1,697,()18 from the Motor 
Vehicle Account, State Transportation Fund for four computer projects in 
1977-78. These projects include (1) beginning replacement of the depart­
ment's computer system, (2) purchase of a computer hardware monitor, 
(3) replacement of computer video devices, and (4) implementation of 
Chapter 1179, Statutes of 1975-unpaid parking violations. 

Although the department has completed feasibility studies and/ or im­
plementation plans for these projects, serious questions must be answered 
before projects and funds can be approved. Based on questions raised by 
our office and the Department of Finance, DMV has decided to temporar- ' 
ily suspend action on these projects to allow reassessment of department 
needs and proposals in this area. Therefore we withhold recommendation 
on the funds proposed for project implementation pending resubmission 
by DMV of project proposals. 

Computer Issuance Project 

We recommend Item 165 be reduced by $126,046 to eliminl:lte 6.9 per­
sonnel years requested for I:ldditionl:ll analysts to study on-line issuance of 
drivers licenses and vehicle registrl:ltions. 

As required by the Budget Act of 1975, the department undertook a 
feasibility study of computer issuance of drivers' licenses. This study in­
cluded a limited pilot test in two field offices in the spring and summer 
of 1976. A department report on the results of the pilot test showed that 
on-line issuance was technically feasible although many questions existed 
concerning overall costs and benefits. 

In December 1976 we submitted a list of questions to the department 
regarding issues which had not been addressed or fully answered in the 
report. Apparently, the department plans to answer these and other ques­
tions in a second study and has proposed 11.7 additional personnel years 

. for this purpose. 
Some New Positions Not Needed Although we agree with the need 

to explore this concept in greater depth, we do not believe all 11.7 person­
nel years are necessary. We note that the DMV currently employs over 
100 persons in its planning, analysis, and research unit and several hun­
dred more persons in its data processing and computer operations. We 
have concluded that no more than 4.8 of the 11.7 personnel-years request­
ed are justified, permitting a reduction of 6.9 personnel-years at a savings 
of $126,046. Any additional personnel required should be taken from exist­
ing resources in the research and computer sections. 
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Minor Equipment Budget Too High 

We recommend a reduction of $93,031 in Item 165 for unnecessary 
minor equipment. 

In reviewing the department's proposal for additional minor equipment 
we find that several requests should be reduced or eliminated entirely. 
Four requests totaling $89,914 were identified as equipment for im­
plementation of Chapter 1179/75 (Unpaid Parking Violations). However, 
this equipment was previously included in the funds set aside for the 
implementation of the legislation and therefore should be deleted from 
the budget. 

Also, we recommend the department's request for 23 storage credenzas 
be reduced by $2,001 to allow substitution of less e>..pensive bookcases. A 
request for six tables ($1,176) for a new field office in Torrance should also 
be deleted because the department's lease schedule indicates no such 
move will be made. Finally, we recommend that a request for six new 
warehouse ladders be reduced to the three that are substantiated in the 
request, for a reduction of $660. 

Leasing of DMV Facilities 

We recommend a reduction of $47,000 in Item 165 for department 
leasing expenses. In addiHon, we recommend that $313,488 in funds budg­
eted for new lease-purchase agreements be held in reserve until plans and 
contract terms have been reviewed by the Department of Finance and 
the Joint Legislative Budget Committee. 

Approximately two-thirds of the department's 147 field offices are in 
leased facilities. From time to time the department proposes moves to 
other facilities-usually for expansion purposes. Larger facilities normally 
require increased rental expenses which are included in annual budget 
requests. We find that in some cases proposed moves to new leased facili­
ties are denied or delayed or operations are moved to state-owned facili­
ties. These changes require adjustments in the amount budgeted for 
leasing expenses. 

For 1977-78, the department has budgeted full year leasing costs for the, 
Oxnard and Placerville field offices. However, completion of new state 
facilities permits a shortening of the two leases by two months and five 
months, respectively, for a total savings of $6,800. Also, the department has 
agreed to a two-year interim lease in Chico at $19,800 per year, permitting 
a reduction of $40,200 from the $60,000 which had been budgeted for 
1977-78. 

Lease-Purchase Reserve. The lease schedule proposes five lease-pur­
chase agreements in the coming year at a combined cost of $313,488. 
Because these plans must be approved by the Joint Legislative Budget 
Commi ttee and the Department of Finance, we recommend the proposed 
expenditure be held in reserve pending such approval. Any plans and 
funds not approved should revert to the Motor Vehicle Account, State 
Transportation Fund. 



310 / BUSINESS AND TRANSPORTATION 

DEPARTMENT OF MOTOR VEHICLES-Continued 

Repairs and Alterations 

Items 163-171 

We recommend that Item 165 be reduced by $81,365 to eliminate fund­
ing for unnecessary repairs and alterations. We also recommend that $13,-
822 budgeted as repairs and alterations be transferred to the minor capital 
outlay section of the department's budget for an additional reduction in 
Item 165. 

FOT 1977-78 the department has proposed $312,252 for repairs and alter­
ations. We believe that many of the requests should be deleted or reduced 
because of a lack of need or the existence of less costly alternatives. 

Our recommended reductions follow. 
Carmichael: Reduce $1,000. Funds are requested to recoat a section of 

acoustical panel which has darkened due to the proximity of air vents. We 
believe such alterations would be cosmetic only and suggest the depart­
ment concentrate instead on determining the cause of the problem. Un­
less the cause is determined, the problem is likely to recur and produce 
another request for alterations. 

Daly City: Reduce $700. DMV has budgeted $2,500 for this project 
although a bid of $1,800 was submitted for the work. We recommend that 
the overbudgeted amount be deleted. 

Haw.thofne: Reduce $4,000. This expenditure is justified on the basis 
that color-coordinating the office by painting desks and counters in match­
ing colors will improve morale. We see no need for this expenditure. 

Hollywood· Reduce $2,500. We believe that proposed exterior land­
scaping repairs'and removal of graffiti can be accomplished for much less 
than the $4,500 budgeted. 

La Mesa: Reduce $2,265. DMV leases this property and proposed re­
pairs to the parking lot should be the responsibility of the lessor. 

Los Angeles: Reduce $27,000. The department has requested $47,500 
to provide a facelift for this office. We visited the facility and found that 
many areas do not need repainting or upgrading and that other costs have 
been overestimated. 

Montebello: Reduce $12,000. We recommend that the proposed re­
flooring of this office be done with the less expensive tile proposed for the 
Hollywood office. . 

Oakland: Reduce $3,300. Two bids were submitted for replacing floor 
tile. We believe the department should accept the lower bid for the 
proposed work. 

Palm Springs: Reduce $4,000. DMV leases this property and proposed 
repairs to the parking lot should be the responsibility of the lessor. 

Pasadena: Reduce $2,300. This interior painting project should be 
budgeted at an amount similar to that for painting the Glendale field office 
which is approximately the same size. 

Redlands: Reduce $4,300. This property is leased and repairs should be 
the responsibility of the lessor. . 

Riverside: Reduce $4,000. DMV seeks to install carpeting and acousti­
cal panels to reduce noise. We believe that the carpeting is unnecessary. 

Santa Ana: Reduce $3,{)()(). The proposal to repair the office parking lot 
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has been budgeted at twice the amount for the same repairs on lots of 
similar size. Supporting documents indicate a miscalculation in repair 
estimates. 

Seaside: Reduce $11,000. DMV seeks to replace worn carpeting at a 
cost of $12,000 but indicates that repairs could be made to extend the 
carpet's life two years at a cost of $1,000. We recommend approval of the 
less expensive alternative. 

Shift of Projects to Minor Capit:il Outlay. Based on guidelines in the 
State Administrative Manual, we believe several of the requested repair 
and alteration projects should be reviewed as minor capital outlay re­
quests. We recommend that the following projects be shifted to Item 394 
where their priority can be reviewed in relation to other department 
proposals for minor capital outlay: Culver City-relocate state vehicle 
compound ($1,500); Los Angeles-construct classroom walls ($2,000); Sac­
ramento-construct bicycle compound ($4,000); San Bernardino-remod­
el room ($2,100); San Jose-install drains and modify parking lot ($2,500); 
and Seaside-extend partition ($1,722). 

Vacaville Field Office 

We recommend that $15,000 be deleted from Item 165 for establishment 
of a DMV field office in Vacaville. 

The department has pr0posed the establishment of a "permanent field 
office in Vacaville to replace service currently provided by a travel crew. 
The travel crew visits this location once a week and has been doing so since 
February 1976, providing approximately 6 hours of service per week at an 
annual cost of $15,048. The department cites recent growth in the Vaca..; 
ville area and greater public convenience as reasons for establishing a 
permanent facility at this location. Annual costs of this new facility are 
estimated at $30,048, an increase of $15,000. 

We do not believe a significantimprovement in service would result if 
the department's proposal were approved. Business currently conducted 
one day a week would be spread out over five days, resulting in a low level 
utilization of services and facilities. Because most persons visit DMV of­
fices infrequently, the present service appears sufficient. Also, the exist­
ence of a DMV office in nearby Fairfield and other travel crew visits to 
Dixon provide the opportunity to conduct business which cannot be com­
pleted during travel crew visits to Vacaville. 

Item 166. For Payment of Deficiencies in Appropriations 

Existing law does not permit the creation of deficiencies in appropria­
tions from the Motor Vehicle Account, State Transportation Fund. This 
means that the Department of Motor Vehicles is not allowed to borrow 
from the regular Emergency Fund to meet unforeseen financial needs. 
The Legislature has recognized this problem and for many years has 
provided a special contingency authorization to protect the department. 
The amount authorized for this protection has varied somewhat over the 
last ten years but has remained at $500,000 since 1971-72. No actual ex­
penditure from this amount is forecast for the coming year. 



312 / BUSINESS AND TRANSPORTATION Item 172 

Business and Transportation Agency 

STEPHEN P. TEALE CONSOLIDATED DATA CENTER 

Item 172 from the Stephen P. 
Teale Consolidated Data Cen­
ter Revolving Fund Budget p. 406 

Requested 1977-78 ......................................................................... . 
Estimated 1976-77 ........................................................................... . 
Actual 1975-76 ................................................................................. . 

$10,326,218 
10,280,804 
9,612,002 

Requested increase $45,414 (0.4 percent) 
Total recommended reduction ................................................... . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

1. Use of Computing Capacity. Recommend report on plan 
to optimize use of center's computing capacity. 

2. Operating Expenses. Reduce $34,350. Recommendspecif­
ic reductions in operating expenses and equipment catego­
ries. 

GENERAL PROGRAM STATEMENT 

$34,350 

Analysis 
page 

313 

313 

The Stephen P! Teale Consolidated Data Center is one of four such 
centers authorized by the 1972 Session of the Legislature. The center, 
which provides computer services to over 40 departments and the Legisla­
ture, was established to provide a modern computing capability to its users 
while at the same time minimizing the total cost of data processing to the 
participating departments. The state has invested approximately $9 mil­
lion and a substantial amount of personnel resources to implement the 
Teale Data Center. This amount includes preparation of the computer site 
and· departmental program conversion. 

ANALYSIS AND RECOMMENDATIONS 

The Governor's Budget proposes an expenditure program for the data 
center totaling $10,326,218 in the budget year as compared 'with estimated 
expenditures of $10,280,804 in the current year. These funds are derived 
from user departments as reimbursement for services provided by the 
center. 

Establishment of Revolving Fund 

Chapter 585, Statutes of 1976, established the Stephen P. Teale Con­
solidated Data Center Revolving Fund. The fund was created to resolve 
a cash-flow problem which has confronted the center at the beginning of 
each fiscal year. The problem occurs because the center has monthly 
expenses (such as payroll and equipment rental) to meet but there is a 
normal lag in receiving payment from the center's customer departments, 
who are billed after services are provided. The revolving fund will allow 
the center to accumulate a maximum fiscal year carryover of $2 million. 
This amount will be sufficient to cover at least two months of operating 
expenses which will offset the effect ofthe lag in customer payments. 
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To establish a fund surplus and provide a carryover, the center's rates 
have been set higher than necessary to recover actual operating costs. As 
ofJanuary 1, 1977, the estimated fund surplus was about $250,000. Once the 
maximum $2 million surplus is reached, the center will adjust rates down­
ward. This adjustment would be separate from any general rate change, 
such as the contemplated reduction in rates'for the 1977-78 fiscal year, 
which could average 20 percent or more. 

'In addition to building a revolving fund balance, the center' will in the 
current year repay several departments for overpayments in 1975-76 
which were made to prevent a deficit in center operatiqns in that year. 
The repayment will be in the form of credits against work performed in 
the current year and will total approximately $1 million. 

Optimum Use of Computing Center Capacity. 

We recommend that the Teale Data Center provide to the Joint Legisla­
tive Budget Committee by August 1, 1977 a plan to optimize use of the 
center's total computing capacity. 

The supplementary language report relating to the Budget Act has, for 
several years, contained specific criteria regarding implementation of Sec­
tion 4 of the Budget Act, the electronic data processing (EDP) control 
section. One of these criteria for effective use of EDP is optimum utiliza­
tion of computing equipment. The report defines optimum utilization as 
"operation of equipment three shifts per day, seven days per week ... 
or a le,vel of use fully justified as appropriate and consistent with the intent 
of the criteria contained herein." The Teale Data Center's current normal 
operation consists of two full shifts and a partial third shift each weekday 
and one shift on Saturdays. Therefore, the center is operating at approxi­
mately 65 percent of capacity. Not only is there a significant amount of 

"'unused capacity, but each increase in capacity to meet prime time user 
~~Tequests (8 a.m.-5 p.m. on weekdays) results in unused capacity on the 

third shift and weekends. 
Large commercial data centers comparable in size to the Teale Data 

Center remain in business by operating three shifts per day, seven days 
per week, in order to optimize the use of a costly facility. The center's 
management is aware of this problem and intends to develop a plan to use 
the surplus computing capacity. The establishment of a firm reporting 
date for disclosure of this plan should ensure its timely completion. 

Reduce Operating Expenses 

We recommend that the amount budgeted for operating expenses and 
equipment be reduced $34,350. 

Our review of this budget request with the center's management indi­
cates that operating expenses and equipment can be reduced as follows: 
(1) general expense (-$6,000), (2) facilities operation (-$13,500), (3) 
equipment (-$6,350), and (4) EDP operations expense (-$8,500). These 
reductions can be accomplished through a reexamination of the budget by 
center management. 




